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For  Reference 

Do  Not  Take 

From  the  Library 


Every  person  who  maliciously 
cuts,  defaces,  breaks  or  injures 
any  book,  map,  chart,  picture, 
engraving,  statue,  coin,  model, 
apparatus,  or  other  work  of  lit- 
erature, art,  mechanics  or  ob- 
ject of  curiosity,  deposited  in 
any  public  library,  gallery, 
museum  or  collection  is  guilty 
of  a  misdemeanor. 

Pantl  Cod*  of  California 
1915.  Section  623 
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1989  Oldsmobile  Cutlass  Supreme  International  Series 
1954  Buick  Skvlark 


"  My  favorite  GM  car  I 
worked  on  was  the  '54 
Buick.  Got  one  for  myself 
and  kept  it  all  these  years, 
even  after  I  retired.  Every 
time  my  son  looks  at  it,  he 
smiles.  Very  popular  at  the 
time,  I  tell  him. 

My  boy's  at  GM  now, 
building  beauties  like  this 
'89  Olds.  And  though  most 
things  have  changed,  one 
thing  hasn't-we  still  build 
'em  to  last. " 


Fact:  GM  cars  have  held 
their  resale  value  better 
than  any  other  U.S.  make 
based  on  average  value  of 
34o-5  year  old  cars  over 
the  past  nine  years. 


MARK  OF  EXCELLENCE 

Chevrolet,  Pontine,  Oldsmobile,  Buick, 
Cadillac,  CMC  Thick 


The  Panasonic  Boom:  the  next  generation  in  business. 


I 


"There  are  two  new  things  in  my  life. 
One  didn't  come  with  directions. 

The  other  practically  doesn't 
need  them." 


t 
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KX-P1124  24  Pin  Printer. 


I  have  a  definite  incentive 
now  to  spend  less  time  in  the  office. 
And  a  new  business  tool  that 
really  helps. 

It's  the  Panasonic®  1 1 24. 
A  24-pin  printer— the  first  of  their 
11 00  Series. 

Call  it  ergonomics "— or  just 
doing  their  homework— but 
Panasonic  has  brought  to  market 
an  extremely  sophisticated  piece 
BThardware.  And  it's  remarkably 
simple  to  operate. 

There's  no  programming 
to  learn.  No  dip  switches  to  fumble 
with.  Everything's  right  there 
on  the  EZ-Set™  front  panel.  Over 
~20features,  in  all.  Including  a 
macro  feature  to  capture  all  the 
settings  for  three  complete  for- 
mats, to  recall  later  at  the  touch 
of  a  button. 

With  the  1124, 1  can  select 
from  five  letter-quality  and  two 
draft-quality  standard  fonts.  I  can 
incorporate  special  graphics 
effects.  And  know  the  result  will 
be  sharp,  crisply  defined . . . every- 
thing I  want  it  to  be. 

And  this  printer  feeds  paper 
from  top,  bottom  or  rear.  So  I  can 
put  it  where  I  want  it.  Which  isn't 
smack  in  the  middle  of  my  desk. 

The  Panasonic  1124  24-pin 
dot  matrix  printer.  It's  just  one 
of  the  ways  Panasonic  is  making  its 
name  felt  around  the  office  today 

For  the  name  of  your  nearest 
dealer,  call  toll-free  1  -800 - 
843-0080. 


1 


Office  Automation 

Copiers,  Typewriters,  Printers, 
Peripherals  and  Facsimiles. 


he  experts  agree.  The  traditional  Virginia  attitude  aboul  work  is  alive  and  well  in 
orfolk.  Add  that  to  the  strong,  available  work  force  and  the  abundant  downtown 
ITiee  space  and  you'll  see  why  so  many  corporations  are  expanding  or  relocating 
>  Norfolk.  If  you  think  this  environment  might  work  for  your  company,  write  the 
lepartment  of  Development,  407  City  Hall  Bldg.,  Norfolk,Virginia  23501.  II  yon  re 
sady  to  talk  business,  call  Bob  Smithwick,  Director  of  Developmental  1-800-c  1 1 1 
(ALL.  In  Virginia,  call  804-441-2941. 


NORFOLK 


"Oh,  that's  Ferguson,  our  efficiency  expert.  Poor  guv  hasn't 
had  much  to  do  since  we  moved  to  Norfolk." 


NUMBER  3086 
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CHEMICAL  PLANTS  ARE  RUNNING  NEAR  CAPACITY,  AND  THE  INDUSTRY'S  BIG  JOB  IN  1989  WILL  BE  STAYING  A  STEP  AHEAD  OF  SHORTAGES 


1989  Industry  Outlook 


Introduction 

64    STEADY  AS  SHE  GOES 

As  an  expansion  ages,  the  specter  of 
inflation  makes  the  going 
dangerous — and  pity  any  manager 
asleep  at  the  wheel 

Manufacturing 

69  AUTOS 

Revving  up  for  another  hot  one 

70  FOOD  PROCESSING 

The  acquisition  binge  will  go  on 

71  MACHINERY 

Good  times  will  roll  for  another  year 

74  CHEMICALS 

Global  demand  and  R&D  are  bubbling 

75  DEFENSE 

The  magic  word  is  'upgrade' 

79    STEEL 

U.  S.  industry  is  on  the  attack 


Services 

81  ENTERTAINMENT 

Cable  will  gain,  but  not  the  networks 

82  HEALTHCARE 

It  won't  get  off  the  critical  list 

84    RETAILING 

Let  the  seller  beware 
86    FOOD  SERVICES 

Food  companies  will  keep  eating 
88   TRANSPORTATION 

The  airlines  hit  cruising  altitude 

90  UTILITIES 

States  are  making  conservation  pay 

91  WHOLESALERS 

Adieu  to  'Mom-and-Pop'  distributors 

High  Technology 

93  COMPUTERS 

PC  networks  will  lead  growth 

94  COMMUNICATIONS 

Wooing  customers  with  discounts 


95    ELECTRONICS 

The  chip  cycle  may  be  less  vicious 
97    PHARMACEUTICALS 

Profits  will  remain  on  steroids 

Natural  Resources 

99    AGRICULTURE 

It  could  be  a  bumper  year 

100  ENERGY 

Cheap  oil  is  keeping  refiners  robus 

101  FOREST  PRODUCTS 

The  mills  should  rake  in  the  bills 

Finance 

105    BANKING 

A  sound  rebound — and  some  worr 
108    INSURANCE 

Arming  for  another  rate  war 

110  REAL  ESTATE 

Builders  are  girded  for  a  so-so  yea 

1 1 1  SECURITIES 

Call  it  the  insecurities  industry 
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Top  of  the  News 

HOW  DIRTY  IS  THE  STREET? 

Most  experts  say  that  fears  of 
pervasive  illegality  in  the  securities 
industry  are  overblown 

GIULIANI  VS.  MILKEN 

Why  the  case  against  the  junk-bond 
king  would  be  the  main  event  in  the 
long-running  Drexel  investigation 

IS  BARGAINING  OBSOLETE? 

With  union  strength  fading,  workers 
and  management  are  looking  to 
Congress  and  the  courts 

LET'S  MAKE  A  THRIFT  DEAL 

The  feds  cap  a  yearend  bailout  binge 
by  announcing  two  huge  S&L  deals 
with  Bass  and  Perelman 

CHRISTMAS  CURE-ALL 

A  last-minute  rebound  revived  a 
flagging  season  for  retailers — and 
should  shore  up  the  fourth  quarter 

I    HOT  RUMORS,  COOL  RESPONSE 

Can  claims  of  room-temperature 
superconductors  from  scientists 
outside  the  mainstream  be  verified? 

COVETING  CUMMINS? 

Britain's  Hanson  PLC  has  picked  up 
an  8%  stake  in  the  company 

3    GUNNING  FOR  DEL  WEBB 

Uri  Sheinbaum  and  Don  Brumlik  are 
hell-bent  on  winning  the  developer 

14    A  DALLAS  COWBOY  RETURNS 

After  untangling  his  takeover  of  NL 
Industries,  raider  Harold  Simmons  is 
back  with  a  fresh  bankroll 

16  DENVER  S  TOXIC  MORASS 

The  Army  and  Shell  Oil  say  they'll 
clean  up  the  nerve-gas  and  pesticide 
dump — but  how  well  and  when? 

17  IN  BUSINESS  THIS  WEEK 

Paradyne  and  AT&T,  Logan  Airport, 
Boston  Co.,  an  EC  beef,  Blodgett's 
LBO,  Prime,  oilman  McCarthy 

Economic  Analysis 

12    ECONOMIC  VIEWPOINT 

Roberts:  After  a  long  rest,  the  myth 
of  the  benign  tax  increase  resurfaces 

in  Washington 

16    ECONOMIC  TRENDS 

Stress  indicators  for  business,  the 
consumption  red  herring,  a  profit 
squeeze  at  the  thrifts 

31    BUSINESS  OUTLOOK 

The  economy  kicks  off  the  new  j  ear 

in  a  festive  mood 
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115    CROWNING  ACHIEVEMENTS: 

BUSINESS  WEEK  PRESENTS  ITS  PICKS 
FOR  THE  BEST  OF  1 988,  FROM 
MANAGERS  TO  MICROWAVES 


34    GOING  FOR  BROKERS: 

ABUSES  BY  SECURITIES  FIRMS  MAY 
NOT  BE  SYSTEMIC,  BUT  YOU'D  NEVER 
KNOW  IT  FROM  GIULIANI'S  CASELOAD 


38    ELIZABETH  DOLE'S  AGENDA: 

DAY  CARE  IS  AMONG  THE  STICKY 
WORKPLACE  ISSUES  THE  NEW 
LABOR  SECRETARY  FACES 


Governmenl 

SI     WASHINGTON  OUTLOOK 

Ha    Bush  assigned  Kemp  a 
[mpossib 

International 

54  CANADA 

As  the  U.  S. -Canada  trade  pact 
takes  effect,  some  prices  drop,  and 
capital-spending  plans  rise 

55  FRANCE 

Blue-chip  foodmaker  BSN  must  grow 
bigger  faster — or  it  could  become 
cuisine  for  someone  else 

58  JAPAN 

Tokyo's  financial  whizzes  are 
defecting  to  Western  firms 

59  INTERNATIONAL  OUTLOOK 

Egypt's  Mubarak  moves  to  the  front 
lines  of  the  Mideast  crisis 

Finance 

60  INSIDE  WALL  STREET 

A  gas  marketer  primes  its  pump 
Even  'good  banks'  can  be  bad  buys 
Wellman  taps  the  profit  in  plastic 

1 37  INVESTMENT  FIGURES  OF  THE  WEEK 

The  Best 

115    STUFF  OF  DREAMS 

Disposable  contact  lenses. 
Computers  that  understand  speech. 
Free  heart  drugs  for  the  poor. 
The  editors  of  BUSINESS  WEEK 
nominate  the  year's  stellar 
business  performances 

Personal  Business 

132    FITNESS:  Home  workout  machines 
REAL  ESTATE:  The  Texas  fire  sale 
SMART  MONEY:  Tanker  revival 

AUTOS:  Chrysler's  new  New  Yorker 

Features 
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7    READERS  REPORT 

15    BOOKS 

Smith  and  Alexander:  Fumbling  the 
Future 

138  EDITORIALS 

Turning  detente  into  i  enduring  peace 

RICO:  A  law  too  big  for  the 

Put  the  Labor  I  >ept  back  to  work 
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PRODUCTION 

Change  from  last  week:  0.6% 
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The  production  index  increased  for  the  week  ended  Dec.  17.  The  weekly 
average  is  at  a  high  for  this  year,  after  stagnating  during  the  past  three  months.  On 
a  seasonally  adjusted  basis,  output  of  electric  power,  steel,  autos,  coal,  rail-freight 
traffic,  crude-oil  refining,  lumber,  and  trucks  all  rose.  Production  of  paper  and 
paperboard  were  unavailable  for  the  week.  Prior  to  calculation  of  the  four-week 
moving  average,  the  index  rose  to   181.8  from   176.9  in  the  previous  week. 

BW   production   index  copyright    1989  by   McGraw-Hill   Inc. 


The  leading  index  edged  up  for  the  week  ended  Dec.  17.  The  steady  rise  of  th 
index  since  June  signals  that  economic  growth  should  continue  to  be  strong  well  infj 
1989.  Higher  stock  prices  and  faster  growth  rates  for  materials  prices  and  real  estate 
loans  offset  the  negative  indicators  of  higher  bond  yields  and  slower  growth  of  M2 
Data  for  business  failures  were  unavailable.  Before  calculation  of  the  four-weel 
moving  average,  the  index  increased  to  203.7  from  203.1  in  the  previous  week. 
Leading  index  copyright   1989  by  Center  for  International  Business  Cycle  Research 
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latest 
week 

Week     %  Change 
ago      year  ago 

STEEL  (1 2/24)  thous.  of  net  tons 

NA 

1,794  # 

NA 

AUTOS  (12/24)  units 

165,314 

168,519r# 

120.2 

TRUCKS  (12/24)  units 

82,474 

92,297rff 

58.6 

ELECTRIC  POWER  (12/24)  millions  of  kilowatt-hours 

53,770 

53,602  # 

9.4 

CRUDE-OIL  REFINING  (12/24)  thous.  of  bbl./day 

13,352 

1 3,585  # 

1.5 

COAL  (12/17)  thous.  of  net  tons 

1 9,854  # 

20,661 

-3.9 

PAPERBOARD  (12/17)  thous.  of  tons 

NA# 

747.5r 

NA 

PAPER  (12/17)  thous.  of  tons 

NA# 

741. Or 

NA 

LUMBER  (12/17)  millions  of  ft. 

519.0# 

523.6 

3.1 

RAIL  FREIGHT  (12/17)  billions  of  ton-miles 

19.6# 

20.0 

4.3 

l'M|i!il!;yM^IMWrvyw^^    ,-^ 

latest 
week 

Week 
ago 

%Chan 
year  a 

STOCK  PRICES  (12/23)  S&P  500 

277.70 

275.74 

H 

CORPORATE  BOND  YIELD,  Aaa  (12/23) 

9.59% 

9.57% 

-A 

INDUSTRIAL  MATERIALS  PRICES  (12/23) 

101.1 

101.0 

3 

BUSINESS  FAILURES  (12/16) 

NA 

273 

h 

REAL  ESTATE  LOANS  (12/14)  billions 

$297.4 

$296.0 

i: 

MONEY  SUPPLY,  M2  (12/12)  billions 

$3,066.8 

$3,064.8r 

5 

INITIAL  CLAIMS,  UNEMPLOYMENT  (12/10)  thous 

278 

332 

-7 

Sources:  Standard  &  Poor's,  Moody's,  Journal  of  Commerce  (index:  1980—  100),  Dun 
Bradstreet  (failures  of  large  companies),  Federal  Reserve  Board,  Labor  Dept.  CIBCR  seasc 
ally  adjusts  data  on  business  failures  and  real  estate  loans. 


Sources:  American  Iron  &  Steel  Inst.,  Ward's  Automotive  Reports,  Edison  Electric  Inst.,  Amer- 
ican Petroleum  Inst.,  Energy  Dept.,  American  Paper  Inst.,  WWPA1,  SFPA2,  Association  of 
American  Railroads. 
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latest 
month 


Month 
ago 


%  Cham 
year  at 
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ORDERS  FOR  DURABLE  GOODS:  MFG.  (Nov.)  billions  $122.9 


$122.o' 


latest 
week 

Week 
ago 

Year 
ago 

JAPANESE  YEN  (12/28) 

126 

124 

124 

GERMAN  MARK  (12/28) 

1.79 

1.77 

1.60 

BRITISH  POUND  (12/28) 

1.79 

1.81 

1.86 

FRENCH  FRANC  (12/28) 

6.11 

6.04 

5.41 

CANADIAN  DOLLAR  li  2/28) 

1.19 

1.20 

1.30 

SWISS  FRANC  (12/28) 

1.51 

1.49 

1.30 

MEXICAN  PESO  (12/28)3 

2,280 

2,284 

2,230 

PERSONAL  INCOME  (Nov.)  annual  rote,  billions       $4,175.3       $4,183.5 
BUDGET  SURPLUS  OR  DEFICIT  (-)  (Nov.)  millions  -$29,0 1 8     -$27,440 


CONSUMER  PRICE  INDEX  (Nov.) 


120.3 


120.2 


Sources:  Commerce  Dept.,  Treasury  Dept.,  BLS 


■nI'];HH;Vli;i'][f.U'];f 


Sources:  Major  New  York  banks.  Currencies  expressed  in  units  per  U.  S.  dollar,  except  for 
British  pound  expressed  in  dollars. 


Latest 
week 

Week 
ago 

%  Chang 
yearag 

MONEY  SUPPLY,  Ml  (12/12) 

$787.0 

$786.7r 

4. 

BANKS'  BUSINESS  LOANS  (12/14) 

300.0 

300.9r 

3. 

FREE  RESERVES  (12/14) 

498 

-63  r 

-52. 

NONFINANCIAL  COMMERCIAL  PAPER  (12/14) 

100.8 

99.8 

22. 

Sources:  Federal  Reserve  Board  (in  billions,  except  for  free  reserves,  which  are  expressed  f( 
a  two-week  period  in  millions). 


Latest 
week 

Week 
ago 

%  Change 
year  ago 

GOLD  (12/28)  $/troyoz. 

412.850 

414.600 

-15.0 

STEEL  SCRAP  (12/27)  #  1  heavy,  $/ton 

115.00 

109.00 

15.0 

FOODSTUFFS  (12/26)  index,  1967=  100 

240.5 

237.1 

14.0 

COPPER  (12/24)  f/lb. 

163.2 

160.3 

17.6 

ALUMINUM  (12/24) , /lb. 

111.5 

111.5 

28.2 

WHEAT  (12/24)  #  2  hard,  $/bu. 

4.30 

4.24 

38.7 

COTTON  (12/24)  strict  low  middling  1-1/16  in. 

,  c/lb. 

55.30 

54.87 

-11.4 

■  ,'M'Ul.',M:l!ai:mT 


Sources:  London  Wed.  final  setting,  Chicago  mkt..  Commodity  Research  Bureau,  Metals 
Week,  Kansas  City  mkt.,  Memphis  mkt. 


Latest 
week 

Week 
ago 

Year 
ago 

FEDERAL  FUNDS  112/27) 

8.84% 

8.87% 

6.81°/ 

PRIME  (12/28) 

10.50 

10.50 

8.75 

COMMERCIAL  PAPER  3-MONTH  (12/28) 

9.09 

9.12 

7.45 

CERTIFICATES  OF  DEPOSIT  3-MONTH  (12/28) 

9.25 

9.33 

7.50 

EURODOLLAR  3-MONTH  (12/21) 

9.41 

9.31 

7.90 

Sources:  Federal  Reserve  Board,  First  Boston 


#  Raw  data  in  the  production  indicators  are  seasonally  adjusted  in  computing  the  BW  index  (chart);  other  components  (estimated  and  not  listed)  include  machinery  and  defense  equipmen 
1  -Western  Wood  Products  Assn.  2=   Southern  Forest  Products  Assn.  3  — Free  market  value  NA=  Not  available  r- revised  NM  =  Not  meaningful 
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IE dm  free  trips  to  Paris 
when  you  stay  with  us  in  '89 
and  use  the  American  Express 

Card. 


Spend  nights  at  any  North  American  Hotel  Sofitel 

at  full  room  rate,  charge  your  stay  with  the 

American  Express  Card  and  you  can  earn  a  deluxe 

stay  at  a  Hotel  Sofitel  in  Paris,  including  airfare. 

or  other  awards 
Here  s  how  it  works: 

Stay  at  any  North  American  Hotel  Sofitel  for  a  total  of: 

6  NIGHTS  to  be  eligible  for  a  free  gourmet 

dinner  for  two  at  the  North  American  Hotel  Sofitel 

of  your  choice. 

12  NIGHTS  to  be  eligible  for  two  free  weekend 

nights  for  two.  including  a  gourmet  dinner,  at  any 

North  American  Hotel  Sofitel. 

20  NIGHTS  to  be  eligible  for  a  free  trip  to  Paris 

for  one,  which  includes  a  single  room  at  a 

Paris  Hotel  Sofitel  for  four  nights  and  round-trip  air 

transportation  on  American  Airlines. 

30  NIGHTS  to  be  eligible  for  a  free  trip  to  Paris 

for  two,  which  includes  a  double  room  at  a  Paris 

Hotel  Sofitel  for  four  nights  and  round-trip  air 

transportation  for  two  on  American  Airlines. 

To  enter,  fust  spend  at  least  one  night  at  a  Hotel 

Sofitel  at  full  room  rate,  charge  your  stay 

with  the  American  Express  Card,  fill  out  a  Parisian 

Passport  application  and  turn  your  application  in  at 

the  end  of  your  visit  You  have  all  of  1989  to  collect 

passport  stamps  good  for  the  prizes  described'  Just 

think,  as  an  American  Express  Cardmember  a  free 

trip  to  Paris  for  two  can  be  yours  just  by  enjoying  the 

ambiance  of  Hotel  Sofitels  in  North  America. 

For  a  Hotel  Sofitel  reservation,  call 

ResinTer.  1  800-221-4542  or  your  travel  counselor 

and  be  sure  to  ask  for  an  American  Express' 

Assured  Reservation 


Hotel  Sofitel 

NORTH      AMERICA  
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Don't  leave  home  without  it' 


CHICAGO 


HOOSTON 


LOS  ANGELES 


MIAMI 


MINNEAPOLIS 


SAN  FRANCISCO  BAY 

6A-CA 


he  scent  of  jasmine  is  in  the  air, 
and  the  moonlight  reveals  a  fabulous 
Arabian  palace. 

It  is  your  first  night  in  Spain.  You  are 
living  it  as  if  it  were  a  tale  from 
A  Thousand  and  One  Nights. 
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Arabian 
knights. 


rprisingly 
full  of  fine  examph 
art    from  pala 

to  beautiful  fourr 
and  bridges,  all  well 
pres'  e  of 

hundreds  of  y< 

It  isn't  so  amazing  to  find  all 
this  as  the  Arabs  stayed  in 
Spain  for  eight  centuries  and 
have  left  their  cultural  heritage 
as  a  living  reminder  of  the 
civilization  which  brought  such 
great  progress  to  Mankind. 

In  Spain  you'll  find  a  veritable 
trail  which  will  take  you  in  the 
footsteps  of  the  Arabs.  From 
the  Alhambra  in  Granada  to  the 
Arab  baths  in  Gerona  and  the 
mosque  in  Cordoba  to  the 
Giralda  in  Seville. 

In  each  of  these  places  you'll 
find  a  testimony  to  the 
oresence  of  those  Arabian 
Knights  who  played  a  very 
important  part  in  Spain's 
history. 

But  why  take  our  word  for  it, 
see  for  yourself. 

Spain.  Everything 
under  the  sun. 
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A  WAY  TO  SAVE 
SOME  SHAKY  S&Ls 


There    may    he   another   way    to   help 
clean    up    the   SAL    mess    ("Th< 
mess — and  how  to  fix  it,"  Cover  Story, 

Oct.  81).  Consider  allowing  thrifts  to  of 

t'er  tax-free  rates  on  a  certain  percent- 
age of  their  deposit  base.  One-half  of 
those  deposits  would  then  be  earmarked 
for  mortgages  for  low-income  housing  in 
that  S&L's  specific  geographic  area.  The 
other  half  would  be  earmarked  for  pur- 
chases of  U.  S.  Treasury  securities. 

This  in  and  of  itself  will  not  cure  a 
sickly  thrift,  but  in  imposing  this  disci- 
pline, there  are  three  distinct  beneficia- 
ries: low-income  housing,  the  Treasury, 
and  the  thrift  itself.  The  rationale  is  that 
the  S&L  is  helping  an  area  that  desper- 
ately needs  it  in  housing  plus  is  earning 
an  excellent  return  on  the  Treasuries 


the  thrifl  ■  '  funding 

tax-free  (  DS.  I  WOXlld     uhmit  that  a  hum 

tier   of   sliak'.  oukj    tr- 

over the   next    fev. 

Michael  R,  Shea 
Partner 
.1  c.  Bradford  & 

Nashville 


ARE  THE  TRADE  REFEREES 
MAKING  GOOD  CALLS? 

From  my  vantage  point,  economist 
Alan  Blinder's  column  "Disputes 
over  dumping:  Where  the  trade  referees 
go  wrong"  (Economic  Viewpoint,  Dec. 
19)  is  classic  special-interest  pleading.  In 
arguing  for  increased  emphasis  on  eco- 
nomic analysis  in  import-remedy  deci- 
sion-making at  the  U.  S.  International 
Trade  Commission,  Blinder  effectively  is 
calling  on  businesses  that  bring  and  de- 
fend cases  and  the  American  govern- 
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ow  good  are  the 
BUSINESS  WEEK  In- 
dustry Outlooks? 
That's  what  Professors 
Steven  P.  Schnaars  and 
Iris  Mohr  of  City  Univer- 
sity of  New  York's  Ba- 
ruch  College  wanted  to 
know.  Aware  that  such 
"judgmental  forecasts" 
have  a  sorry  reputation  in 
academic  literature,  they 
set  out  to  see  whether 
our  yearly  offerings  were 
any  better  than  average. 
They  published  their  findings  in  the 
September-October  issue  of  Interfaces, 
an  official  journal  of  the  Institute  of 
Management  Sciences.  Their  verdict: 

"We  began  our  study  with  the  a  pri- 
ori belief  that  the  outlook  would  be 
another  example  of  badly  mistaken 
forecasts.  We  expected  to  chronicle 
case  after  case  of  forecasts  gone  awry. 
We  were  pleasantly  surprised." 

Schnaars  and  Mohr  examined  the 
nine  yearly  outlooks  from  1978 
through  1986  on  five  industries:  autos, 
steel,  chemicals,  computers,  and  ener- 
gy/oil. They  found  that  80%  of  those 
45  forecasts  correctly  predicted  the  di- 
rection   the    industries    headed.    They 


THE  1987  OUTLOOKS 


also  measured  how  far 
off  the  mark  any  specific 
forecasts,  such  as  the 
number  of  autos  that 
would  be  sold,  fell.  On  av- 
erage, these  predictions 
missed  by  just  19.6%.  All 
this  seems  particularly 
impressive,  note  Schnaars 
and  Mohr,  considering 
the  volatility  of  the  period 
covered  by  their  study. 
Between  1978  and  1986 
the  world  experienced  an 
oil  crisis,  two  recessions, 
and  a  sudden  downturn  in  inflation. 

"Apparently,  a  judgmental,  journal- 
istic approach  to  business  forecasting 
is  not  as  difficult  as  the  academic  liter- 
ature suggests,"  concluded  the  Baruch 
professors.  "The  BUSINESS  week  out- 
looks are  not  perfect,  but  they  certain- 
ly make  for  more  than  merely  enter- 
taining reading." 

This  year's  offering  of  24  outlooks  in 
five  different  industry  groups  begins 
on  page  63.  We  hope  they  prove  as 
prescient  as  their  predecessors. 
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Sometimes  success  requires 
a  little  reorganization. 


// 


Imagine  that  your  head- 
quarters in  New  York  was  next 
door  to  your  factory  in  Los 
Angeles.  Imagine  that  your  re- 
gional office  in  St.  Louis  was 


across  the  street  from  your  R&D 
center  in  Austin. 

Then  you  would  be  able  to 
spend  more  time  working  for 
your  customers.  And  less  time 


working  against  yourself. 

As  one  of  the  world's  lea 
commercial  systems  integj 
tors,  Andersen  Consulting  \ 
technology  to  overcome  g< 
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aphy.  We  can  help  create  a 
cohesive  environment  in  which 
nformation  flows  quickly  and 
easily.  Decisions  can  be  made 
1  Tiore  intelligently.  And  your 


left  coast  will  know  what  your 
right  coast  is  doing. 

All  of  which  are  just  sound 
business  principles. 

Simply  restated. 


Andersen 
Consulting 

ARTHUR  ANDERSEN  &  CO. 


Where  we  go  from  here. 


Ask about 

the  easier 

IRA. 

If  you'd  like  to  make  your  IRA  part 
of  your  monthly  budget  instead  of 
a  once-a-year  budget  crunch,  you 
should  know  about  Twentieth 
Century  Investors'  Automatic 
Monthly  Investments.  Choose 
the  amount  you  want  to  invest 
each  month  in  our  no-load  funds, 
and  the  rest  is  taken  care  of  for 
you  automatically.  What  could 
be  easier? 

For  IRA  information, 

call  toll-free: 
1-800-345-2021  ext827 


P.O.  Box  419200,  Kansas  City,  MO  64141-6200 

^_  c  19JW  TVenbeth  Onlury  Investors,  lnc 

Please  read  the  Prospectus  carefully 
before  invesing. 


Sound 
Investment 


What  makes  a  Steinway®  piano 
the  most  extraordinary  musical 
instrument  in  the  world  today- 
and  an  enduring  investment?  What 
should  you  know,  look  for,  before 
choosing  any  piano?  Call  now 
or  send  for  our  elegant,  full-color 
brochure,  and  put  the  $5.00  cost  on 
your  MasterCard,  Visa  or  American 
Express  (or  include  a  check  made 
payable  to  Steinway  &  Sons.) 


Call  1800  345-5086 


STEINWAY     6      SONS 

dihedral  Station,  PO  Box  9117.  Dcpl  29,  Boston.  MA0211S  W7i 
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ment  to  transfer  more  wealth  to  econo- 
mists and  consultants. 

I  do  not  think  this  additional  expendi- 
ture can  be  justified.  The  purpose  of 
U.  S.  antidumping  investigations,  as  de- 
termined by  Congress,  is  not  to  answer 
the  question  posed  by  economists:  "How 
much  better  would  the  industry  be  doing 
in  the  absence  of  dumping?"  Interesting 
as  that  hypothetical  question  may  be, 
the  commission's  responsibility  is  to  de- 
termine whether  unfairly  traded  imports 
are  a  cause  of,  or  threaten,  material  inju- 
ry to  the  domestic  industry. 

In  addressing  the  latter  question,  com- 
missioners who  employ  the  traditional 
legal  analysis  do  not  rely  on  "prejudice, 
propaganda,  and  uninformed  hunches," 
as  Blinder  seems  to  believe.  They  receive 
sworn  testimony  from  business  people 
and  review  data  on  actual  pricing,  profit- 
ability, and  import  trends  specific  to  the 
product  and  industry  under  investiga- 
tion. In  my  view,  such  evidence  is  far 
more  reliable  than  estimates  derived 
from  economic  models,  which  have  at 
best  a  tangential  relationship  to  market- 
place realities.  Our  reviewing  courts 
seem  to  agree. 

Alfred  E.  Eckes 
Commissioner 

U.  S.  International  Trade  Commission 
Washington 

DON'T  EVEN  THINK  ABOUT 
PITCHING  THESE  RECORDS 

In  "Don't  be  in  a  hurry  to  toss  out  tax 
records"  (Personal  Business,  Nov.  28) 
you  suggest  that  individuals  can  gener- 
ally discard  records  after  six  years.  As  a 
pension  consultant,  I  frequently  find  it 
necessary  to  calculate  benefit  or  contri- 
bution limits  under  Section  415(e)  of  the 
Internal  Revenue  Code,  which  requires  a 
history  of  compensation  and  contribu- 
tions back  to  at  least  1974.  Anyone  who 
has  ever  owned  at  least  5%  of  an  enter- 
prise that  sponsored  a  retirement  plan 
should  never  discard  these  records. 

Roscoe  Haynes,  Actuary 

Altman,  Brown  &  Everett  Inc. 

Albany,  N.  Y. 

MAYBE  BROADWAY  ISN'T 

SO  SICK  AFTER  ALL 

"^Phis  year's  show  tune:  Broadway 
1  malady"  (Entertainment,  Nov.  28) 
states  that  the  odds  against  a  show  be- 
ing a  hit  are  10-1.  You  also  forecast 
barely  half  as  many  new  productions 
this  season  as  last. 

Broadway  productions  over  the  past 
20  years  have  been  financially  successful 
on  an  average  of  20%  to  25%  of  the  time. 
In  the  1986  and  1987  seasons,  for  exam- 
ple, there  were  a  total  of  12  successful 


plays  and  musicals  out  of  58,  or 
Some  of  those  shows  have  and  are 
tinuing  to  earn  a  considerable  retur 
their  original  investment. 

As  of  the  date  of  the  article,  11 
productions  have  opened  this  sei 
compared  with  13  at  the  same  point 
season.  With  the  recent  trend  towa 
greater  number  of  new  product 
opening  in  the  second  half  of  the  sea 
it  is  likely  that  this  season's  total  wi 
within  sight  of  the  32  new  product 
that  opened  last  season. 

George  A.  Wat 

Director  of  Rese 

League  of  American  Thea 

&  Producers 

New  ^ 

WHY  THE  UNDERCLASS' 

IS  GR0WIH0  SO  FAST 

The  "shameful  growth  of  the  U.  S. 
derclass,  which  has  risen  to  as  m 
as  3  million"  should  be  examined  n 
carefully  ("There's  no  dodging  the 
sues    now,"    Editorials,    Nov.    21). 
mother  was  31  years  old  when  I 
born,  I  was  31  when  my  first  child 
born,  and  he  is  still  childless  at 
contrast,  a  large  number  of  that  un 
class  starts  having  children  as  youn£ 
12;  are  grandmothers  at  30;  great-gn 
mothers  at  45;  great-great-grandmotl 
at  60.  In  other  words,  five  or  six  gen 
tions  of  underclass  are  often  born,  c 
pared  with  two  or  three  generations 
others.  Would  we  dare  suggest  that 
irresponsibility   of  some  >people 
caused  that  "shameful  growth"? 

The  nonproducers  will  eventually  < 
number  the  producers,  and  we'll 
faced  with  the  same  problem  as  So 
Security,  where  in  the  next  centun 
will  take  two  workers  to  support  e 
retiree  as  opposed  to  the  1930s,  w 
there  were  13  workers  for  each  retir 

I  don't  know  the  solution,  but  it 
tainly  does  not  lie  in  subsidizing  the 
derclass  to  produce  more  underclass. 
Eleanor  L.  Hernt 
Ti 

MORE  RATINGS 

OF  THE  B-SCHOOL  SURVEY 

Your  observation  that  American  bi 
ness  and  business  schools  are 
internationally  oriented  was  well  ill 
trated  by  your  editorial  comment  i. 
there  are  no  B-schools  in  Japan  ( 
schools  are  failing  the  U.  S.,"  Editori; 
Nov.  28).  You  might  like  to  know  t' 
we  are  a  group  of  European  and  Am* 
can  students  participating  in  the  Inter 
tional  Exchange  Program  at  Keio  Li 
versity  Business  School  in  Japan. 
American   B-school   applicants   wii 
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WeTodtAGreat  Idea, 


- 

11  Samsonite's  Ultravalet' 
n  Garment  Bag  is  like  a  cbset 

I  and  chest  of  drawers  in  one. 
And  you  can  carry  it  on  a 

II  plane  and  live  right  out  of  it 
,    in  a  hotel  room. 

ii  With  12  inside  pockets,  the 
I  Itravalet  has  a  place  for  - 
anything  and  keeps  every- 

1    thing  in  its  place. 


Another  nice  thing  about  the 
pockets  is  the  mesh  material 
that  lets  you  see  everything 
you ')  v  packed.  You  can  also  get 
into  major  pockets  from  the 
inside  or  outside. 


There's  even  a  special  pocket 
for  ties  that  helps  keep  them 
wrinkle-free. 


I  'nlike  most  other  bags,  the 
Ultravalet  opens  like  a  book  so 
you  don't  hair  to  keep  flipping 
the  bag  over  to  pack  or  unpack. 


Thanks  to  a  lot  of  organized 
thinking,  the  I  Ttravalet  is  the 
easu  st  bag  to p<uk  and  unpack 
that  we've  ever  made. 


•  the  Ultravalet  at  a 
luggage  stoic  soon.  And  you  '11 

why  it's  an  idea  thats 
really  taking  off . 


( )ur  Strengths  Are  Legendary 


With  its  special  hooks,  you  can 
hang  the  open  bag  in  a  cbset 
or  on  a  door  and  live  right 
out  of  it. 


You  11  also  appreciate  our 
unique  telescoping  bar*  that 
pidb  out  to  let  you  remove  suits 
and  dresses  without  disturbing 
the  ones  hanging  in  front. 


Our  large,  reinforced  shoe 
pockets  hold  a  lot  more  than 
shoes. 


The  bag  holds  all  kinds  of 
hangers  so  you  can  pack  any- 
thing right  from  the  closet. 


The  Ultravalet  folds  over 
backwards,*  instead  of  forwards 
like  other  bags,  to  help  keep 
lapels,  sleeves  andpockt  ts 
looking  great. 


There's  also  a  removable  wet 
pack  that  keeps  wet  or  sailed 
items  separate  from  dry  ones. 


Last  but  not  least,  our  extended 
length  panel*  Iwlps  keep  longer 
garrm  ttts  fin  mi  wrinkling  at 

the  bottom. 


•Patent  Peni 


I  Lor 


Mtionalvaluesgstie 

popular  Oldsmobile®  on  the  road,  molding  have  changed.  All  for  a  st  ?> 

As  you  can  see,  this  year's  designed  never  to  go  out  of  style,  m 
It's  often  said  the  more  things     changes  begin  at  the  end.  That's  But  rest  assured,  Cutlass  Cie:  ^ 

change,  the  more  they  remain  the    where  you'll  find  a  new  sculpted  long  tradition  of  readability  and    fc 

same.  Which,  as  it  happens,  may       rear  shape  that's  full  of  curves,  not  affordability  remains  unchanged.  | 

be  the  very  reason  the  new  Cutlass  corners.There's  an  elegant  new  roof-  Front- wheel  drive,  rack-and-pink 

Ciera*  figures  to  remain  the  most     line,  as  well.  Even  the  grille  and  steering,optional  V6  engine,  roorl 


^ebeautMeveryyear. 


six,  and  an  impressive  list  of 
ndard  features  attest  to  that. 

And  remember,  behind  it  all  is 
Vis  new  3-year/50,000  mile 
mper- to-  Bumper  Plus  warranty. 
e  your  dealer  for  terms  of  this 
lited  warranty. 


AD  of  which,  we  think,  proves 
the  obvious.  If  you're  looking  for  a 
beautiful  sight,  the  telescope  in  this 
picture  is  definitely  pointed  in  the 
wrong  direction. 

For  more  information,  write: 
Oldsmobile  Cutlass  Ciera  Catalog, 


P.O.Box  14238,  Lansing,  MI  48901. 
Better  yet,  visit  your  Oldsmobile 
dealer  for  a  test  drive. 


1 


The  New  Generation  of 

OLDSMOBILE 


Where  the  emphasis 


is  on  initiative 


Sum itomO/S  response  is  always  dqcisiveX 
As  a  major  world  bank,  we  stay  atop  local  an. 
international  developments  through  a  sophisticated  global  network. 
Rapid  access  tp  the  complete  picture  combines  with  proven 

.     / international  banking  expertise- toassure  mocs^ 

■/  /opportune  planning  and  response. 

Resourceful  innovations  in  Sumitomo's  service  furtheK 
facilitate  the*  carrying  of  plaps  through  to  successful  completii 
^Sumitomo's  capabilities  make  things  happen. 


«0>  SUMITOMO  BANK 

3-2,  Marunouchi  1-chome,  Chiyoda-ku,  Tokyo  100,  Japan 

Consolidated  Data  for  The  Sumitomo  Bank,  Limited  and  Subsidiaries  For  the  fiscal  year  1988 

(millions):  Net  Income... V 141, 571  $1,129/Cash  Dividends. .  ¥17,551  $140/Net  Interest  Income... 
¥393.368  $3,138/Net  Operating  Income.  ¥195,701  $1,561 /Income  before  Income  Taxes  and  Securities 
Gains.    ¥189,768  $1,514/Net  Securities  Gains.  ..¥109,797  $876/lncome  before  Income  Taxes ...  ¥299,565 
$2,390  Per  common  share  1988:  Net  Income     ¥60.42  $0.48/lncome  before  Income  Taxes  and  Securities 
Gains.    ¥80.99  $0.65/Stockholders'  Equity  at  Year-End . . .  ¥439.77  $3.51  At  fiscal  year-end  1988  (billions): 
Total  Assets. ..¥45,077  $360/Deposits . . .  ¥33,258  $265/Loans  and  Bills  Discounted.    ¥23,235  $185/ 
Securities ...  ¥4,1 99  $33/Stockholders'  Equity . . .  ¥1 ,035  $8/Stockholders  of  Record  . .  28,774/Employees 
(Parent  Bank)..  16,51 6/Stock  Price  (Tokyo  Stock  Exchange,  in  yen)... ¥3,780 

International  Network  'New  York  »San  Francisco  'Los  Angeles  'Chicago  'Seattle  'Houston  'Atlanta 
•Honolulu  'Panama  'Cayman  'Mexico  City  'Toronto  'Sao  Paulo  'Rio  de  Janeiro  'Buenos  Aires  'Caracas 
•  London  'Birmingham  •Dusseldorf  •Frankfurt  'Brussels  'Madrid  'Barcelona  'Lisbon  'Milan  'Vienna 
•Paris  'Zurich  'Zug  'Lugano  'Stockholm  'Tehran  'Cairo  'Bahrain  'Hong  Kong  'Kowloon  (H.K.) 
•Western  (H.K.)  'Singapore  'Seoul  'Jakarta  'Bangkok  'Beijing  'Guangzhou  'Shanghai  'Dalian 
•Shenzhen  »Kuala  Lumpur  "Sydney  'Melbourne 
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wish  to  broaden  their  international 

spective  would  be  well  advised  to  at 

a  foreign  business  school  or  particij 

in  one  of  the  many  exchange  progn 

offered  at  American  business  schools 

L.  Blansett,  B.  Fox,  C.  Mac* 

Wharton  Scl 

D.  Chowdhury,  M.  O'Callagt 

London  Business  Scl 

H.  Calvert,  J.  Le  P 

Institut  Superieur  des  Affa 

K.  Heiderich,  J. 

University  of  Hawaii  Business  Scr 

J.  Tay 

Western  Ontario  Business  Scl 

N.  Ericson,  S.  W 

Stockholm  School  of  Econon 

The  20  best  business  schools  out 
100,    definitely.   Twenty   out   of 
maybe.  But  20  out  of  23?  Who  are' 
kidding?  The  20  top  business  schools 
the  top  20  because  BUSINESS  WEEK  de 
ed   that  they   were.   After  all,   the 
schools  BUSINESS  week  chose  to  inch 
in  its  survey  had  an  87%  chance  of  m 
ing  the  top  20! 

Kelly  L.  Burg* 
Bernard  J.  Bunyak 
Pennsylvania  State  Univers 
University  Park,  ] 

IS  THE  ABORTION  PILL 
'MORALLY  SCANDALOUS'? 


Your  article  "Abortion:  A  vocal 
nority  has  drugmakers  runnn 
scared"  (Top  of  the  News,  Nov.  14)  sa 
abortion  foes  "have  put  a  whole  class 
valuable  drugs  in  question  and  stifl 
contraceptive  research."  Has  the  deft 
tion  of  contraceptive  been  change' 
These  drugs  do  not  prevent  conceptio 
they  are  a  means  of  expelling  growii 
human  fetuses  from  the  womb. 

In  a  world  where  millions  have  lo 
their  lives  to  abortion — with  no  imme< 
ate  hope  of  stemming  the  tide  in  sight 
it  seems  fatally  convoluted  to  call  the 
drugs  a  "godsend"  or  to  suggest  the 
banning  is  "morally  scandalous." 

Jim  Gre 
Nashua,  N.  I 

CORRECTION 


The  table  that  accompanied  "Drug 
What's  in  a  name  brand?  Less  ar 
less"  (Industries,  Dec.  5)  said  Synta 
Corp.'s  patent  on  Naprosyn  expires  : 
1992.  Syntex'  exclusive  U.  S.  marketin 
rights  don't  expire  until  December,  199. 


Letters  to  the  Editor  should  be  sent  to  Reade 
Report,  Business  Week,  1221  Avenue  of  the  Ame 
cas,  New  York,  NY.  10020.  Fax:  (212)  512-687 
Telex:  12-7960,  Intl.  4998204.  All  letters  must  ii 
elude  an  address  and  daytime  and  evening  tel 
phone  numbers.  We  reserve  the  right  to  edit  lettei 
for  clarity  and  space. 


Profit  from  an  expanded  data  network... 


• 


* 


t 


sr 


without  all  the  expense. 


Talk  to  Sears  Communications  Company! 


Rapid,  reliable  communi- 
cations can  translate  into 
increased  revenues,  wider 
margins  and  greater  profits. 
The  benefits  of  expanding 
your  network  seem  so 
obvious.  What's  holding 
you  back? 

The  answer  we  often  hear 
is  "it's  too  expensive."  That's 
why  many  companies  are 
going  with  the  cost-effective 


alternative:  Sears  Communi- 
cations Company. 

Our  communications 
network  has  been  saving  our 
clients'  money  for  over  a 
decade.  We've  already 
addressed  most  of  the  SNA 
issues  you'd  face  and  elimi- 
nated the  hidden  costs.  So 
when  we  say  you'll  have  a 
site  installed,  you'll  have  it. 
On  time.  On  budget. 


Call  your  Sears  Communi- 
cations Company  Account 
Executive.  You'll  quickly 
discover  the  cost  advan- 
tages and  profit  potential  of 
the  Sears  Communications 
Network?"  (312)  577-7766. 
Outside  Illinois: 
(800)255-3443. 


Sears 


communications 
company 


. 


npjny  Ann  Mr  Ldfry  lellen. 
[his  II  6000S  '»UO\  SM    Sctvkc  mjrk  o(  Vary  Roebuck  an, : 


Why  build  a  printhead  that 
can  punch  through  aluminum, 
when  all  you  need  is  a  clear 
impression  on  a  5-part  form? 

The  answer  is  uncompromising  quality. 

We  built  our  new  300  Series  9-pin  and  24-pin  printers 
tougher  and  more  reliable  than  they  have  to  be. 
With  printhead  pins  of  cemented  carbides,  one  of 
the  hardest  metals  known,  they're  tough  enough  to 
make  a  crisp  impression  on  a  sheet  of  aluminum.  So 
you  can  imagine  how  sharp  they'll  look  driving  clear 
to  the  bottom  of  a  5-part  form. 


Even  after  printing  on  aluminum, 
we  look  this  good  on  paper. 


Our  engineers  call  this  "championship  specs."  More 
than  3  million  loyal  users  call  it  rugged  reliability. 
And  it  shows  in  the  quality  and  performance  of 
every  printer  and  modem  we  make. 

Call  1-800-OKIDATA  for  the  dealer  nearest  you. 


1 


i:i  HIT  IR'S   PC  Magazine  presented  our  Microline  320/321 
'-  1 1(  'It  E     with  their  renowned  "Editor's  Choice"  award. 


Demonstration  above  made  using  a  24  pin  MICROLINE  391 
printer  without  ribbon  on  a  sheet  of  .005  inch  gauge  aluminum. 
Actual,  unretouched  photograph. 

OKIDATA  is  a  registered  trademark  of  Oki  America,  Inc. 
Marque  de'pose'c  de  Oki  America,  Inc. 


PC  Magazine  is  a  trademark  of  7-iff  Communications  Company. 
MS  8500  6/88 


OKIDATA 

^k  an  OKI  AMERICA  company 

We  put  business  on  paper. 


(BUNG  THE  FUTURE:  HOW  XEROX  INVENTED, 
N  IGNORED,  THE  FIRST  PERSONAL  COMPUTER 

Joufl  'ier 

Bm Mori  iw  •        f.p •  $18.95 


HE  REVOLUTION  XEROX  NEVER 
OT  AROUND  TO  LAUNCHING 


n   October,   when 

Snve    Jobs     un- 
veiled    his     Next 

nputer   after   three 

irs  nf  secret  devel- 

•nent,      he      made 

idlines    around   the 

rid.    His    computer 
crammed  full  of 

jarent    innovations, 

uding    a    method 

it    someday    may 

ke  it  easy  for  an  of- 
worker    to    play 

igrammer   by    ar- 

lging  on  a  comput- 

screen  objects  that 
present   prefabrieat- 

computer  code. 
Perhaps  several 
iustry  veterans 
jught  back  to  their 
st  look  at  such  fea- 
res.  It  wasn't  on  the 
34  Macintosh  or  on 
2  earlier  Lisa,  creat- 

when  Jobs  ran  Ap- 
i,  although  Next's 
mputer  owes  much 

both.  It  was  in  1973, 
laen  copier  giant  Xe- 
x  completed  an  ex- 
•rimental   computer 

lied  Alto.  Three 
•ars  earlier  Xerox  had  set  up  PARC,  the 
lalo  Alto  Research  Center,  and  hired  an 
lite  group  of  scientists  to  conduct  basic 
(Search  in  physics,  digital  technologies, 
id  computer  science.  President  Peter 
cColough,  the  salesman  who  had 
orked  side  by  side  with  Chairman  Joe 
'ilson  to  make  Xerox  a  $1.7  billion  gi- 
lt, hoped  they  would  provide  the  key  to 
ie  future.  Xerox  held  a  virtual  monopo- 

in  copiers,  but  McColough  realized  it 
ad  to  branch  out  into  computers. 

Fumbling  the  Future  tells  how 
IcColough's  plans  went  awry.  Accord- 
i£  to  historian  Douglas  K.  Smith  and 
■nagement  consultant  Robert  C.  Alex- 
nder,  political  infighting,  bureaucratic 
iertia.  and  an  increasing  aversion  to 
isk  kept  Xerox  from  capitalizing  on  the 
incepts  incubated  at  PARC.  This  well- 
Bitten  accounl  strikes  a  nice  balance: 

'he    authors    interweave    lurid    descrip- 

ioiis  of  technology  with  insiders'  anec 

Djtes    abOUl    the    people    involved.    How 


THE  TECHNOLOGY  IS  FINALLY  SHOWING  UP,  16  YEARS  LATER 


Xerox  failed  to  exploit  PARC  technology 
emerges  as  a  lesson  for  all  managers. 

The  outcome  is  well  known:  Aside 
from  a  still-lucrative  business  in  large- 
scale  electronic  printing  systems,  Xerox 
had  almost  no  commercial  success  with 
ideas  spawned  at  PARC.  The  chief  benefi- 
ciary was  Apple,  which  recruited  disen- 
chanted PARC  researchers  to  create  the 
Macintosh.  Another  bloc  of  PARC  talent 
migrated  to  Digital  Equipment. 

To  refresh  the  story  of  PARC's  decline, 
the  publisher  has  attached  a  rather  mis- 
leading subtitle:  How  Xerox  Invented, 
Then  Ignored,  the  First  Personal  Com- 
puter. Alto  may  have  been  a  personal 
computer,  in  the  sense  that  it  was  to  be 
used  by  one  person,  not  shared.  But  it 
had  little  in  common  with  the  Apple  lis, 
Osbornes,  and  IBM  PCs  that  launched  the 
personal-computer  revolution  a  decade 
later.  Low-cost  microprocessor  chips  and 
other  commodity  parts  made  those  ma- 
chines far  cheaper  than  the  Alto,  and  the 


AVOID 
BUILDING 
MISTAKES 

Plan  your  next  business 
facility  with  confidence. 


VP  Buildings  offers  this  valuable 
guide  to  construction,  plus  a 
special  planning  worksheet  free 
to  building  decision  makers.  To 
maximize  your  project's  potential 
and  to  avoid  costly  mistakes  in 
facility  planning  and  construc- 
tion, write  or  call  for  yours  today 
1-800-238-3246. 


\P 


VARCO-PRUDEN 
BUILDINGS 

AMCA 
INTERNATIONAL 


Built  on  Superior  Service 


FREE!  "BUILDING  CONCEPTS" 

and  the  Planning  Worksheet 

Mail  to:  Building  Concepts  Response  Center 

5100  Poplar/ Suite  1400 

Memphis.  TN  38117-9883 

NAME: 


TITLE 


COMPANY 


ADDRESS 


CITY 


COUNTY 


STATE 


ZIP 


PHONE  ! L 


9.  19-    15 


Parker  puts  the  work 


When  motion, 
flow,  and 
pressure 
must  be 
controlled 
anywhere 
the  world, 
Parker  is 
there.  The 
world 
turns  to 
Parker 
because 
of  our 
leadership 
in  applying 
world-class 
technology  to 
increase  the 
quality  and 
reduce  the  cost 

of  motion- control  components 
and  systems. 

The  theater 
that  flies 

Step  into  the  "Tour  of  the  Universe"  in 
Toronto,  Canada,  and  enter  a  revolutionary 
new  concept  pioneered  by  Interactive 
Entertainment.  Surrounded  by  extraordinary 
film  and  sound  effects  representing  a  space 
shuttle  blast-off  and  flight,  you 
simultaneously  feel  every  movement  of  the 
flight  —  every  acceleration,  turn,  jolt,  and 
twist. 


The  same  Parker  techno  ^ 
employed  on  advanced  f 
simulators  is  now  part  o 
new  world  of  entertainm  jl$ 
excitement. 


This  unique  theater  has  been  mounted  on  ; 
genuine  flight  simulator,  capable  of  all  six 
degrees  of  motion  freedom.  With  constant 
and  precise  control  from  Parker 
hydraulics,  pneumatics,  and 
electromechanical  components, 
each  passenger  can  truly  "experience" 
space  flight  with  a  spine-tingling  sense  of 
reality  never  before  possible. 


ids.' 
Er  for  it 


B2C 


V, 


H  motion 


rd  trucks  use 
rker  quality 
mponents 


ether  they're  manufactured  in  Kentucky 
izil,  Ford  trucks  are  setting  the  standard  for 
y  and  reliability. 

;  reason  for  this  is  a  new  combination  fuel- 
water-  separator.  Designed  and  manufactured) 
rker's  Racor  and  Brazil  Filter  divisions, 
filter  units  help  eliminate  fuel 
mination  and  protect  expensive 
•  i  investments. 

ound  the  world 
a  day  and  a  half 

gently  a  Gulfstream  IV  business  jet  cut 
nutes  off  the  around-the-world  speed 
d,  completing  the  airborne 
nnavigation  in  only  36  hours,  8  minutes, 
;onds.  This  exceptional  aircraft  relies  on 
er  for  its  performance,  since  14  different 
2r  products  are  used  over  30  times 

^ighout  the  plane.  Parker  Bertea 

,'  space  supplies  the  primary  flight 

s-ols,  utility  hydraulic  actuators,  fuel 
m  valves,  fuel  injection  nozzles,  fuel 
tity  measuring  systems  and  central  aural 
ing  computers. 

ily  is  Parker  on  the  record-setting  Gulfstream  IV,  our 

:ts  are  on  virtually  every  military,  commercial,  and  general 

n  aircraft,  and  space  vehicle. 


At  Parker,  we  stay  close  to  our 
customers  all  over  the  world. 
One  example:  Our  plants  in 
Brazil,  serving  the  new 
Ford  Truck  Plant. 


World-class 

financial 

performance 

As  a  $2.25  billion  worldwide  company, 
Parker  is  in  a  class  by  itself:  the  largest 
company  in  the  motion-control  industry  with 
excellent  growth  potential.  This  favorable 
position  has  been  reflected  in  recent  financial 
figures.  In  fiscal  1988,  Parker  set  new  records 
for  sales,  net  income,  earnings  per  share  and 
backlog.  Shareholders  have  benefitted  from 
32  consecutive  years  of  dividend  increases  and 
154  consecutive  quarterly  dividends. 

To  receive  our  Annual  Report,  write 
Parker  Hannifin  Corporation 
Dept.  BW-8,  17325  Euclid  Avenue 
Cleveland,  Ohio  44112-1290    (PH-NYSE) 


r  motion  and  control 


Parker 


creation  of  hundreds  of  software  pack- 
ages by  independent  developers  made 
them  far  more  versatile. 

When  Xerox  finally  turned  Alto  into  a 
commercial  product  called  Star  in  1981, 
off-the-shelf  chips  still  couldn't  handle 
its  advanced  software.  Even  with  cus- 
tom chips,  it  was  painfully  slow.  And  at 
$16,595,  it  was  so  costly  that  it  was 
billed  as  a  "management  workstation." 
But  with  little  software  and  even  less 
understanding  within  Xerox  of  how  to 
market  such  a  product,  Star  languished. 

The  irony  is  that  what  Alto  anticipated 
as  a  research  project  is  now  becoming 
reality — thanks  mainly  to  advances  in 
chips.  Not  only  the  Next  machine  and 
Macintoshes  but  also  engineering  work- 
stations and  the  most  powerful  IBM  PCs 
resemble  Alto.  Their  crisp  graphics 
screens,  "user-friendly"  interfaces,  win- 
dows, mouse  pointers,  high-speed  net- 
works, and  laser  printers  can  all  be 
traced  to  PARC's  research.  In  the  1990s 
such  machines  will  dominate  computing. 

Using  interviews  and  internal  memos, 
the  authors  show  how  McColough  was 
diverted  from  his  vision  of  developing 
"an  architecture  of  information"  when 
antitrust  suits  and  then  Japanese  rivals 
began  challenging  Xerox'  copier  monop- 


oly. Caught  off  guard  and  stuck  with 
aging  copier  technology,  Xerox  saw  its 
market  share  drop  from  95%  in  1972  to 
65%  in  1977.  Xerox  finally  regained  its 
technological  lead  in  the  1980s,  but  by 
then  it  had  shifted  the  focus  of  diversifi- 
cation to  financial  services. 

In  the  midst  of  the  crisis,  however,  the 
company  that  once  bet  its  future  on 
Chester  Carlson's  "electrophotographic" 
invention  became  afraid  to  take  chances. 
PARC  executives  were  often  naive  about 
market  realities,  but  even  their  most  via- 
ble ideas  couldn't  get  by  a  headquarters 
staff  that  insisted  on  a  constricting  prod- 
uct-development system  imposed  by  the 
finance  department.  And  there  was  little 
cooperation  among  divisions.  In  the  mid- 
1970s  the  Dallas-based  Office  Products 
Div.  rejected  PARC's  advice  that  it  make 
its  word  processing  machines  program- 
mable. Soon  after,  programmable  ma- 
chines such  as  those  built  by  Wang 
drove  Xerox  from  the  market.  In  1977, 
after  years  of  lobbying  by  PARC  and  af- 
ter IBM  had  beaten  Xerox  to  market, 
headquarters  0.  K.'d  a  plan  to  convert 
copiers  to  laser  printers,  which  produce 
superior  images  at  great  speed.  Last 
year  laser  printers  were  a  billion-dollar 
business   for   Xerox.    But   long   before 


that,  the  best  brains  had  left  P| 
What  went  wrong?  Top  manager 
failed  to  lead,  the  authors  write:  "F| 
McColough  . . .  pointed  toward  a  cc 
rate  transformation  that  both  myst 
and  threatened  his  organization.  X\ 
employees  had,  at  most,  a  vague  nc 
about  the  need  for . . .  an  'architectur 
information.'  And  at  worst,  they  I 
lieved  McColough's  goal  unnecesd 
and  irrelevant."  And  PARC  scienj 
were  guilty  of  politicking  and  arroga| 

In   the   end,   the   authors   say 
about  how  Xerox  got  in  its  own 
than    about   why    it   and    others- 
those    known    for    technical    brd 
throughs — find  it  hard  to  remain  inn] 
tive.  But  there  is  a  lesson  to  be  gleai 
Technology  isn't  a  fungible  commol 
that  can  be  purchased  and  then  dr^ 
down  as  necessary.  Managers  must 
ture  technical  experts,  include  ther 
decision-making,  and  balance  what 
say  is  possible  with  what  is  practica* 
Xerox  had  spent  14  years  perfecting 
computer  design — the  way  it  kept  a\ 
xerography — the   Alto   might  be 
than  a  footnote  to  computer  history.l 
BY  GEOFF  LEI 
Associate  Editor  Lewis  has  covered  c\ 
puters  and  office  automation  for  11  ye\ 


"7  always  feel  more  comfortable  with 
some  gold  investments  in  my 
portfolio.  That's  why  I'm  with 
Scudder  Gold  Fund." 

Investors  have  historically  turned  to  gold  investments  to  diversify*  an  existing  portfolio. 
Gold  investments  can  potentially  reduce  the  long-term  volatility  of  a  portfolio  because 

gold  tends  to  perform  differently  than  other  securities.  Call  1-800-225-2470 
ext.  6790  today  for  a  free  Scudder  Gold  Fund  information  kit  explaining  the 

opportunities,  risks  and  rewards  of  this  pure  no-load™  Fund.* 

Scudder  Gold  Fund        1^00-225-2470 


LJ   Yes!  Please  rush  me  a  free  information  kit  today. 
Ll   I  am  interested  in  this  Fund  for  my  IRA. 

SCUDDER 


ext 


6790 


Name 


Address 


Apt 


City  State        Zip 

175  Federal  Street,  Dept.  679,  Boston,  MA  02110 


'This  Fund  is  a  nondiversified  open-end  investment  company.  Contact  Scudder  Fund  Distributors,  Inc.,  Underwriter,  for  a  prospectus 
containing  more  complete  information  including  management  fees  and  expenses.  Read  it  carefully  before  you  invest  or  send  money. 
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Saying  you've  got  the  best  choice  in  a  copier  is  one  thing. 

Having  someone  say  it  for  you  Is  quite  another. 

Recently,  the  Minolta  490Z  was  declared  "the  strongest 
contender"  by  BL1,  a  leading  independent  testing  lab. 

Mavbe  they  werc  impressed  by  the  extraordinary  Simul- 
ator'" process.  (The  490Z  delivers  two-color  copies  in  a  single 
step,  taster  than  any  two-color  copier  in  the  world. )  Or  the  50 
to  200%  zoom  ratio.  Or  its  simple  duplexing. 

Slmul  i  J.-  .*  imkmtikd  Minohat  orpemko    I  IMSMiookaCafpentiM 


Whatever  it  was,  we're  happy  to  have  been  judged  "the 
strongest  contender"  in  our  class. 

But  we'd  be  much  happier  it' you  called  1-800-USA-D1AL. 
Ext.  777  for  the  Minolta  dealer  nearest  you. 

Where  you  can  judge  for  yourself. 

COLOR  COPIERS 

ONLY  FROM  THE  MIND  OF  MINOLTA  MINOLTA 


(c)  Digital  Equipment  Corporation  1988.  The  Digital  logo  &  a  trademark  of  Digital  Equipment  Corporatior 
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"Digital  helps 
RussBerriebe 
first  in  impulse 
gifts  by  getting 
to  market  faster 
with  what  our 
customers  want!' 


Russell  Bern 
Founder  and  Chairman 
iuss  Berrie  and  ( Company,  Inc. 


"Wc  sell  over  $280  inillion  aniiu 

ally  in  teddy  bears,  ceramu  mugs, and 
othei  impulse  gifts  to  ^ift  shops  and 
retail  stores  in  airports,  hotels  and 
hospitals. 

"Customer  service  is  everything. 
Wc  have  to  get  in  fast  with  the  right 
items  in  order  to  stay  ahead.  And  wc 
beat  our  competition  by  gathering 
and  summarizing  tremendous 
amounts  of  data  and  acting  on  it 
quicldy. 

"Digital's  single  operating  system 
approach  is  key  to  our  growth.  There's 
no  other  way  we  could  have  created  a 
distributed  system  that  links  head- 
quarters with  sales  and  distribution 
centers  nationwide  and  globally.  It 
gives  us  a  local  presence,  nationwide, 
letting  us  respond  instantly  to  cus- 
tomer needs. 

"On  a  par  with  its  VAX  systems, 
Digital's  service  has  been  excellent... 
fast,  dependable,  and  worldwide. 
Digital  is  the  perfect  complement  to 
our  corporate  culture,  dynamic  and 
fast-moving.  Because  Digital  has  it 
now,  we've  had  no  limitations  to  our 
growth." 

The  rewards  of  working  together. 

Digital's  single  operating  system 
approach  ensures  that  all  Digital  com- 
puters work  together,  with  total  soft- 
ware interchangeability. 

Today,  with  the  best  architecture, 
Digital  gives  you  an  elegandy  simple 
way  for  your  people  to  work  together 
more  productively,  more  creatively, 
more  efficiently,  more  competitively. 

To  learn  more,  write  to  Digital 
Equipment  Corporation,  200  Baker 
Avenue,  Concord,  MA  01742-2190. 
Or  call  your  local  Digital  sales  office. 

A  wav  to  work  together  like 
never  before.  Digital 

has 

it 

now. 


conomic  Viewpoint 


TAX  INCREASE— 

THE  MYTH 

THAT  WON'T  DIE 

BY  PAUL  CRAIG  ROBERTS 


Yes,  Virginia,  it  does  make  a 

difference  whether  the  deficit 

is  reduced  by  hiking  taxes 

or  by  cutting  spending — 

so  pay  no  heed  to  those 

Keynesian  models 

being  trumpeted  again 


PAUL  CRAIG  ROBERTS  HOLDS  THE 

WILLIAM  E.  SIMON  CHAIR  OF  POLITICAL  ECONOMY 

AT  THE  CENTER  FOR  STRATEGIC 

&  INTERNATIONAL  STUDIES  IN  WASHINGTON 


Washington  insiders  in  their  ob- 
sessive pursuit  of  higher  tax- 
es have  rolled  out  long-dis- 
credited economic  models  to  prove  that 
higher  taxes  won't  hurt  the  economy. 
They  .are,  in  effect,  arguing  that  those 
extra  taxes  might  hurt  your  pocketbook, 
wreck  your  family  budget,  deny  you 
that  new  car  or  a  private  education  for 
your  children,  but  extra  taxes  will  not 
hurt  the  economy,  which  is  independent 
of  you  and  me. 

In  recent  hearings  before  the  National 
Economic  Commission,  government  bu- 
reaucrats and  economic  consultants, 
whose  economic  models  will  produce  any 
result  the  buyer  wants,  claimed  that  it 
does  not  matter  whether  the  budget  is 
balanced  by  higher  taxes  or  by  slower 
growth  in  government  spending. 

To  understand  how  this  conclusion 
could  be  drawn,  you  have  to  know  how 
the  models  work.  Basically  they  are  sim- 
ple— some  would  say  simpleminded.  Fis- 
cal policy  or  the  budget  determines  total 
demand,  and  spending  by  government 
and  consumers  drives  the  economy.  In- 
vestment is  determined  by  consumer 
spending  and  interest  rates,  with  the 
most  favorable  combination  being  high 
spending  and  low  interest  rates. 

From  the  viewpoint  of  the  models,  cut- 
ting the  deficit  is  a  problem  because  it 
reduces  spending  and  slows  the  econo- 
my. Either  the  people  spend  less  by  pay- 
ing higher  taxes  or  the  government 
spends  less  by  cutting  back  its  budget. 
In  either  case,  demand  falls  (not  abso- 
lutely but  in  relation  to  a  trend),  and  the 
economy  slows. 

NEVER-NEVER  LAND.  To  offset  this  slow- 
down from  a  "tighter  fiscal  policy,"  the 
models  rely  on  monetary  policy:  When 
spending  is  reduced,  interest  rates  fall. 
According  to  the  reasoning,  a  tighter  fis- 
cal policy  allows  the  Federal  Reserve 
Board  to  ease  and  provide  a  monetary 
policy  that  is  more  expansionary.  Alter- 
natively, the  lower  deficit  means  less 
government  borrowing  and  lower  inter- 
est rates,  which  add  fuel  to  offset  the 
cut  in  spending. 

This  is  the  outline  of  the  consumption- 
driven  Keynesian  model  that  dominated 
postwar  policymaking  until  the  supply- 
side  revolution  in  1981. 

The  model  assumes  that  investment 
and  saving  aren't  much  affected  by  tax- 
es. In  the  model's  never-never  land,  tax- 
es really  affect  only  the  level  of  spend- 
ing and  whether  spending  is  public  or 
private.  Since  the  model  assumes  that 
taxes  mainly  affect  consumption,  an  in- 
crease in  taxes  is  no  different  in  its  eco- 
nomic effects  from  a  cut  in  government 
spending.  In  both  cases,  demand  goes 
down,  and  this  analysis  is  the  basis  of 
the  claim  that  it  makes  no  difference 


whether  the  deficit  is  reduced  by  ra 
taxes  or  cutting  spending. 

Notice  what  is  left  out.  Taxes 
affect   investment — not   even   taxe 
business.  Some  economists,  such  as 
vard    University's    Benjamin   M.    F] 
man,  go  so  far  as  to  claim  that  cal 
gains  taxes  don't  even  affect  ve 
capital. 

The  model  doesn't  allow  taxes  t 
feet  saving  behavior,  either.  It  ass 
that  if  your  taxes  go  up,  you  pay  t! 
by  reducing  your  consumption  and 
your  savings.  But  what  if  people  p 
tax  increase  out  of  their  savings?  In 
case,    private   savings   would   drop 
about  the  amount  the  deficit  is  redul 
preventing  any  improvement  in  the  o| 
all  economy.  In  contrast,  a  cut  in  gov 
ment  spending  would  increase  total 
ings  by  the  amount  of  the  budget  ci 
U.  S.  Treasury  study  by  Michael  R. 
by,  a  University  of  California  at  Los 
geles  economist  who  is  serving  as  A; 
tant  Treasury  Secretary,  shows  that 
would  indeed  be  the  result. 

The  taxes-don't-matter  model  assu 
that  people  do  not  respond  to  incenti 
Higher  taxes  leave  them  unaffectei 
every  way  except  a  little  short  of  mo 
But  since  spending  goes  on  an 
only  now  by  the  government,  taxes 
not  affect  the  economy.  Thus  the 
el's  conclusion  that  taxes  don't  matt 
GO-GO  taxes.  During  the  1970s  whe 
was  a  congressional  aide  making  a  c 
for  a  supply-side  policy,  the  same  mo 
predicted  that  cutting  taxes  would 
duce  investment.  Lower  taxes  wo 
mean  a  bigger  deficit  and  higher  inter 
rates,  and  investment  would  fall 
models  made  no  connection  whatsoe 
between  the  level  of  investment 
the  aftertax  rate  of  return  earned 
investment. 

One  of  the  models  currently  bei 
used  by  the  National  Economic  Com 
sion  as  proof  that  taxes  don't  mat 
was  used  back  in  1980  to  estimate 
effect  of  the  popular  "10-5-3"  deprei 
tion  plan  designed  to  increase  busin 
investment.  The  model  could  not  p< 
form  the  task,  because  it  contained 
links  between  investment  and  capac 
expansion.  In  the  model,  policies  t? 
caused  investment  to  rise  resulted  in 
proliferation  of  bottlenecks  rather  th 
an  expansion  of  capacity.  The  result 
making  investment  more  profitable  w 
to  send  the  economy  crashing  throu 
its  capacity  constraints,  unleashing  ra 
pant  inflation. 

Today  the  same  Keynesian  models  ai 
recommending  a  tight  fiscal  policy  (hig 
taxes)  and  a  loose  monetary  policy — tl 
same  prescription  that  produced  stagfl 
tion  in  the  1970s,  certainly  no  cure  f( 
the  deficit. 
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ECONOMIC  VIEWPQ 


IT  helps  make  our  world  secure. 


X    . 


1988  ITTCorp 


IT  is  ITT  DEFENSE,  a  major 
supplier  of  electronic  systems  and 
services  to  our  armed  forces  and 
friendly  governments  all  over  the 
world. 

It  is  ASPJ,  America's  most  sophis- 
ticated radar  jamming  system  for  use 
by  both  our  Navy  and  Air  Force  in  our 
most  advanced  combat  aircraft. 

It  is  SINCGARS,  the  world's  most 
advanced  voice  and  data  communi- 
cations system  for  our  Army  ground 
and  air  personnel . 

It  is  Night  Vision,  amazing 
electronic  goggles  that  literally  turn 
night  into  day  for  infantry  soldiers 
and  helicopter  pilots. 

It  is  the  operation,  maintenance 
and  logistical  support  for  DEW  Line 
.  and  BMEWS,  our  Air  Force  network 
"early  warning  radar  stations. 

It  is  much  more. 

ITT's  expertise  in  high  technology, 
plus  the  ability  to  get  things  done, 
helps  make  ITT  a  major  part  of  our 
world.  For  today  and  for  the  future. 
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BUILDING  BUSINESSES  INTO  LEADERS 
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Ford  Taurus  SHO. 

The  car  that  will  turn  your  ide« 


Exhilarating.  Innovative.  Exciting.  Not 
the  ordinary  way  to  describe  a  four-door 
sedan.  But  the  new  Ford  Taurus  SHO  is  far 
from  an  ordinary  sedan.  Taurus  SHO  is 
the  end  product  of  Ford's  quest  to  take  the 
American  sedan  beyond  its  traditional  role 
of  people  mover,  and  into  the  heady  realm  of 
the  world  class  sports  sedan.  The  end  result 
is  so  compelling  that  you  would  seek  out  its 

Buckle  up-together  we  can  save  lives. 


performance  even  if  you  didn't  need  the     conti 
convenience  of  four  doors.  f)a 

We  began  with  the  distinctive  Taurus  q 
design,  then  added  a  fuel-injected  24  valve  r 
V-6  engine  with  double  overhead  cams.  n 
The  result:  a  220  horsepower  work  of  art,  \ 
delivering  the  super  high  output  that 
gives  Taurus  SHO  its  name. 

But  power  is  nothing  without  the  abilit 


I  I 


fa  four -door  sedan  inside  out 


S  »t?i!LSfCiSeIy-  w  WG  g3Ve  TaUFUS  enjoyment  of  the  road.  Standard  features 

O  a  5-speed  manual  transmission  and  include  a  6-way  power  adjustable  dS 


agile  handling  on  demanding  roads, 
id  four-wheel  disc  brakes  for  stops 
•ngthe  way. 

That  same  precision  is  reflected  in  the 
erior  of  Taurus  SHO.  Designed  to  reduce 
(tractions.  Designed  to  increase  your 


The  new  limited  production  Ford  Taurus 
SHO.  Conceived  to  turn  your  preconceived 
notions  about  four-door  sedans  inside  out. 

Have  you  driven  a  Ford . . .  lately?  {Cj$0jS**}j 
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BY  GENE  KORETZ 


FEWER  COMPANIES 

HAVE  BAD  CASES 

OF  STRAINED  FINANCES 


Despite  chronic  fears  about  the  high 
level  of  corporate  debt  in  a  time  of 
rising  interest  rates,  at  least  two  indica- 
tors suggest  that  U.  S.  businesses  are 
experiencing  less  financial  stress  than 
earlier  in  the  expansion.  Dun  &  Brad- 
street  Corp.  reports  that  business  fail- 
ures in  1988  will  post  their  first  signifi- 
cant decline  in  at  least  10  years.  And 
TRW  Inc.'s  Information  Services  Div. 
reports  that  a  healthy  78.8%  of  the  ac- 
counts receivable  held  by  the  8,000-plus 
companies  it  surveys  were  on  a  current, 
nondelinquent  basis  in  the  third  quarter. 
One  reason  bankruptcies  were  on  a 
sharp  upswing  earlier  in  the  recovery 
was  a  surge  in  new  business  starts, 
which  have  a  high  mortality  rate.  Anoth- 


BUSINESS  FAILURES 
HAVE  BEEN  HEADING  DOWN 
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k.  THOUSANDS  OF  FAILURES 
•  ESTIMATE  BASED  ON  FIRST  NINE  MONTHS 

DATA:  DUN  &  BRADSTREET  CORP. 
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er  was  the  problems  plaguing  older  busi- 
nesses in  such  troubled  sectors  as  manu- 
facturing, agriculture,  and  energy. 

Now,  however,  both  trends  have  ap- 
parently reversed  course,  bringing  fail- 
ures through  the  third  quarter  of  1988 
some  6.3%  below  their  level  a  year  earli- 
er. With  failures  in  services  no  longer 
rising,  "the  shakeout  following  the  en- 
trepreneurial boom  that  occurred  earlier 
in  the  expansion  seems  to  be  subsiding," 
notes  D&B  economist  Joseph  W.  Duncan. 
More  important,  aside  from  a  modest 
rise  in  failures  in  wholesale  trade,  all 
sectors  have  been  posting  flat  or  falling 
failure  rates.  "We're  seeing  improve- 
ments in  the  nation's  weakest  regions," 
says  Duncan,  "while  those  areas  of  the 
country  that  have  been  strong  are  hold- 
ing their  own." 

TRW's  Business  Payments  Index  tells  a 


similar  story.  Last  year's  third  quarter 
was  the  fifth  consecutive  quarter  in 
which  at  least  78%  of  the  accounts  re- 
ceivable that  the  company  monitors 
were  on  a  current  basis — that  is,  were 
within  the  normal  30-day  grace  period. 
Those  are  the  highest  readings  recorded 
during  the  current  expansion. 


ARE  THE  ECONOMY'S 
REAL  PROBLEMS 
BEING  OVERLOOKED? 


The  message  from  economists  and  the 
financial  markets  these  days  is  that 
swift  action  to  reduce  the  federal  budget 
deficit  is  the  key  to  solving  America's 
basic  economic  problem:  a  propensity  to 
consume  more  than  it  produces  and  to 
save  and  invest  less  than  it  should.  Wall 
Street  economist  Peter  L.  Bernstein, 
however,  fears  that  such  action  may  not 
only  prove  to  be  inadequate  in  address- 
ing that  problem,  but  may  also  exacer- 
bate it  if  pressed  too  aggressively.  "His- 
torical trends,"  he  says,  "indicate  that 
we  are  mistaking  the  cause  of  the  ail- 
ments afflicting  the  economy  and  hence 
prescribing  the  wrong  cure." 

Take  the  view  that  Americans  current- 
ly exhibit  a  tendency  to  consume  and 
spend  excessively.  Bernstein  concedes 
this — if  one  looks  at  consumer  spending 
as  a  percent  of  disposable  personal  in- 
come. But  the  economist  notes  that  con- 
sumption has  actually  slowed  somewhat 
in  recent  decades.  While  real  consumer 
spending  grew  at  a  heady  3.8%  annual 
rate  in  the  1955-65  period,  for  example,  it 
has  expanded  at  a  3.5%  rate  since  the 
last  cyclical  peak  in  mid-1981  and  at  only 
a  3.3%  annual  pace  in  the  past  three 
years. 

The  real  squeeze  on  savings,  con- 
cludes Bernstein,  "has  not  resulted  from 
an  unprecedented  consumption  binge, 
but  from  sluggish  growth  of  income  it- 
self." Real  personal  disposable  income, 
which  grew  at  a  4%  annual  clip  in  the 
1955-65  period,  slowed  appreciably  there- 
after and  has  advanced  at  a  mere  2.5% 
annual  rate  since  the  middle  of  1985. 
"Consumers  haven't  saved  much  for  the 
future  in  recent  years,"  says  Bernstein, 
"because  the  wherewithal  to  pay  for  the 
present  has  been  too  hard  to  come  by." 

Similarly,  Bernstein  notes  that  both 
real  U.  S.  exports  and  imports  grew  at 
the  same  average  rate  in  the  1954-80 
period  and  that  import  growth  since  1980 
has  been  roughly  in  line  with  its  earlier 
trend.  By  contrast,  U.  S.  exports,  while 
accelerating  recently,  are  still  signifi- 
cantly below  their  earlier  trend  line. 

"This  indicates  that  the  core  of  the 
trade  problem  is  on  the  export  side," 


says  Bernstein.  Rather  than  being 
suit  of  fiscal  policy,  "much  of  the  ex 
shortfall  reflects  the  fact  that  U.  S 
ports  to  the  Third  World  have  ha 
risen  since  1980,  while  exports  to  ( 
have  been  cut  in  half." 

In  sum,  past  trends  suggest  that 
economy  suffers  less  from  exces 
consumption  than  from  sluggish  inc 
and  export  growth.  "Higher  produc 
ty,"  insists  Bernstein,  "is  the  only 
to  more  income  relative  to  consump! 
more  investment  relative  to  product 
and  more  exports  relative  to  import 

And  while  action  to  cut  the  buc 
deficit  may  persuade  foreigners  to 
us  more  time  to  find  ways  to  enh; 
output,  Bernstein  warns  that  fiscal 
straint  won't  produce  such  results 
itself.  Indeed,  if  pressed  too  hard,is 
restraint  could  undercut  domestic  inv 
ment  by  shrinking  domestic  markets 
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A  NEW  PROFIT 
SQUEEZE  IS 
CHOKING  THE  THRIFTS 


s 


As  if  the  embattled  thrift  indus 
didn't  have  enough  problems, 
recent  sharp  rise  in  interest  rates  is  b 
feting  its  profitability.  Economist  P; 
Getman  of  WEFA  Group  Inc.  notes  tl 
yields  on  one-year  certificates  of  depoi 
which  are  often  used  by  thrifts  to  fu 
adjustable-rate   mortgages,   climbed 
40  basis  points  from  September  to  m 
December.  Yet  yields  on  adjustable-n 
mortgages  rose  only  20  basis  points 
the  same  period,  narrowing  the  spre 
between  yields  on  one-year  certificat 
of    deposit    (the    thrifts'    cost    of    n< 
funds)  and  interest  rates  on  adjustal 
mortgage  loans  to  only  18  basis  poin 
That  compares  with  60  basis  points 
mid-1988  and  an  average  spread  of  1 
basis  points  in  1987. 

Why  haven't  the  thrifts  raised  the 
mortgage  interest  rates  in  tandem  wi 
their  marginal  cost  of  funds?  With  moi 
gage  originations  down  25%  in  1988, 
competitive  battle  among  the  thrift 
commercial  banks,  and  mortgage  ban  < 
ers  to  maintain  market  share  is  keepin  \ 
mortgage  rates  unduly  low,"  explair  j 
Getman.  Meanwhile,  the  thrifts,  whic  j 
lost  $8.4  billion  in  deposits  in  the  secon  « 
and  third  quarters  of  last  year,  are  war  j 
of  losing  even  more  to  commercial  bank  ; 
and  money  market  funds  if  they  let  thei 
CD  rates  lag  behind  market  rates. 

The  immediate  outlook  isn't  much  be' 
ter.  With  interest  rates  rising  and  ne\ 
mortgages  falling,  competition  among  f  "' 
nancial  institutions  will  keep  a  squeezl 
on  the  thrifts'  profit  margins,  GetmaJ 
predicts.  f 
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So  you're  the  one  who  invented  the  yellow  filter? 

Ribbit! 


ilored  glass  tillers  ab- 
•rb  light  ot  certain  wave- 
ngths  But  you  only  get  to 
>e  the  colors  ol  the  wave- 
ngths  they  transmit. 


The  epidermis  covering 
the  blue  connective  tissue 
acts  as  a  yellow  filter  The 
tree  trog  would  really  be 
blue  it  it  weren't  tor  this 
natural  skin  filter 


Tree  frogs  are  not  the  color  they  appear 
to  be.  They're  actually  blue!  But  this 
color  would  make  them  look  like  sitting 
ducks  to  their  enemies.  That's  why 
they've  camouflaged  themselves  with 
their  yellow  skin  which  makes  them 
appear  green.  Maybe  this  is  how  the 
yellow  filter  was  invented! 

Our  yellow  glass  filters  have  the 

same  effect  that  the  tree  frog's 
epidermis  has.  They  absorb  the  blue 
portion  of  the  color  spectrum,  but 
transmit  green  light  waves.  This  makes 
the  hidden  green  in  most  shades  of 
blue  visible. 

Colored  glass  filters  come  in  a 

variety  of  over  120  colors  besides 
yellow.  They  are  manufactured  by 
adding  colorants  to  the  glass  mixture. 
Chrome,  for  instance,  colors  glass 
yellow;  cobalt  turns  it  blue.  Colored 
glass  is  then  melted  at  1,400°  C  using 
utmost  precision  to  achieve  flawless 
quality.  And  since  our  colored  glass 
filters  are  made  of  only  mineral 
components  they  will  never  fade. 

Filters  are  useful  in  many  fields, 

such  asr  photography,  to  alter  colors  or 
to  produce  special  lighting  effects.  In 
research,  they  are  used  to  measure 
color.  Many  of  these  filters  even  absorb 
invisible  light.  Utilized  as  protective  heat 
absorbing  filters  in  projectors,  they 
prevent  hot  infrared  radiation  from 
ruining  slides. 

Colored  glass  filters  from  Schott 

Glass  Technologies  are  just  one 
example  of  Schott's  R&D  achieve- 
ments. Today's  advanced  technologies 
depend  on  special  glass  from  Schott. 

Meet  Schott  worldwide:  50,000 

products,  40  production  facilities, 
represented  in  over  100  countries,  with 
$  1  billion  in  sales. 

Schott  in  the  USA:  8  companies 

employing  more  than  1,200  people. 

Want  to  know  more  about  our 

special  glass?  Write  to:  Schott 
Corporation,  Dept.  B9,  3  Odell  Plaza, 
Yonkers,  NY  10701. 


ra  SCHOTT 

Nobody  knows  more  about  glass. 
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©1989  Unisys  Corporation. 


Most  CEO's  and  senior 
managers  look  at  computer 
operations  as  cost  centers, 
not  profit  centers. 

Unisys  has  helped  many 
businesses  use  information  to 
be  more  competitive.  We've 
done  it  for  banks. We've  done 
it  for  airlines. We  can  do  it 
for  you. 

Unlike  most  computer 
companies  who  focus  on 
partial  "solutions"  to  short- 
term,  isolated  problems, 
Unisys  focuses  on  creating 
applications  and  hardware 
that  can  grow  your  business 
over  the  long  haul. 


We  aren't  just  an  industry 
leader  in  networking.  We  aren't 
just  the  maker  of  the  broadest 
line  of  compatible  computers. 
And  we're  not  just  the  creator 
of  the  most  flexible  software 
tools  available.  We  are  all 
these  things. 

And  we  have  the  expertise 
to  tie  it  together  so  you 
can  turn  your  information 
generator  into  a  cash 
generator.  Work  with  us  and 
we'll  prove  it. 


UNISYS  AND  YOU. 
The  power  of 


"There's  no  way  that 

Milan  is  going  to  buy 

into  this  without  a  copy 

to  follow  along" 


You've  got  to  sell  the  proposal  to  the  Milan  office. 
On  the  phone.  Suddenly  you  realize  there's  no  way 
they'll  buy  into  it  unless  it's  right  in  front  of  them. 

Luckily,  you  can  Fax  your  proposal  to  Milan. 

Faxed  over  the  AT&T  Worldwide  Intelligent 
Network,  an  exact  copy  of  your  report  will  arrive 
almost  immediately.  Opening  a  line  of  communi- 
cation that  allows  you  to  work  more  effectively 
than  ever  before. 

From  communicating  ideas,  to  meeting  dead- 
lines. Fax  can  help  you  manage  the  way  you  do 


business.  For  more  information  on  Fax,  call  AT&T 
at  1  800  222-0400,  Ext.  356. 

Fax.  When  you  think  about  it,  is  there  any  other 
way  to  do  business? 

From  equipment  to  networking,  from  com- 
puters to  communications,  AT&T  is  the  right 
choice. 


AT&T 

The  right  choice. 
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BY  JAMES  C.  COOPER  AND  KATHLEEN  MA 


HE  ECONOMY  KICKS  OFF  THE  NEW  YEAR 
I A  FESTIVE  MOOD 


rhe  economy  wound  up  1988  a  lot  stronger  than 
many  forecasters  had  figured.  After  some  stingy 
behavior  last  summer,  consumers  opened  their 
Ketbooks  wide  enough  to  grant  retailers  their  holiday 
h  for  a  busy  yearend. 

he  manufacturing  sector  kept  chugging  along,  show- 
it  has  plenty  of  steam  heading  into  the  new  year. 
1  inflation  proved  to  be  a  nagging  problem  that  just 
l't  go  away.  All  this  means  that  business  is  getting 
to  a  strong  start  in  1989. 

RY  RAISES  The  surprising  resilience  of  consumers  is 
UMPED  UP  a  big  reason.  Yet  given  the  recent  strong 
EAREND  growth  of  incomes,  largely  because  of 
HOPPING  robust  job  gains,  the  consumers'  yearend 
urgence  isn't  so  extraordinary. 
Personal  income  fell  0.2%  in  November  to  an  annual 
e  of  $4,175.3  billion.  But  the  drop  followed  a  huge 
%  surge  in  October,  produced  largely  by  a  jump  in 
to  subsidies  and  onetime  bonus  payments  to  auto 
rkers.  When  those  two  special  factors  are  excluded, 
•sonal  income  increased  0.8%  in  October  and  0.6%  in 
ivember. 

There  was  no  replay  of  the  auto  workers'  windfall  in 
ivember,  yet  wages  and  salaries,  which  account  for 
7c  of  personal  income,  still  grew  0.4%  in  the  month, 
gher  pay  in  service  and  distributive  industries  offset 
2  drop  in  manufacturing  wages. 

Even  with  the  November  dip, 
the  large  income  jump  in  Octo- 
ber means  that  personal  income 
in  the  fourth  quarter  probably 
rose  at  an  annual  rate  of  about 
9%.  That  would  be  last  year's 
biggest  quarterly  advance. 

On  the  strength  of  these  in- 
come gains,  consumers  in- 
creased their  purchases  in  No- 
vember by  a  healthy  0.6%,  to  hit 
an  annual  rate  of  $3,321.6  bil- 
)n.  Half  of  the  increase  probably  was  absorbed  in  high- 
•  prices.  But  even  after  adjusting  for  inflation,  real 
msumer  spending  grew  by  a  solid  3.8%  over  the  past 
ear  (chart). 

The  fourth-quarter  pace  will  be  less  than  that.  Real 
msumer  spending  was  increasing  at  an  annual  rate  of 
1  .  but  that  was  still  strong  enough  to  support  the 
Dansion — and  keep  inflation  worries 'alive. 
November's  0.991  ^rain  in  purchases  of  goods  outpaced 
h'  ().:{■     rise  in  spending  for  services.  Sales  of  cars  and 


THE  STRENGTH  IN 
MSUMER  SPENDING 
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related  items  rebounded  2.17'  after  falling  in  the  previ- 
ous two  months.  Durable  goods  other  than  autos  posted 
a  strong  1.1%  rise  in  November,  following  a  1.6%  jump  in 
October.  They  were  led  by  increased  spending  on  appli- 
ances and  furniture.  Purchases  of  nondurable  goods 
grew  by  0.6%  in  November,  with  most  of  the  gain  going 
to  food  and  clothing. 

Consumer  spending  in  December  depended  heavily  on 
Christmas  shopping,  which  traditionally  starts  on  the 
Friday  after  Thanksgiving.  Many  retail  analysts  have 
estimated  that  holiday-related  sales  increased  5%  to  6% 
over  those  of  1987 — not  bad,  but  not  great. 

Car  dealers  probably  ended  the  year  in  a  merrier 
spirit.  New  U.  S.-made  autos  in  mid-December  sold  at  a 
surprisingly  strong  annual  rate  of  7.6  million.  In  early 
December,  those  sales  were  at  a  disappointing  7.1  million 
yearly  rate. 

The  pickup  in  the  middle  of  the  month  indicates  that 
sales  for  all  of  December  were  probably  above  the  7.2 
million  annual  rate  of  November,  which  will  give  a  boost 
to  last  month's  numbers  on  overall  spending. 


THE  UPWARD  DRIFT 
IN  INFLATION 


CONSUMER  PRICES 


I  PRICES  Partly  because  consumers  are  still  spend- 

DO  A  ing  so  freely,  inflation  will  continue  to  be 

SWW  a  hot  topic  this  year.  At  the  end  of  1988, 

*""■  most  of  the  price  indexes  gave  little  evi- 

dence of  any  worrisome  surge.  But  many  analysts  are 
still  concerned  that  the  surprisingly  strong  economy  will 
maintain  a  flame  under  existing  price  pressures.  With 
labor  markets  and  plant  capacity  already  beginning  to 
strain,  further  economic  growth  at  the  pace  registered  in 
1988  will  only  add  fuel  to  the  fire. 

Most  of  the  price  pressures 
are  still  showing  up  in  the  earli- 
er stages  of  production.  There 
has  been  less  acceleration  in 
prices  of  finished  goods  and  re- 
tail consumer  goods. 

The  consumer  price  index 
rose  0.3$  in  November,  a  bit 
less  than  October's  0.4%  in- 
crease. For  the  previous  six 
months  the  CPI  had  risen  either 
0.3%  or  0.47.  That's  hardly 
cause  for  concern.  But  compared  with  year-ago  levels, 
the  trend  of  consumer  price  inflation  continues  to  creep 
higher  (chart). 

With  the  effect  of  last  summer's  drought  beginning  to 
wane,  food  prices  have  been  a  moderating  influence  in 
recent  months.  During  the  six  months  ended  in  Septem- 
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ber,  grocery  store  prices  jumped  at  a  10.9%  annual  rate. 
But  food  prices  barely  rose  in  October,  and  they  were 
unchanged  in  November. 

Energy  prices  have  also  calmed  down.  After  rising 
sharply  in  the  spring  and  summer,  they  have  dropped  at 
an  annual  rate  of  12.4%  during  the  past  three  months. 

But  even  excluding  those  two  categories,  prices  in  the 
remaining  three-fourths  of  the  CPI  stayed  tame.  From 
May  to  November,  inflation  in  areas  other  than  food  and 
energy  was  at  an  annual  4.4%  rate,  about  the  same  as 
the  4.5%  pace  in  the  previous  half-year.  Still,  that's  up  a 
bit  from  4.2%  during  all  of  1987. 

I  PRESSURE  The  pressure  is  likely  to  stay  on  consum- 
BUILDSON  er  prices  in  1989.  Prices  of  items  before 
FINISHED  they  reached  retail  shelves  have  picked 
GOODS  Up  considerably.  The  producer  price  index 

for  finished  goods  rose  0.3%  in  November  after  register- 
ing no  change  in  October.  That's  certainly  nothing  to  get 
excited  about,  but  the  longer  trend  looks  more  troubling. 

For  the  year  ended  in  November,  finished-goods  prices 
rose  3.2%,  up  from  2.4%  for  all  of  1987.  Excluding  1988's 
ups  and  downs  in  prices  of  food  and  fuel,  however, 
finished-goods  inflation  ran  nearly  4%  during  the  same 
period.  And  inflation  in  finished  consumer  goods  acceler- 
ated to  4.3%. 

Much  of  that  pressure  arises  because  price  hikes  in 
the  earlier  stages  of  processing  are  now  working  their 
way  forward.  In  1986,  prices  of  intermediate  goods,  ex- 
cluding food  and  energy,  rose  barely  at  all.  In  1987  they 
jumped  5.2%.  And  during  the  past  12  months,  they  were 
up  7.3%. 

Despite  the  recent  modest  performance  of  finished- 
goods  prices,  those  of  intermediate  goods  other  than 
food  and  energy  rose  a  hefty  0.7%  in  November — about 
8.5%  at  an  annual  rate. 

Increasing  pressures  on  capacity  in  some  primary  pro- 
cessing industries  are  responsible  for  most  of  that.  Pri- 


mary metals  and  chemicals,  for  example,  are  poj 
double-digit  price  increases. 

Prices  of  primary  metals,  where  the  operating  ra] 
92.4%,  are  up  11.5%  from  November,  1987.  For  the  cl 
ical  industry,  with  an  operating  rate  of  89.1%,  p| 
have  risen  10.5%.  Paper  is  using  nearly  95%  of  its  caj 
ty,  and  prices  there  are  up  9.2%. 


I  FACTORIES  Pressures  on  capacity — and  on  indusl 
ARE  WHERE  prices — will  keep  building  as  long  as! 
THE  REAL  manufacturing  sector  retains  its  rel 
ACTION  IS  vigor.  And  there  are  few  signs  of  it 
ing  any  steam.  Orders  in  the  durable-goods  sectoi 
manufacturing  are  still  rising  (chart),  and  the  backloj 
unfilled  orders  is  expanding. 

New  orders  received  by  durable-goods  factories,  td 
ing  $122.9  billion  in  November,  were  little  changed  fi 
October.  But  without  a  big  17.6%  plunge  in  defeij 
related  orders,  a  small  and  volatile  sector,  orders 
where  posted  a  strong  1.8%  advance. 

Shipments  of  hardgoods  also 
continued  to  rise.  They  jumped 
a  solid  1%  in  November,  to 
$119.6  billion.  During  the  past 
12  months  these  shipments  in- 
creased a  healthy  10.4%,  but 
that  pace  was  still  not  as  fast  as 
that  of  new  orders  coming  in. 

The  backlog  of  unfilled  or- 
ders swelled  0.8%  in  November, 
to  $440.1  billion,  and  it  has  risen 
10%  during  the  past  year.  That 
will  keep  hardgoods  factories  busy  going  into  1989. 

With  the  economy  plainly  keeping  its  momentum, 
Federal  Reserve  Board  seems  to  be  tightening  monetE 
policy  even  further  in  fear  that  inflation  will  develop  ir 
a  bigger  problem.  That  means  the  new  year  will  al| 
usher  in  higher  interest  rates. 


THE  RISE  IN 
HARDGOODS 
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THE  WEEK  AHEAD 


NAPM  SURVEY 


Tuesday,  Jan.  3 

The  index  of  business  activity  compiled 
by  the  National  Association  of  Purchas- 
ing Management  will  probably  change 
little  for  December  from  November's 
reading  of  56.6%.  The  napm  surveys  pur- 
chasers, mostly  in  the  manufacturing 
sector,  on  production,  inventories,  hiring, 
prices,  and  orders.  The  index's  expected 
fourth-quarter  average,  56.7",  suggests 
that  the  nonfarm  economy  grew  at  an 
annual  rate  of  3.7%  in  that  quarter. 

CONSTRUCTION  SPENDING 

Tuesday,  Jan.  3,  10  a.m. 
Construction   spending   probably   in- 
creased by  0.2%  in  November.  That  fol- 


lows a  sharp  0.9%  jump  in  October  to 
$409.2  billion.  The  small  November  gain 
is  suggested  by  increases  in  construction 
jobs  and  housing  starts  offsetting  a  drop 
in  hours  worked  at  building  sites.  De- 
spite the  recent  gains,  construction  re- 
mains in  a  slump.  Building  activity  rose 
just  2.1%  in  a  year. 

FACTORY  INVEHTORIES 

Wednesday,  Jan.  4,  10  a.m. 
Manufacturers  probably  increased  their 
inventories  by  about  0.6%  in  November, 
the  same  pace  as  in  October  and  Septem- 
ber. Factory  sales  most  likely  also  rose 
about  0.6%,  after  rising  0.5%  in  October 
to  $222.5  billion.  The  November  sales 
gain  is  suggested  by  the  \7<  rise  in  dura- 
ble-goods shipments  for  the  month.  The 


overall  sales  rise  indicates  that  inve 
tories  are  still  not  excessive.  Factory 
ders   in   November  were  probably  i 
changed  after  rising  1.6%  in  October 
$226.2  billion.   Durable-goods   ordej 
edged  up  just  0.1%  in  November. 

EMPLOYMENT 

Friday,  Jan.  6,  8:30  a.m. 
Most  economists  expect  that  nonfarj 
payrolls  increased  by  about  280,000  jot 
in  December.  That  gain  should  push  tl 
civilian  unemployment  rate  down  to  5.31 
from    November's    5.4%.    The   expectej 
December  employment  increase  followj 
a  sharp  jump  of  463,000  jobs  in  Nover 
ber  and  would  bring  the  number  of  n 
jobs  created  in  1988  to  3.7  million,  u 
from  3.4  million  in  1987. 
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II  It  seems  most  mid-size  cars 
Bse  days  barely  have  enough 
Dm  to  accommodate  your 
5ows,  let  alone  a  whole  crew. 
But  we've  changed  all  that 
I  ih  the  launching  of  a  space 
(hide.  The  new  Sonata  from 
Bundai.  Inside  the  Sonata  you'll 
fccover  deep  space.  An  astronom- 
lil  100  cubic  feet  of  it.  Which 
tjlds  up  to  more  passenger  room 
l  an  any  other  car  in  its  class. 
And  it's  comforting  to  know 
lat  the  Sonata  GLS  comes 
quipped  with  the 


cut-pile  carpeting  and  reclining 
bucket  seats.  A  fold -down  60/40 
split  rear  seat  with  a  disappearing 
armrest.  There's  even  a  whole 
galaxy  of  standard  features  like 
power  windows  and  power  door 
locks.  And  an  electronically 
tuned  AM/FM  stereo  cassette  with 
6  speakers.  We've  also  included 
an  optional  sunroof  for  views 
that  are  out  of  this  world. 

When  you're  ready  to  take  off 
there's  a  fuel-injected,  2.4-liter 
overhead-cam  engine  waiting 
under  the  hood.  It's  the  most 
powerful  standard 
engine  in  its  class. 


And  coupled  with  front-wheel 
drive,  the  Sonata  can  really  fly. 

Hyundai  has  a  reputation  for 
going  the  distance,  so  every 
Sonata  is  backed  by  our  36 
month/36,000  mile  Bumper-to- 
Bumper  limited  warranty  (with 
no  deductible  required).*  Each 
hew  Sonata  owner  also  receives 
free  membership  in  the  Cross 
Country  Motor  Club."  And, 
because  it's  a  Hyundai,  you  can 
be  sure  it's  priced  down  to  earth. 

For  the  location  of  your  near- 
est Hyundai  dealer  call  1-800- 
826-CARS.  And  test  drive  the  new 
Sonata.  It's  a  move  that'll  sit 

well  with  the  crew 
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Trie  Sonata  from 
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Cars  that  make  sense 


WALL  STREET 


JUST  HOW  CORRUPT 
IS  WAIL  STREET? 

FEARS  OF  'SYSTEMIC  ILLEGALITY  ARE  PROBABLY  OVERBLOWN 


Only  a  few  rotten  apples?  Or  the 
whole  barrel? 
Drexel  Burnham  Lambert  Inc.'s 
agreement  on  Dec.  21  to  plead  guilty  to 
six  counts  of  criminal  fraud  and  pay 
$650  million  in  fines  gives  fresh  urgency 
to  questions  about  how  deeply  wrong- 
doing pervades  Wall  Street.  Are  Drexel 
and  the  spate  of  other  cases  linked  to 
Ivan  F.  Boesky  only  aberrations?  Or  has 
illegality,  as  some  federal  prosecutors 
have  claimed,  become  "systemic"?  Have 
markets,  dealmaking,  and  even  the  cul- 
tures of  major  firms  become  corrupted? 
Clearly,  something  is  rotten  on  Wall 
Street.  Some  forms  of  illicit  behavior 
have  become  widespread.  Prominent  in- 
dividuals have  admitted  breaking  the 
law,  and  others  face  criminal  charges. 
During  the  same  week  that  Drexel 
reached  its  plea  agreement,  Paul  A.  Bil- 
zerian,  chairman  of  Singer  Co.,  was  in- 
dicted for  numerous  fraudulent  prac- 
tices, and  GAF  Corp.  went  on  trial  for 
stock  manipulation.  An  indictment  of  Mi- 
chael R.  Milken,  Drexel's  Beverly  Hills 
junk-bond  chief,  is  said  to  be  imminent. 
The  Street  itself  seems  enveloped  in  a 
miasma  of  rapacious  overreaching  and 
ethical  indifference.  It's  probably  no 
more  driven  by  greed  than  it  ever  was. 
But  new  avenues  for  lucrative  chicanery 
created  by  the  takeover  boom  have 
proved  irresistible  to  alarming  numbers 
of  the  avaricious.  Spurred  by  the  Drexel 
affair  and  the  messy  battle  for  RJR  Na- 
bisco Inc.,  Washington  legislators  and 
regulators  are  considering  limits  on 
LBOs  and  other  methods  of  transferring 
corporate  control. 

'over  the  edge.'  Yet  very  few  of  the 
two  dozen  academic  experts,  former  law- 
enforcement  officials,  and  Street  execu- 
tives canvassed  for  this  article  believe 
that  the  system  itself  has  been  seriously 
contaminated.  With  the  possible  excep- 
tion of  Drexel,  there  is  little  evidence 
that  toleration  or  encouragement  of  mal- 
feasance has  become  institutionalized  at 
many  major  Wall  Street  firms.  "Some 
people  do  step  over  the  edge,"  says  Sam- 
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III,  professor  <>l  in 
It  banking  al  Harvard  busii 
B  »l.  "I'.ut  the  great  bulk  of  the  |  Willi 
•t|  community  doe  no!  condone  this 
matter  of  policy."  Reported  abuses 
lajor  linns  have  been  almost  com 
•ly  confined  to  employees  below  the 
,r  executive  level. 

itions  of  illegal  takeover  activity 
i  largely  confined  to  a  few  members 
el's  client  network  and  others  on 
fringes  of  the  financial  Establish 
L  There's  little  evidence  the  deal 
nanism  in  general  is  essentially  cor- 
.  Although  securities  law  expert 
i  R.  Bromberg  of  Southern  Method- 
Jniversity  believes  that  deal-related 
Lgdoing  is  more  common  than  do 
most  people  surveyed, 
he  says:  "I  don't  think 
that  the  abuses  go  to 
the  integrity  of  the 
market.  And  I  don't 
think  they  are  inher- 
ent in  the  takeover 
process  to  the  extent 
that  it  couldn't  go  on 
as  well  without  them. 
The  process  functions 
pretty  effectively." 

Insider  trading  re- 
mains probably  the 
most  flagrant  securi- 
ties law  violation.  But 
vigorous  enforcement 
by  the  Securities  & 
Exchange  Commission 
in  recent  years  has 
likely  reduced  its  prev- 
alence— at  least  in  the 
Street's  more  rarefied 
precincts.  Typically, 
perpetrators  have 
been  relatively  junior 
employees  such  as  the 
so-called  Yuppie  Five. 
No  top  executive  of 
a  major  securities  firm 
has  recently  been 
charged  with  knowing 
about  or  taking  part 
in  any  insider  trading 
schemes,  but  some 
firms  have  had  glar- 
ing lapses  in  compli- 
ance. The  sec  is  said 
to  be  looking  into  why 
Morgan  Stanley 

Group  Inc.  did  not  de- 
tect extensive  insider 
trading  by  B  Taiwan- 
ese investor  and  Mor 
Kan  client  who  traded 
OH  deal  tips  from  ana 
lyst  Stephen  S.  Wang 
Jr.  Wang  pleaded 
guilty  to  fraud 
charges  in  October. 
Much  less  publicized 

than    insider    trading 


» 


hut  perhaps  a  i  wide  ipread,  according  to 

street  source,,,  are  illegal  "parking" 
.schemes,  which  have  been  used  to  fur 
ther  a  broad  variety  of  lecurities  law 
violations.  In  a  parking  arrangement,  an 

investor  disguises  his  ownership  of 

rities,  usually  by  arranging  for  another 

linn  Or  individual  to  hold  or  trade  idem 
on  Ins  behalf.  The  parker  usually  agrees 
to  reimburse  his  collaborate  for  any 
I"  es.  All  of  the  fraud  counts  to  which 
Drexel  agreed  to  plead  guilty  involved 
parking  arrangements  (table). 

As  the  government's  charges  against 
Drexel  make  clear,  there's  parking,  and 
then  there's  parking.  The  most  com- 
mon— and,  while  illegal,  innocuous — 
form  involves  accommodations  by  bro- 
kers and  traders  to 
important  customers. 
The  customer,  for  in- 
stance, may  want  to 
create  sham  tax  losses 
by  pretending  to  sell 
securities  to  his  bro- 
ker. Several  individ- 
uals associated  with 
Princeton/Newport 
Partners,  a  small  in- 
vestment firm,  were 
indicted  last  August 
for  conducting  park- 
ing deals  with  employ- 
ees at  Drexel  and 
Merrill  Lynch  Pierce 
Fenner  &  Smith  Inc. 
to  produce  bogus  tax 
deductions.  Although 
Princeton/ Newport 
has  gone  out  of  busi- 
ness, the  indicted  indi- 
viduals continue  to 
fight  the  charges. 

Some  investment 
firms  park  securities 
to  evade  laws  limiting 
positions  that  a  bro- 
ker-dealer can  carry 
for  a  given  level  of 
capital.  Ivan  Boesky's 
arbitrage  firm  had 
parking  deals  with  in- 
dividuals at  several 
firms  including  Kid- 
der, Peabody  &  Co. 
Boesky  dispensed  mil- 
lions of  dollars  in  bro- 
kerage ,  commissions, 
and  brokers  were  ea- 
ger to  help  him  out. 

Wall  Streeters  have 
regarded  parking  to 
accommodate  a  cus- 
tomer as  relatively  be- 
nign, like  minor  cheat- 
ing  on   one's   income 

.tax.  It  usually  doesn't 
harm  other  investors 
or  adversely  allect  the 
marketplace. 


DREXEL'S 
RAP  SHEET 


Drexel  agreed  with  the  government  to 
plead  guilty  to  six  felony  counts.  Most 
involve  illegal  "parking"  deals  be- 
tween Drexel  and  jailed  arbitrageur 
Ivan  Boesky.  What  follows  are  likely 
details  based  on  already  filed  charges 
Transaction  Year 

FISCHBACH  1984 

Drexel  directed  Boesky  to  buy  at 
least  10%  of  Fischbach.  This  freed 
Drexel  client  Victor  Posner  from  a 
pledge  not  to  acquire  Fischbach. 
Posner  later  bought  the  company 

MCA  1984 

Drexel  got  Boesky  to  buy  MCA 
stock.  This  helped  client  Golden 
Nugget  dispose  of  a  large  position  in 
MCA,  which  it  had  previously  con- 
sidered acquiring 

PHILLIPS  PETROLEUM  1985 

Boesky  parked  a  large  block  of  Phil- 
lips stock  with  Drexel  to  evade  SEC 
rules  limiting  the  size  of  his  securi- 
ties positions 

CO.M.B.  1985 

Drexel  directed  Princeton/Newport 
Partners  to  sell  short  CO.M.B. 
stock.  Drexel  at  the  time  was  under- 
writing an  issue  of  CO.M.B.  con- 
vertible debentures 

HARRIS  GRAPHICS  1985 

Drexel  got  Boesky  to  buy  at  least 
5%  of  Harris  to  attract  bidders  for 
the  company.  A  buyout  would  have 
enriched  Drexel  employees,  who 
held  a  big  Harris  stake 

ST0ME  COHTAIHER  1986 

1  directed  Boesky  to  manipu- 
late Stone  stock  to  faciltui. 
Drexel-managed  offering  of  Stone 
convertible  securities 

DATA  JUSTICE  Df  PT  .  SECURITIES  &  EXCHANGE 
COMMISSION 


The    ii    tended  to    hare  that   belief 

and  punished  parker.  with  light  admnn  . 

trative  lanction .    It  broughl  few  c 
because  parking  is  difficuh  to  pi 

illicit,  guarantee  .  park  mi' 
deal ,  frequently  entail  only  vague  un 

or  quid  pro  qi 

HARDER  LINE.   Over    the    pn.-,t    fey. 

however,  the  government  h  tak- 

ing a  much  harder  line.  I  .S  AttOl 
Rudolph  VV.  Giuliani  has  filed  chai 
elevating  parking  from  a  civil  misde- 
meanor to  a  criminal  felony — to  the  dis- 
may of  defense  attorneys.  They  may 
have  a  point  in  cases  involving  parking 
for  such  purposes  as  net  capital  viola- 
tions. But  what  if  parking  is  used  to 
manipulate  a  stock  price?  The  sec  has 
even  alleged  that 
Drexel  defrauded  its 
own  clients  with  park- 
ing schemes.  Far  from 
being  the  peccadillo  of 
a  few  low-level  em- 
ployees, such  deal-re- 
lated parking  is  typi- 
cally conducted  or 
sanctioned  by  people 
in  executive  positions. 
Last  year  federal 
grand  juries  indicted 
GAF  and  Salim  B.  Lew- 
is, head  of  an  arbi- 
trage firm,  for  using 
parking  to  manipulate 
stock  prices,  gaf  Vice- 
Chairman  James  T. 
Sherwin  allegedly 
sought  to  boost  Union 
Carbide  Corp.  stock  so 
that  GAF  could  get  a 
higher  price  for  a 
large  block  of  Carbide 
it  was  planning  to  sell. 
Lewis  was  accused  of 
pushing  up  Fireman's 
Fund  Corp.  stock  so 
that  American  Ex- 
press Co.  could  realize 
a  higher  price  from  a 
Fireman's  Fund  public 
offering.  AmEx  was 
not  charged. 

According  to  the 
grand  juries,  the  GAF 
and  Lewis  cases  have 
a  common  thread: 
Both  defendants  used 
Jefferies  &  Co.,  a  Los 
Angeles  brokerage 
firm,  to  do  their  ma- 
nipulating. Boyd  L. 
Jefferies.  then  chair- 
man of  Jeffer 
pleaded  guilty  to  two 
felony  counts  in 
and  will  be  the  chief 
ernment  witness 
against  GAF,  Le 
and  other  investors  he 
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has  implicated.  Sherwin,  GAF,  and  Lewis 
have  pleaded  not  guilty. 

Corporate  raiders  seeking  to  conceal 
purchases  of  a  target  company's  stock 
also  resort  to  parking.  When  investors 
hold  5%  or  more  of  a  company's  stock, 
they  are  required  to  disclose  their  posi- 
tion, alerting  the  market  to  a  possible 
change  in  control  and  often  triggering  a 
buying  surge  in  the  target's  stock. 
Through  parking  deals,  a  raider  can  se- 
cretly accumulate  positions  in  excess  of 
W'  at  artificially  low  prices. 

A  federal  judge  last  June  found  that 
First  City  Financial  Corp.,  owned  r|^ 
by  Canada's  Belzberg  family,  used 
a  parking  scheme  with  Bear 
Stearns  &  Co.  in  1986  to  conceal 
illegally  purchases  of  Ashland  Oil 
Inc.,  the  target  of  an  unsuccessful  | 
takeover  bid.  Bear  Stearns  wasn't 
accused  of  wrongdoing.  The  judge 
ordered  First  City  to  disgorge  $2.7 
million  in  illegal  profits.  First  City 
said  it  would  appeal.  Paul  Bilzer- 
ian's  indictment  alleges  that  he 
used  parking  arrangements  with 
Jefferies  &  Co.  to  conceal  pur- 
chases of  stock  in  four  companies 
he  considered  buying.  Bilzerian  de- 
nied the  charges. 

friendly  hands.  Raiders  working 
with  arbitrageurs  and  others  use 
parking  to  evade  rules  requiring 
disclosure  of  group  positions  of 
over  5%  of  a  company's  stock.  A 
raider  may  want  to  have  as  much 
stock  as  possible  in  friendly  hands 
to  bolster  his  bargaining  position. 
The  SEC  is  said  to  be  examining 
transactions  involving  Boesky  and 
Trans  World  Airlines  Chairman 
Carl  C.  Icahn.  During  1985  and 
1986,  Boesky  and  Icahn  together 
approached  Gulf  &  Western  and 
Transworld  Corp.  about  possible 
buyouts  and  discussed  Icahn's  bid 
for  Phillips  Petroleum.  Both  raid- 
ers held  large  stakes  in  these  com- 
panies, but  they  did  not  disclose 
their  relationship.  Icahn  has  denied 
any  business  association  with 
Boesky. 

Yet  for  all  their  notoriety,  deal- 
related  abuses  seem  to  be  the  exception, 
not  the  rule.  A  lawyer  whose  firm  has 
helped  many  target  companies  to  investi- 
gate hostile  bidders  says  that  illegal  ac- 
cumulations occur  only  rarely.  "This  is 
not  as  widespread  as  some  people 
think,"  he  says.  Targets  of  hostile  bids 
routinely  file  suit  against  acquirers  al- 
leging numerous  securities  law  viola- 
tions, but  nearly  all  of  these  actions  are 
later  dropped  or  settled. 

In  any  case,  adds  Southern  Method- 
ist's Bromberg,  the  abuses  "are  not 
swing  factors.  Generally  what  makes  or 


breaks  a  takeover  deal  is  how  much 
money  someone  is  willing  to  pay  and 
how  aggressive  the  defense  is." 

Even  if  the  government  proves  that 
Milken  or  others  at  Drexel  committed  a 
string  of  takeover-related  offenses,  it's 
far  from  clear  that  the  firm's  remark- 
able record  in  arranging  deals  depended 
on  illegal  activity.  Nearly  all  of  the  of- 
fenses alleged  by  the  government  ap- 
pear to  have  been  peripheral  excesses  to 
augment  the  firm's  profits  or  to  give  it  a 
tactical  edge.  The  government  is  now 
probing  Milken's  power  over  the  junk- 
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PROSECUTOR   GIULIANI,    DREXEL'S   JOSEPH,   AND    RAIDER 
BILZERIAN:  THE  TAKEOVER  BINGE  HAS  CREATED  NEW 
AVENUES  FOR  CHICANERY.  CAN  THE  DAMAGE  BE  UNDONE? 


bond  market  (page  37),  which  could  re- 
veal a  more  endemic  pattern  of  abuses. 
Milken  has  repeatedly  insisted  that  he  is 
innocent  of  any  and  all  wrongdoing. 

Does  the  possibility  of  extensive  law- 
breaking  at  Drexel  suggest  that  Wall 
Street  in  general  has  lost  its  ethical  com- 
pass? Judging  from  the  government's 
contentions,  corruption  would  appear  to 
have  been  the  rule  rather  than  the  ex- 
ception at  Drexel's  Beverly  Hills  opera- 
tion, which  has  operated  almost  autono- 
mously from  the  firm's  senior  executives 
in  New  York.   As  part  of  the   Drexel 


settlement,  the  SEC  is  expected  top 
on   a   substantial   overhaul  of  D  ijy.ii 
compliance  procedures  and  senioi  ID  || 
agement,  perhaps  including  replac 
of  Chief  Executive  Frederick  R.  J 
Another  firm  possibly  tainted 
grained  illegality  might  be  Jeffe:  s- 
Co.  Boyd  Jefferies  apparently  has 
ted  illegal  parking  with  many 
players.   As  part  of  the  plea  ba 
Giuliani  agreed  not  to  prosecute 
ies  employees  who  acted  illicitly  rt 
Jefferies'  knowledge.  The  assistan  I 
Attorney  trying  the  GAF  case  sail  m 
James  Melton,  a  governmen  v 
ness  and  currently  the  firm's  ffei 
tor  of  trading,  "joined  the  cor  >|fc  H 
cy   and   carried   out   the   i 
arrangement." 

Corruption  of  the  systei  k 
course,  has  long  been  a  feati  wore 
some  dark  corners  of  the  ov(  prfe 
counter  and  penny-stock  ma  itttliat 
To  judge  from  the  barrage  c  Itreatei 
charges  filed  against  them,  pi  it 
now-disbanded  firms  as  Firs  ifitootil 
sey  Securities  Inc.  and  Re  i|:  > 
Pace  Group  Inc.  were  virtual 
tures  of  lawlessness. 

Yet  there  is  little  evidence 
that  such  is  the  case  with 
stream   Wall   Street.    Kidder  m 
body  settled  numerous  SEC  a  «.„_.. 
tions  of  insider  trading,   paiwge 
and   other   offenses   by   payi 
$25.3   million   fine.   It  replace 
top  management  and  acceptec  j^tl! 
er  sanctions.  The  firm's  senic 
ecutives  can  be  faulted  for  sep 
supervisory    lapses,     but 
sources  believe  they  were  unaj)j: i 
of  the  alleged  misdeeds.  "I 
think  prosecutors  have  mad^ts 
case  that  Wall  Street  itself  an 
upper  reaches   of  the   majorat^ 
more   traditional   firms   are 


rupt,"  says  Harvey  J.  Goldscl  i  .?.- 


a  Columbia  University  law  pr 
sor.  "Giuliani  has  individuals 
except  for  Drexel  and  Jefferie 
doesn't  have  institutions 


how  many?  A  few  former  pro  :«fe 


tors  dispute  this.  "If  you  only 
at  the  cases  that  get  filed, 
always   look   like  an  aberration," 
But   that    doesn't   tell    you 
uncharged    fraud    there    is 


1  to 


(ihuof 


one. 
much 

there.  It  is  very  hard  to  find  insiders  Ij 
Boesky  who  can  tell  you  where  to  k  a 
Are  there  more  Boeskys  out  thei  j 
the  core  of  similarly  far-reaching  \  1) 
of  criminality?  Most  old  Wall  S  ■( 
hands  doubt  it.  But  then,  until  Dt  i 
Levine  fingered  Boesky,  no  one  w> 
have  imagined  the  gallery  of  big- 1 
names  who,  in  just  two  years'  t  it 
would  end  up  splattered  with  mud.  I 
By  Chris  Welles  in  New, 
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(TIGATIONSI 


ID  THE  NEXT  TEST  WILL  BE 
ULIANI  VS.  MILKEN 


indicted  Milken  would  not  capitulate  as  quickly  as  Drexel  did 


fringing  Drexel  Burnham  Lambert 
Id  K  Inc.  to  its  knees  is  a  tough  act  to 
f.JWfollow.    But   U.S.    Attorney    Ru- 
tlj  h  VV.  Giuliani  is  getting  ready  for 
in!  t  could  be  an  even  grander  finale. 
"  'hile  Drexel  agreed  to  plead  guilty  to 
arrow  set  of  violations,  Giuliani   is 
s  i  focusing  on  potentially  much  broad- 
i  rimes.   His  target:  the  $185  billion 
il  c-bond  market  and  Drexel's  huge  net- 
k  of  junk  issuers  and  customers.  Ac- 
sir  ling  to  knowledgeable  sources,  some 
u  sstigators  in  Giuliani's  office  and  at 
rel  Securities  &  Exchange  Commission 
n  pect  that  Michael  R.  Milken,  who  vir- 
o|  lly  created  the  junk  market,  has  also 
trolled  it  in  a  manner  that's  tanta- 
-  mt  to  outright  rigging.  They  feel  he 
i\v  have  fixed  prices  by  manipulating 
I    interplay  of  supply  and  demand. 

lilken's   procedures   for   marketing 
s  k,  the  investigators  are  said  to  be- 
may  involve  an  elaborate 
I  incestuous  system  of  favors 
I  obligations.  Favored  custom- 
rl   may  get  the  best  deals.  In 
:n  urn,  they  may  also  have  to 
new  issues  that  aren't  sell- 
I    well,  perhaps  through  the  in- 
nent  of  repurchase  guaran- 
by    Milken.    The    House 
ight  and  investigations  sub- 
ivmmittee   found   that  Drexel 
■tnerships  bought  new  Drexel 
ues  at  low  prices,  then  soon 
i  them  to  outsiders  at  big 
irkups.  Drexel,  while  claiming 
bad  done  nothing  illegal,  halt- 
ij  the  practice. 
ttle  of  wills.   Giuliani    has 
anted     immunity     to     some 
■exel   employees   who   might 
>vide  evidence  of  illicit  junk 
nt ices.    They    include    James 
|ihl,  a  top  salesman,  and  Terren 
(izer,    a    trader.    He    has    in- 
armed others,  notably  Warren 
■epp,  a  senior  junk  trader,  that 
in  maj  be  indicted. 
Giuliani  has  said  he  will  resign 
and    consider    running    for 
ayor  of  New  York.  Some  attor- 
suspect    that    before    he 
he  hopes  to  pressure  Mil- 
■n,  w  bo  has  been  told  formally 
at    he   may    be   indicted,   to   ac 
•pt    a    plea    agreement    under 
hich  he  would  provide  evidence 
jainst  ranking  members  of  the 
rexel  junk-bond  network. 


Giuliani  has  had  remarkable  success 
in  forcing  his  targets  to  capitulate.  Yet 
observers  who  know  Milken  believe  he's 
a  more  resilient  adversary  than  his  em- 
ployer. Drexel  executives,  say  sources 
close  to  the  firm,  agreed  to  plead  guilty 
to  felony  charges  because  they  feared 
an  indictment  under  the  Racketeer-Influ- 
enced &  Corrupt  Organizations  Act. 
Among  other  provisions,  RICO  permits 
the  government  to  freeze  a  substantial 
portion  of  an  indicted  firm's  assets. 
Drexel  believed  RICO  could  have  im- 
paired its  access  to  the  credit  markets 
and  jeopardized  the  firm's  survival. 

So  terrifying  was  the  RICO  weapon, 
says  a  Drexel  board  member,  that  the 
firm  settled  without  requiring  Giuliani  to 
present  evidence  substantiating  grand 
jury  charges  against  the  firm.  Drexel 
has  not  been  allowed  to  question  Ivan  F. 
Boesky,  the  government's  star  witness. 


I  irexel  believe    they  had 
ijble  i  an  attorm  o  the 

firm.  "Thi  forcing  them 

to  acknowledge  wron{  don'1  be 

lieve  they  committed."  I fnder  an  m 
al  plea  agreement,  Dn 
concede  H  naa  no  d<  I  the 

charges.  Bui  it  will  not  explicitly  admit  it 
committed  any  violatk) 

Milken  is  less  vulnerable  to  Giulii 
ure  than  his  firm.  Some  people  who 
have  talked  with  him  about 
he's  convinced  of  his  innocence  and  is 
willing,  if  necessary,  to  endure  a  long 
trial.  They  say  he  feels  betrayed  by 
Drexel's  decision  to  settle  and  would 
never  implicate  members  of  his  junk  net- 
work, many  of  whom  are  close  friends. 
no  boesky.  The  government,  moreover, 
may  have  a  tough  time  proving  an  ex- 
tensive pattern  of  wrongdoing.  So  far  it 
doesn't  appear  to  have  a  central  figure, 
such  as  Boesky,  to  educate  investigators 
in  the  junk  market's  mysteries.  Though 
Drexel  boasts  a  4095  share  of  the  mar- 
ket, Milken's  lawyers  will  likely  argue 
that  the  business  has  become  far  too 
large  for  one  man  to  control.  And  they 
may  claim  that  any  apparent  finagling  in 
Milken's  trading  is  in  fact  standard  pro- 
cedure when  one  is  making  markets  in 
securities  that  are  often  very  illiquid. 

As  a  harbinger  of  Giuliani's 
prowess  in  dealing  with  a  hostile 
target,  many  observers  are  close- 
ly watching  the  stock-manipula- 
tion trial  of  GAF  Corp.,  now  in  its 
early  stages  in  a  New  Y'ork 
courtroom.  The  only  Boesky-re- 
lated  case  so  far  to  go  to  trial,  it 
will  be  the  first  court  test  of  the 
quality  of  Giuliani's  evidence  and 
the  credibility  of  his  witnesses. 
Giuliani's  star  witness  will  be 
Boyd  L.  Jefferies,  former  head 
of  Jefferies  &  Co..  who  as  part 
of  a  plea  agreement  with  the 
government  has  implicated  sev- 
eral other  current  and  possible 
defendants.  GAF,  a  Drexel  client, 
is  being  defended  by  Arthur  Li- 
man,  former  counsel  to  the  con- 
gressional committee  that  probed 
the  Iran-contra  affair,  who  is 
also  representing  Milken. 

Criminal  stock  manipulation 
charges  can  be  very  difficult  to 
prove,  and  some  observers  be 
lieve  that  the  facts  of  the  GAF 
case  are  far  from  clear-cut.  If 
the  government  loses,  the  power- 
ful forward  momentum  of  Giu- 
liani's Wall  Street  probe  could  be 
slowed.  But  a  win  for  the  gov- 
ernment could  give  a  boost  to 
Giuliani's  swan  song  assault  on 
Milken  and  the  junk  market — 
which  in  turn  might  even  help 
land  him  in  City  Hall. 
By  Chris  Welles  in 
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MINDING  THE  KIDS  AT  CHAMPION  INTERNATIONAL:  BUSH  FACES  A  FIGHT  WITH  HILL  DEMOCRATS  OVER  WHO  WILL  FUND  DAY  CARE  CENTERS 


It] 

m  I 


NEEDED:  A  REPLACEMENT  FOR 
THE  BARGAINING  TABLE 


Labor  and  business  are  looking  to  Congress  and  the  courts 


Until  a  few  years  ago,  most  of  the 
nation's  work-related  problems 
got  resolved,  for  better  or  worse, 
by  Darwinian  struggles  between  labor 
and  management.  But  the  extraordinary 
decline  of  union  power  in  the  early  1980s 
left  an  enormous  vacuum  where  orga- 
nized labor  once  functioned  as  the  pat- 
tern-setter for  the  entire  economy  on 
wages,  benefits,  and 
working  conditions.  How 
to  fill  that  void  is  emerg- 
ing as  a  critical  question, 
even  as  President-elect 
George  Bush  on  Dec.  24 
named  Elizabeth  Hanford 
Dole  as  Labor  Secretary. 
Several  tough  employ- 
ment issues,  such  as  child 
care  and  the  minimum 
wage,  are  likely  to  force 
early  clashes  between 
Bush,  Dole,  and  a  Con- 
gress controlled  by  Dem- 
ocrats. 
But    these    skirmishes 


DOLE:  ORGANIZED  LABOR  IS 
LUKEWARM  OVER  BUSH'S  PICK 


will  only  be  forerunners  to  battles  over 
deeper  labor  problems  that  have  arisen 
because  of  organized  labor's  fading 
strength  and  demographic  changes  in 
the  work  force.  With  unions  represent- 
ing less  than  13%  of  the  private-industry 
work  force,  down  from  more  than  20%  in 
the  1970s,  more  and  more  nonunion  em- 
ployees are  looking  to  the  courts  for  pro- 
tection against  arbitrary 
management  decisions. 
"We're  tending  to  get 
judge-made  law  about 
employee  rights,  and  that 
creates  a  diversity  of 
standards  and  a  great 
deal  of  uncertainty  for 
business,"  says  David 
Lewin,  a  labor  expert  at 
Columbia  University. 
Meanwhile,  85%  of-  new 
workers  in  the  1990s  will 
be  Hispanics,  blacks,  and 
women.  This  trend,  cou- 
pled with  growing  labor 
shortages,  calls  for  mea- 


m  i 


11 


sures  to  educate  the  functionally  ill 
ate,  enable  women  with  young  chik 
to  keep  working,  and  increase  wo   j 
mobility. 

These  issues  would  make  a  formid  51 
agenda  for  any  President,  and  Bush 
indicated  he  wants  to  address  them, 
in  nominating  Dole,  the  President-e 
gave  mixed  signals  about  whether 
Labor  Dept.  would  play  a  leading  rok  5f 
former  Transportation  Secretary  an 
veteran  Washington   insider,   Dole 
political  skills  and  knows   how  to 
things  done.  And  unlike  President  F. 
gan's  first  Labor  Secretary,  Raymonc 
Donovan,  Dole  will  not  isolate  hen 
and  the  Administration  from  organi 
labor.  AFI^CIO  President  Lane  Kirkk  I 
gave  at  least  lukewarm  praise  to 
nomination. 

help  wanted.  But  Dole  got  a  reputat 
as  a  poor  administrator  at  Transpoi 
tion.   She   can't   escape   suspicion   tl 
Bush  named  her  largely  to  appease  1  I 
husband,  Republican  Senate  leader  B  P>i 
Dole,  whose  help  Bush  needs  on  the  H  "I1! 
Moreover,  Elizabeth  Dole  has  little  ex;  L'*; 
rience  in  collective  bargaining  and  h  * 
advanced  no  ideas  on  how  to  deal  w  ; 
the  new  labor  issues. 

Some  influential  business  executiv< 
however,  are  urging  the  Bush  Admin 
tration  to  take  a  more  aggressive  role 
developing  new  human-resource  polici 
in  education,  training,  and  worker  mob  : 
ity.  These  leaders  point  to  the  20  milli( 
Americans  who  are  classified  as  fun 


Ike 


IK 
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Ill  illiterates  and  to  the  expanding 
•rdass  in  urban  ghettos. 

^j<  Audrey  Freedman,  an  economist  at 
Conference  Board,  a  business  re- 
ch  group,  puts  it:  "We  haven't  been 
■ting  in  much  of  anything  in  the 
is,  and  certainly  not  in  our  people." 
iness  generally  applauded  Reagan's 
:y  of  avoiding  workplace  issues.  But 
jdman  sees  a  different  view  emerg- 
at  least  in  large  corporations  that 
e  themselves  on  their  human-re- 
rce  policies.  "They  are  saying  to 
h:  'Lead  us  away  from  national  self- 
less so  we  can  bring  the  economically 
uded  into  the  mainstream.'  " 
hat's  the  message  Freedman  got  re- 
try when  she  convened  a  nine-mem- 
panel  of  executives  and  academics  to 
ecast  employee-relations  trends  in 
9.  The  panel's  report,  the  11th  since 
8,  dramatically  illustrates  how  much 
labor-management     scene     has 

Jnged.  For  years  the  report  was 
ned  Labor  Outlook  and  focused  on 
ective  bargaining  in  the  coming  year. 
i  1989  version  is  called  Human  Re- 
:rces  Outlook  and  barely  mentions 
ons  or  next  year's  negotiations. 
ung  the  unemployed.  Even  without 
ons,  there's  no  dearth  of  labor  prob- 
is.  The  prospect  of  long-term  labor 

_>rtages   tops  the  corporate  agenda. 

iii(.ny  openings  for  skilled  workers  such 

II-  nurses  and  machinists  are  going  beg- 

!lg,  as  are  semi-skilled  clerical  posi- 
ns  that  demand  some  knowledge  of 

h  nputers.  Companies  also  say  they  are 

^ing  trouble  recruiting  young  workers 
•  entry-level  jobs,  es- 

;j(:ially  in  service  in- 

jStries.   Normally, 

f  sse  workers   are 

j-  to  24-year-olds 

i,io  have  no  formal 

,  lining    or    expeji- 

jj  ce.    Because    of 

j  n  birth  rates,  this 

]jol  is  157"  smaller 

\  an  in  1983.  Worse, 

jany   of   its    mem- 

Its  are  unemploy- 

>le  because  they 

jCk  basic  educa- 

,)n  and  train- 


j  Skeptics 
,iestion      how 
peply        business 
.ires    about    these 


,roblems.  "When  the 
ijxt  recession  comes,"  says  Sar  A. 
evitan,  an  economist  at  George 
/ashington  University,  "this  stuff 
^out  labor  shortages  and  manage- 
ment interest  in  training  is  going  to 
disappear. "  Perhaps,  but  right  now 
Dme  companies  are  wrestling  with  the 
eed  to  train  the  hard-core  unemployed 
nd  make  jobs  appealing  to  employable 


people  who  afn't  working.  In  the  pa  J, 
unions  played  a  Icej   role  in  making  jobs 

more  attractive  by  negotiating  new 
benefits  such  as  pensions  and  better 
working  conditions.  Nonunion  emplo 

then  followed  suit.  But  now  the  union 
push  is  missing. 

Bills  calling  for  a  higher  minimum 
wage,  child  care,  and  parental  leave  to 
make  jobs  more  appealing  to  young  par- 
ents are  set  to  be  introduced  early  in  the 
new  Congress.  To  increase  labor  mobil- 
ity, there's  also  talk  of  boosting  funding 
for  retraining  and  making  benefits  such 
as  pensions  transferable  from  one  em- 
ployer to  another.  But  the  budget  deficit 
likely  will  preclude  costly  new  programs. 
Making  matters  more  uncertain,  Bush 
and  congressional  Democrats  are  far 
apart  on  these  issues.  Bush  favors  giv- 
ing companies  tax  credits  to  set  up  child 
care  and  parental  leave  programs,  and 
he  wants  a  two-tier  minimum  wage  with 
a  lower  floor  for  teenage  workers.  Con- 
gressional Democrats  support  direct  fed- 
eral funding  of  child  care  centers,  legis- 
lation requiring  companies  to  offer 
parental  leave,  and  a  big  hike  in  the 
minimum  wage. 

Then  there's  the  scrap  over  health  in- 
surance. The  Democrats  and  organized 
labor  want  to  make  companies  provide 
health  insurance,  while  business  wants 
to    cut    soaring     health     care 


n- 


PRESSING  ISSUES 
IN  THE  WORKPLACE 

INCREASED  LABOR  SHORTAGES 
AND  AN  EXPANDING  UNDERCLASS... 

...are  generating  interest  in  re- 
forming education,  retraining 
workers,  and  writing  new  legisla- 
tion on  child  care,  parental  leave,  and 
the  minimum  wage 

THE  SKYROCKETING  COST  OF 
HEALTH  INSURANCE... 

...is  focusing  attention  on  how  to  halt 

the  rise  in  prices  charged  by  hospitals 

and  physicians 

A  GROWIHG  DIVERSITY  OF  LABOR  LAWS 
AND  COURT  RULINGS... 

...is  raising  a  host  of  issues  over  the  rights 

of  employees  and  employers,  privacy  in  the 

workplace,  and  systems  for  workers  to 

lodge  complaints 


costs.    Bu  ih    lean     toward    expai 
medicaid  coverage  to  per  on    without  in 
uranoe. 

Bj    far,   mo  t    b  . 

any  legislation  that  would  boo 

OStS.  Still,    oiiic  '  arc  call- 

ing for  the  government  to  lead  the 
ch  for  solutions.  The  Conference 
Board  panel  was  particularly  alarmed  by 
the  expanding  underclass.  While  school 
reform  is  vital  for  children,  adult  drop- 
outs need  massive  training  and  retrain- 
ing programs.  "Unless  means  can  be 
found  to  attract  them  into  the  labor  mar- 
ket," points  out  panel  member  Rex  D. 
Adams,  Mobil  Oil  Corp.'s  employee  rela- 
tions vice-president,  "you  will  have  con- 
tinued upward  pressure  on  wage  rates 
and  social  burdens  imposed  in  the  form 
of  mandated  benefits."  Gene  R.  Remoff, 
vice-president  for  human  resources  at 
ARA  Services  Inc.,  even  urges  new  taxes 
to  provide  for  "the  protection  and  devel- 
opment of  our  human  resources." 
new  deal.  As  unions  ebb  in  power,  law- 
makers also  are  beginning  to  pay  atten- 
tion to  a  nascent  employee  rights  move- 
ment involving  nonunion  workers  as 
well  as  union  members.  State  and  local 
laws  and  court  rulings  are  proliferating 
on  issues  such  as  whistle-blowing,  em- 
ployee firing,  and  privacy  issues.  Courts 
in  46  states  have  issued  rulings  that 
erode  the  old  employment-at-will  doc- 
trine, which  allowed  employers  to  fire 
workers  for  any  reason — or  no  reason. 
Says  Daniel  J.  B.  Mitchell,  a  labor  ex- 
pert at  the  University  of  California  at 
Los  Angeles:  "In  the  absence  of  union 
contracts,  we've  got 
to  find  a  new  way 
to  define  and  regu- 
late the  employer- 
employee  relationship." 
He  and  other  academics 
such  as  Columbia's 
Lewin  are  urging  pas- 
sage of  an  employee 
rights  law  to  set 
national  stan- 
dards for  an  im- 
plicit employment 
\\^^»  contract  between  man- 
agement and  workers. 
There  is  virtually  no 
chance  such  a 
law  will  be 
passed  dur- 
.  [\V  ing  the  Bush 
!y  Administra- 
tion. Until  a  new 
/\\y  contract  is  drawn 
up,  however,  heated 
debates  over  labor  is- 
sues will  resound  louder  and  louder 
in  the  courts,  state  legislatures,  and 
in  Congress. 

By  John  Hoerr  in  Sen    }'or:. 
Susan    B.     Garland    and    Douglas    A. 
Harbrecht  in  Washington 
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BAILOUTS  I 


IT'S  THE  END  OF  AN  ERA 

FOR  S&L  RESCUES— BUT  WHAT  AN  END 


Bailouts  worth  $6.8  billion  may  be  the  last  of  the  bank  board's  megadeals 


It  was  a  yearend  bailout  binge  of  un- 
precedented proportions.  In  the 
month  of  December  alone,  the  Feder- 
al Home  Loan  Bank  Board  rescued  three 
dozen  thrift  institutions,  capping  the 
spree  with  the  Dec.  28  announcement  of 
two  of  the  splashiest  deals  yet — pacts 
that  could  cost  taxpayers  about  $6.8  bil- 
lion. The  Robert  M.  Bass  Group  bought 
Stockton  (Calif.)-based  American  Sav- 
ings, the  nation's  largest  insolvent  sav- 
ings and  loan,  while  an  outfit  backed  by 
Revlon  Group  Inc.  Chairman  Ronald  0. 
Perelman  agreed  to  take  over  five  of 
Texas'  most  beleaguered  thrifts. 

That  brought  to  nearly  200  the  S&Ls 
the  FHLBB  rescued  in  1988.  But  the  binge 
may  be  over.  Tax  breaks  that  gave  the 
sickly  industry  some  allure  to  investors 
will  be  diluted  on  Jan.  1.  And  experts 
say  FHLBB  officials  have  no  idea  how  to 
cope  in  the  new  environment. 

The  end  of  tax  breaks  isn't  all  that 
will  affect  future  deals.  Both  Congress 


FHLBB  a  shadow  of  itself.  "The  Bank 
Board  has  been  the  greatest  institutional 
failure  in  recent  memory,"  says  a  Bush 
transition  adviser.  "It  must  be  made  ac- 
countable to  the  taxpayer." 
bullish.  The  megadeals  were  a  fitting 
end  to  the  latest  phase  of  the  thrift  cri- 
sis. Perelman's  investment  group  put  up 
only  $315  million  of  its  own  money,  and, 
in  return,  the  Federal  Savings  &  Loan 
Insurance  Corp.,  the  Bank  Board's  de- 
posit-insurance arm,  pledged  a  stunning 


MONFORT  FEDERAL  SAVINGS  IS  ONE  OF  THE  BANKS  PERELMAN'S  GROUP  TOOK  OVER  FOR  ONLY 
$315  MILLION— PLUS  $5  BILLION  IN  FEDERAL  AID.  THAT'S  THE  KIND  OF  DEAL  CONGRESS  MAY  BAN 


and  the  Treasury  Dept.  are  working  on 
huge  industrywide  rescue  plans  that 
would  lead  to  shuttering  sick  thrifts 
rather  than  propping  them  up.  In  addi- 
tion, Congress  may  clamp  down  on  what 
it  considers  sweetheart  deals  that  prom- 
ise investors  billions  in  government  aid 
but  require  only  modest  investments.  In- 
deed, one  Treasury  proposal  to  revamp 
thrift-industry  regulation  could  leave  the 


$5.1  billion  in  aid  for  the  Texas  institu- 
tions. Perelman's  group  plans  to  consoli- 
date S&Ls — First  Texas  Savings  Assn. 
and  Monfort  Federal  Savings  in  Dallas, 
Gibraltar  Savings  Assn.  and  Home  Sav- 
ings &  Loan  in  Houston,  and  the  Killeen 
(Tex.)  S&L. 

The  thrifts,  which  will  have  combined 
assets  of  $12.2  billion,  will  be  called  First 
Texas  Bank  and  will  be  run  by  Gerald  J. 


IIIOIUSI: 


Ford,  a  Texas  thrift  executive, 
goal  is  to  be  the  preeminent  fin 
institution  in  Texas,"  says  a  b 
Ford.  "We  have  a  tremendous  fran 
a  core  base  of  800,000  accounts." 
says  that  Perelman  will  just  "watc 
investment"  and  stay  out  of  operat 

The  true  cost  of  the  Texas  deal 
be  known  for  years.  Ford  says  tha 
bidders  saw  only  publicly  available 
and  don't  know  how  big  the  losses 
be.  The  total  won't  be  known  until 
loans  are  worked  off  the  books. 

The  Texas  deal  was  completed  q 
ly — in  four  months — in  comparison 
the  Bass  transaction,  which  dragge 
for  over  a  year.  The  Bass  group  fi 
wound  up  with  a  promise  of  $1.7  bi 
in  FSLIC  aid  and  will  inject  $500  mi 
into  American  Savings,  which  has  $ 
billion  in  assets. 

Both  Perelman  and  Bass  will  be 
from  multimillion-dollar  tax  benefits 
source  close  to  the  negotiations  said 
tax  breaks  "were  a  substantial  inc 
tive"   for  Perelman.   Until  Jan.    1, 
quirers  can  use  losses  from  ailing  thr. 
to  offset  tax  bills.   But  those  bene 
will  be  cut  in  half  in  1989.  Even  n 
FSLIC  is  requiring  First  Texas  to 
back  30%  of  its  tax  savings.  Further 
ductions  in  tax  breaks  should  dam 
the  enthusiasm  of  future  investors,  a| 
Bank  Board  officials  aren't  sure  wh 
they  will  go  from  here.  The  entire  Sou 
west  Plan,  as  the  agency's  scheme 
cleaning  up  Texas  S&Ls  is  known,  is  n 
under  review  and  may  be  put  on  hole 

Some  onlookers  think  that's  just  fii 
They  worry  that  nonthrift  investc 
such  as  Perelman  and  Bass  may 
S&Ls  for  the  kinds  of  risky  business 
that  plunged  much  of  the  thrift  indust 
into  its  current  crisis.  "The  Bank  Boa 
now  has  to  make  the  freebooters  co 
form  to  a  regulated  system,"  sa 
Washington  thrift  attorney  Douglas 
Faucette.  "That  was  where  the  agen< 
met  its  Waterloo  the  last  time  around 

REGULATORY  CHANGE.  To  avoid  anotb 

Waterloo,  the  new  Administration  is  e 
pected  to  announce  an  FSLIC  bailout  pla  E 
soon  after  Inauguration  Day.  With  tl  i, 
industry  $50  billion  to  $100  billion  in  tl  [ 
hole,  the  federal  government  is  unlikel  | 
to  write  a  multibillion-dollar  check  t 
FSLIC  without  exacting  some  regulator 
changes.  One  proposal  to  create  a  ne\ , 
Treasury  unit  to  oversee  S&Ls  woul  . 
vastly  reduce  the  Bank  Board's  role. 

In  any  case,  new  approaches  to  soh 
ing  the  S&L  mess  are  all  but  inevitable 
The  period  of  splashy  bailouts  may  b  r 
ending,  but  dealmakers  Perelman  an<  ,' 
Bass  have  ended  the  era  with  a  bang. 

By  Catherine  Yang  in  Washington,  witi 
Leah  Nathans  in  New  York  and  Todd  Voge* 
in  Houston 
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LING  I 


RS  ROBUST:  CREDIT  EXTENSIONS  AND  A  TV  BLITZ  HELPED  THE  CHAIN  TO  A  BANNER  SEASON 


r. 


"WAS  THE  DAY  BEFORE  CHRISTMAS, 
ND  ALL  THROUGH  THE  MALL  . . . 


Busy  shoppers  averted  a  fourth-quarter  pall 


J 

■ 


arold  E.  Sells  is  all  smiles  now. 
But  on  the  day  before  Christmas, 
he  had  an  attack  of  the  jitters. 

;  chairman  of  F.  W.  Woolworth  Co. 

nt  his  Saturday  cruising  New  Jersey 

pping  malls  to  gauge  the  strength  of 
last-minute  shopping  rush.  Much  to 

alarm,  the  parking  lots  did  not  seem 
usually  crowded. 

Once  inside  some  stores,  he  figured 
t  why.  "I  noticed  that  most  of  the 
stomers  were  lined  up  at  the  regis- 
■s,"  he  says.  "That  tells  me  that  on  the 
■t  day,  people  don't  waste  time  looking 

comparing.  They  know  what  they 
int,  they  go  in  and  out  in  a  hurry,  and 
3y  don't  linger  in  the  parking  lot." 
Enough  people  showed  up  on  the  final 
B-Christmas  shopping  days  to  make 
iny  merchants  happy. 
Iter  a  strong  start  over 
lanksgiving  weekend, 
en  a  slow  spell  in  De- 
mber's  first  half,  retail- 
s  ended  the  season 
ith  a  hang.  They  wen' 
Iped  by  an  extra  two 
lopping  days  between 
lanksgiving  and  Christ- 

as  over  last  year.  Says 

acj  Ruchlamer,  retail 
lalyst  for  Shearson 
eh  man   Brothers   Inc.: 

\11  in  all,  it  looks  like  it 
U  a  good  Christinas." 


HOW  SANTA  TREATED 
THE  BIG  RETAILERS 

Nominal  percentage  increase  in 
Christmas  sales  for  stores  open 
more  than  a  year 


OIUARD 


KMART 


R.H.  MACY 


SEARS 


WAL-MART 


F.W.  WOOLWORTH 


DATA  COMPANY  REPORTS.  SHEARSON 
LEHMAN  BROTHERS  ESTIMATES 


While  the  industry's  nominal  sales 
gains  probably  ended  up  in  the  6%-to-T'' 
range,  some  companies  turned  in  sur- 
prisingly strong  numbers.  Dillard  De- 
partment Stores  Inc.'s  total  sales  were 
up  an  estimated  157<,  and  its  sales  for 
stores  open  more  than  a  year  rose  995 
(table).  Woolworth's  total  sales  surged 
around  13%,  and  its  same-store  sales 
shot  up  T'< .  Sales  for  Tiffany  &  Co.,  the 
prestigious  jewelry  store  chain,  jumped 
247<  for  November  and  December  over  a 
year  ago.  And  Sears  Roebuck  &  Co., 
which  boosted  credit  limits  for  card-car- 
rying customers  and  saturated  the  tele- 
vision airwaves  with  27  commercials  that 
ran  950  times,  had  one  of  its  best  Christ- 
mases  in  recent  memory:  a  6%  increase 
in  total  sales  and  a  4r'<  gain  in  same- 
store  sales,  according  to 
analyst  estimates. 
kneaded  dough.  Some 
catalog  merchants  were 
especially  pleased.  Wil- 
liams-Sonoma Inc.,  which 
sells  high-quality  kitchen- 
ware,  says  its  catalog 
sales  rose  in  the  high 
teens,  thanks  to  such 
popular  items  as  a  $299 
automatic  breadmaker 
that  mixes,  kneads,  and 
hakes  fresh  bread  in  four 
hours.  Spiegel  Inc.  had 
anticipated  an  8     rise  in 


9% 


10 


■    December  catalog  ales,  but  the  Anal 
tally  was  do  •'•'•  to  14%.  One  reason 
Spiegel   Presidenl   .John   Shea,   is   that 
"we're  comparing   again  I  reak 

1987    ale      Bui  a  heavily  rev.  i 

log    al80    helped      Alter    woilifl, 

wear  sales  hit  a  Blump  earlier  in  the 
year,  Spiegel  Bhifted   i\   pag< 

Christ  mas  book  away  from  thai  cati 

ry  and  devoted  them  to  intimate  apparel, 
jories,  and  career  wear— especially 
dresses.  Not  surprisingly,  those  are  the 
items  that  moved. 

Retailers  generally  played  it  safe — 
and  it  paid  off.  They  kept  invent' 
reasonably  lean,  and  they  stuck  mainly 
to  planned  promotions.  Most  holiday 
markdowns  were  premeditated,  not  the 
result  of  panic  drives  to  clear  out  goods. 
That  should  bode  well  for  fourth-quarter 
profits.  Says  Mark  S.  Handler,  president 
of  R.  H.  Macy  &  Co.,  which  owns  147 
department  stores  coast  to  coast:  "We 
should  show  some  nice  margin  improve- 
ment this  December." 

Because  many  retailers  managed  in- 
ventories well,  consumers  combing  the 
aisles  for  post-Christmas  bargains  may 
find  slim  pickings.  Don't  expect,  for  ex- 
ample, to  grab  many  more  of  those 
$39.99  hand-knit  sweaters  at  Dress  Barn 
Inc.  Shoppers  "did  a  very  good  job  clean- 
ing us  out,  and  we're  very  happy,"  says 
Burt  Steinberg,  senior  vice-president  and 
general  merchandise  manager  of  the 
350-store  women's  wear  chain. 
mutt  GLUT.  Other  hot  items  included  fra- 
grances, big-screen  televisions,  specialty 
electronic  items  such  as  sneaker-shaped 
telephones,  and  scarves,  scarves, 
scarves.  Leather  was  a  hit,  too:  "We  just 
blew  leather  coats  and  jackets  out  of 
here,"  says  Richard  F.  Van  Pelt,  chief 
executive  officer  of  Jordan  Marsh  Co. 
The  Boston-based  department  store 
chain  also  scored  a  triumph  with  "Cen- 
ter Stage,"  an  in-store  studio  that  al- 
lowed customers  to  make  music  videos 
starring  themselves  for  $30  a  pop.  But  a 
second  video  venture  that  let  shoppers 
tape  their  holiday  greetings  to  friends 
and  relatives  flopped. 

A  number  of  retailers  continued  to  use 
a  lure  started  by  Dayton  Hudson  De- 
partment Stores  Co.  in  1985:  offering  a 
bargain  on  a  stuffed  animal  with  a  mini- 
mum purchase  of  around  $50.  But  the 
promotion  appears  to  be  wearing  thin. 
Last  year,  Macy's  sold  out  of  650,000 
Snoopy  dolls  in  about  three  weeks.  This 
year  the  company  had  the  same  number 
of  dolls  on  hand,  but  a  few  still  remain. 
"We  probably  won't  repeat  it."  Handler 
says.  With  a  decent  Christmas  under 
their  belts,  he  and  his  fellow  retailers 
can  rest  easy  before  they  start  worrying 
about  what  to  do  instead. 

By  Ann/  Dunkin  in  New  York,  with  Mi- 
chael Oneal  in  Chicago.  Cone  Brown  in 
Boston,  and  bureau 
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RESEARCH  I 


WILL  THE  RESULTS 

BE  AS  HOT  AS  THE  RUMORS? 


New  claims  of  room-temperature  superconductors  get  a  cool  response 


In  1986,  when  IBM  scientists  discov- 
ered the  first  "high-temperature"  su- 
perconductors, they  ignited  new  hope 
that  it  might  be  possible  to  develop  ma- 
terials that  could  conduct  electricity  with 
no  resistance  at  room  temperature.  Since 
then,  scientists'  claims  of  finding  that 
Holy  Grail  have  periodically  hit  the  head- 
lines, only  to  sink  into  obscurity  when 
other  researchers  couldn't  reproduce 
their  results. 

Now  it's  happening  again.  In  Decem- 
ber rumors  ricocheted  among  physicists 
that  two  scientists — both  working  quiet- 
ly outside  the  mainstream — had  identi- 
fied materials  that  were  superconduct- 
ing at  room  temperature. 
SERIOUS  SCRUTINY.  Not  surprisingly, 
many  veteran  superconductor  research- 
ers are  skeptical.  But  a  handful  of  ex- 
perts who  have  seen  experimental  re- 
sults are  taking  the  reports  seriously. 
Magnetic  Power  Inc.,  a  startup  in  Sebas- 
topol,  Calif.,  has  already  undertaken 
commercial  development  of  one  material. 
And  James  B.  Intrater,  a  vice-president 
at  Advanced  Technology  Inc.  in  Pali- 
sades Park,  N.  J.,  is  convinced 
that  the  findings  are  so  important 
that  he's  praising  them  to  anyone 
who  will  listen.  Says  Intrater: 
"Each  researcher  presents  strong 
evidence  for  room-temperature 
materials." 

The  potential  of  room-tempera- 
ture superconductivity  is  so  vast 
that  it's  easy  to  get  excited.  Me- 
tallic superconductors  were  first 
identified  in  1911,  but  until  IBM's 
discovery  of  superconducting  cop- 
per-oxide ceramics  (box),  all 
known  superconductors  had  to  be 
cooled  to  a  frigid  -419F.  That 
made  them  impractical  for  all  but 
esoteric  uses.  Some  new  ceramic 
materials  superconduct  at  -284F, 
the  temperature  of  inexpensive 
liquid  nitrogen,  and  thus  are  suit- 
able for  such  applications  as  high- 
speed computer  circuits.  But  a 
true  room-temperature  supercon- 
ductor could  transform  almost  ev- 
ery aspect  of  electrical-power 
generation  and  storage,  as  well 
as  hundreds  of  everyday  electric 
devices  from  motors  to  ordinary 
computer  chips. 
Physicist    Ronald    Bourgoin 


claims  that  his  eight  years  of  research 
have  yielded  a  superconductor  that 
works  at  a  balmy  76F.  While  other  scien- 
tists were  concentrating  on  ceramic  su- 
perconductors, Bourgoin  pursued  an  old- 
er idea  that  superthin  filaments  of 
metallic  bismuth  would  become  super- 
conducting at  room  temperature.  The  no- 


The  potential  breakthroughs 

come  from  two  scientists 

outside  the  mainstream.  Now 

their  work  must  be  verified 


tion  dates  back  almost  20  years  to  Rob- 
ert L.  Carroll,  who  was  Burgoin's 
physics  professor  at  Baptist  College  in 
Charleston,  S.  C.  The  problem  was  find- 
ing a  way  to  make  the  filaments.  Now 
Bourgoin  says  he  has  succeeded  and 
that  he  recently  pumped  an  incredible  30 
amps  of  current  through  filaments  that 


MILESTONES  IN 
SUPERCONDUCTIVITY 


+  76F 

December,  1 988 

Several  researchers  claim  to  have 
materials  that  exhibit  superconductivity 
at  room  temperatures 


-28F 

1987-88 

Numerous  researchers  report 
superconductivity  at  temperatures 
of  the  conventional  freezer 


are  only   1,000  angstroms — or 
oms — in  diameter. 

"We  see  so  far  no  other  explai 
that  explains  the  passage  of  ci 
through  filaments  this  fine  except 
conductivity,"  says  Mark  K.  Goldes 
of  Magnetic  Power.  The  California 
pany  has  hired  Carroll  as  a  cons 
and  has  licensed  his  1972  patent  f 
ing  superconducting  filaments  to 
thermoelectric  devices.  Magnetic  P 
also  plans  to  have  Bourgoin's  work 
fied.  If  it  holds  up,  Goldes  says  the 
pany  will  try  to  develop  the  materi 
cooling  systems  in  refrigerators  an 
conditioners.  Such  an  invention 
have  an  enormous  market  as  a  rep 
ment  for  conventional  gas-cooling 
terns,  which  have  been  blamed  for 
ing  the  ozone  layer  of  the  ea 
atmosphere. 

crystal  vision.  The  other  pote 
breakthrough  has  also  been  under  d< 
opment  for  many  years.  Fred  W. 
diek,  a  researcher  at  Wright  Patte 
Air  Force  Base,  has  spent  seven  y 
producing  what  he  says  are  crystal 
titanium    boride    that   superconduct] 
room  temperatures.  Using  a  proces; 
refuses  to  describe,  Vahldiek  insists 
materials  meet  all  the  tests  that  defir 
superconductor,  such  as  repelling  a  n 
netic  field.  Japanese  and  Soviet  sc 
tists  are  said  to  be  experimenting 
similar  crystals. 

Both  Vahldiek  and  Bourgoin  have 
culated  their  results  to  certain 
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-452F 

1911 

Scientists  first  note 
superconductivity 


&& 


-284F 

February,  1987 

Superconductivity  noted 
at  the  temperature 
of  liquid  nitrogen 


-419F 

1973 

Superconductivity 
in  niobium  alloys 


-     -  406  F 

January,  1986 

IBM  scientists  observe 
superconductivity 
in  a  copper  oxide 
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leagues,  some  of  whom  are  t<  band; 
ing  the  materials.  Other  scienti  H  - 
are  reviewing  a  draft  version  o  pie 
scientific  paper  by  Bourgoin.  I  the  Noi 
that  isn't  nearly  enough  evidei 
for  mainstream  researchers.  "1  Met 
suspicious  of  these  claims,"     I  Is 
clares  Brian  B.  Schwartz,  direc  m  i 
of  the  American  Physical  Socic-  .  Sis 
in  New  York.  He  points  out  tl  p  g 
materials  might  exhibit  what  ;  Rk  and 
pear  to  be  superconducting  pre 
erties  for  other  reasons,  so  duj 
eating  the  work  in  different  la  lout 
is  essential.  "If  it  can't  be  eas   Dec.  2 
duplicated,"    he    cautions,    "th 
it's  not  real  superconductivity."  ' 

There's  reason  to  insist  on  sc-  I H 
ing  before  believing  when  a  r  I 
search  effort  has  been  plagued  1 
unsubstantiated   claims   for 
years.   But  as  verified  temper 
tures  push   steadily   higher,   tl 
possibility    of   developing    roor  itw 
temperature     superconductoi 
seems   ever   more   reasonabl 
Nonetheless,  until  these  remarl 
able  claims  are  reproduced  in  se 
eral  laboratories,  they're  still  ju^ 
the  stuff  of  dreams. 

By  Emily  T.  Smith  in  New  Yori 
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■  OVERS! 


HY  HENRY  SCHACHT  IS  WATCHING 

IS  REARVIEW  MIRROR 


ain's  I  lanson  has  an  8%  stake  in  Cummins.  Is  it  just  'an  investment'? 


;  n  an  era  when  when  U.  S.  executives 

Ai&re  regularly  criticized  for  chasing 

short-term   gains,   Cummins   Engine 

i airman  Henry  B.  Schacht  stands  tall 
a  manager  for  the  long  haul.  By  in- 
iting  in  projects  with  low  current  re- 
ns  and  slashing  prices  by  20'''  to  40'  < 
1!'84,  Schacht  stalled  foreign  competi- 
while  holding  Cummins'  50'<  share 
the  North  American  market  for  en- 
es  of  large  over-the-road  trucks 
vV   -Oct.  17). 

All   this   has   made   Schacht   notable 
mug  U.S.  manufacturing  executives. 
,l1t|it  his  strategy  has  exacted  a  price: 
;  tin 'ratic    earnings    have    hurt    Cummins 
k  and  left  investors  waiting  to  see  if 
cuts  can  catch  up  with  price  cuts. 
Now,  it  seems,  Schacht  could  be  run- 
out of  time.  Britain's  Hanson  PLC 
asi).  Dec.  23  revealed  that  it  had  picked  up 
tjuji  8.39!  stake  in  Cummins,  based  in  Co- 
mbus,    Ind.,    for    about    $45    million. 
.    hile   Hanson  said  it  has  no  plans  to 
rj't'k  control,  Wall  Street  traders  jumped 
the  prospeel  of  a  new  takeover  play. 
ran    after   a    post-Christinas    pullback, 
innis  had  jumped  about  $1  1  a  share, 
i,  l.\  Dec.  28. 

-OW-GROWERS.  Fueling  that  rise  is 
anson  Chairman  Lord  Hanson's  ivpu 
ition  as  a  bare-knuckles  corporate  raid- 
■  Uong  with  boyhood  chum  Sir  Cordon 
'lute,  who  runs  U.S.  operations,  he  has 
1  London  based  Hanson  into  a  profit- 
ble  $13.3  billion  Anglo  American  empire 
(Ding  everything  from  tobacvo  to  type- 


writers. The  secret  to  their  success?  Sav- 
vy dealmaking  and  brutal  cost  controls. 

Hanson  is  always  on  the  lookout  for 
new  acquisitions,  too,  because  many  of 
its  businesses,  such  as  brickmaking  and 
cigarettes,  are  slow-growers.  Without 
adding  new  operations,  it  can't  keep 
boosting  earnings  per  share  by  2995  an- 
nually as  it  has  since  1984.  Mindful  of 
that,  Hanson  has  hoarded  $2  billion  in 
cash  and  is  seeking  shareholder  approval 
to  raise  its  borrowing  limit  to  $19.8  bil- 
lion from  $11.7  billion. 

The  problem  with  Cummins  is  that  it 
doesn't  seem  to  fit  the  Hanson  pattern. 
For  one  thing,  with  a  market  value  of 


only  $(iK4  million,  "Cummin     would  b<- 
mall  fry    for    Han  on,  '    t,: 
Mark  Shepperd  of  i  r,    Phillip    &  l < 
a  British  brokerage  ftrm   And  although 
Han  on   pref<  r    mature  b 
usually  shuns  companiet  such 
mina  thai  face    nir  competition  and  re 
quire  large  investments  in  technology. 
Moreover,   Hanson   likes  to  sell  big 

chunks    of   its    now    addition-,    to    r], 

purchase  costs.  It  bought  .-cm  for 
million,  sold  much  of  the  company  for 
billion,  and  kept  profitable  business- 
es, including  its  typewriter  unit.  Cum- 
mins has  few  nonengine  assets  to  sell. 
deterrence.  So  for  Hanson,  Cummins 
may  only  be  a  stock  play.  That  wouldn't 
be  unusual  for  Hanson,  which  holds 
stakes  of  more  than  10';  in  five  other 
public  companies  it  hasn't  tried  to  take 
over.  "We  regard  our  holding  as  an  in- 
vestment," insists  Hanson  Vice-Chair- 
man Martin  G.  Taylor.  But  if  Hanson 
turns  raider,  Cummins  won't  be  rousted 
easily.  Vows  Schacht:  "We  intend  to  re- 
main a  strong,  independent  company.'' 

Ironically,  the  biggest  deterrent  to 
Hanson — or  other  raiders — is  Cummins' 
shaky  profitability.  In  the  first  nine 
months  of  1988,  sales  surged  21%,  but 
Cummins  lost  $8.4  million.  It  made  an 
$18.3  million  profit  in  the  comparable 
stretch  a  year  earlier.  And  despite  re- 
cent strong  demand  for  engines,  Cum- 
mins expects  in  the  fourth  quarter  only 
to  break  even  on  operations.  The  compa- 
ny on  Dec.  21  announced  that  it  will  take 
a  $50  million  write-down  on  unprofitable 
assets.  And  in  1989  the  cyclical  heavy- 
truck  business  could  take  a  turn  south. 

None  of  this  means  that  Schacht  can 
breathe  easy.  At  the  very  least,  the  Han- 
son investment  has  focused  attention  on 
Cummins'  unfulfilled  prospects  and  its 
vulnerability.  So  for  the  manager  who 
for  years  has  preached  patience,  the 
clock  is  ticking  more  loudly. 

By  James  E.  Ellis  in  Chicago,  with  Rich- 
ard A.  Melcher  in  London 


TAKEOVERS  I 


THE  PLAYBOY  AND  THE  'TEDDY  BEAR' 
TAKING  AIM  AT  DEL  WEBB 


Sheinbaum  and  Brumlik  make  an  odd  pair — but  they  may  be  dangerous 


u 


n    Sheinbaum    and    Donald    C. 

Brumlik    are    an    unlikely    pair. 

Sheinbaum,  an  Israeli  immigrant 
who  made  a  fortune  out  of  selling  femi- 
nine hygiene  products,  is  a  natty  bache- 
lor who  thrives  on  the  nightlife  in  Bever- 
ly Hills.  Brumlik,  a  brilliant  dealmaker, 
is  a  low-profile  pipe  smoker  described  by 
one  friend  as  "a  teddy  bear."  But  when 
it  cnnics  to  building  a  real  estate  empire. 


they're  of  one  mind.  Three  years  ago 
they  banded  together  and  rescued  Cal- 
mark  Financial  Corp..  a  $200  million  Los 
Angeles-based  developer  and  syndicator, 

from  fiscal  disaster.  Now  they  seem 
poised  for  a  hostile  takeover  of  Del 
Webb  Corp..  the  Arizona  retirement 
community  developer. 

Sheinbaum  and  Brumlik  aire  nothing  if 
not  ambitious.  Even  before  bidding  - 
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million  on  Dec.  27  for  Del  Webb,  Cal- 
mark  had  been  on  a  buying  spree.  Late 
in  1987  it  paid  $60  million  for  hotels  once 
owned  by  Ivan  F.  Boesky.  Calmark  Fi- 
nancial is  also  negotiating  with  the  city 
of  Los  Angeles  to  put  up  a  $350  million 
hotel,  the  city's  largest,  near  the  conven- 
tion center. 

Their  bread  and  butter,  however,  is  a 
far  humbler  project — and  right  up  Del 
Webb's  alley:  apartments  for  senior  citi- 
zens. Calmark  already  owns  23  such 
apartments  in  California  and  Nevada, 
and  it  plans  to  put  up  1,200  to  1,400  more 
units  for  "active  seniors." 

With  Del  Webb  they'd  get  retirement 
developments  near  Las  Vegas,  Tucson, 
and  Phoenix.  But  they'd  also  get  a  com- 
pany with  problems.  Webb  lost  $96  mil- 
lion in  1987  and  is  expected  to  lose  about 
$10  million  this  year.  It's  shedding  its 
recreational  and  casino  operations.  And 
one  local  lender  who  considered  a  pass 
at  Del  Webb  says  the  cash  flow  from 
the  retirement  communities  isn't  enough 
to  fund  the  type  of  highly  leveraged  deal 
that  Calmark  usually  attempts. 
money  magnets.  But  Brumlik  sounds 
sure  of  himself.  "We  want  a  bigger 
share  of  the  senior  citizen  housing  mar- 
ket," he  says.  "It's  a  straight  real  estate- 
based  deal."  And  there  are  apparently 
some  in  the  stock  market  who  agree 
that  it  can  be  done:  Webb  shares  had 
been  trading  at  about  13  before  the  of- 
fer and  later  moved  up  above  15. 

Earlier  deals  may  have  left  the  pri- 
vately held  Calmark  deeply  in  debt.  "I 
doubt  if  they  can  get  the  financing," 
says  one  housing  company  executive 
who  did  a  deal  with  Calmark.  Still, 
Sheinbaum  and  Brumlik  have  always 
come  through  in  the  past.  "They  have  an 
amazing  ability  to  attract  money,"  says 
one  former  associate.  They  have  a  Japa- 
nese partner  for  a  Ritz-Carlton  hotel 
they're  building  in  La  Jolla,  and  Ohbaya- 
shi  America  Corp.  was  tapped  for  the 
convention  center  hotel. 

Along  with  the  dough,  Calmark  will 
have  to  attract  some  takeover  savvy, 
since  Webb  is  expected  to  fight  the  $17- 
per-share  proposal.  Webb  Chairman  Phil- 
ip J.  Dion  brushed  off  a  friendly  ap- 
proach by  Calmark  earlier  in  December. 
Last  July,  Dion  instituted  a  poison  pill — 
at  about  the  time  he  rejected  an  over- 
ture from  investor  group  ESA  Asso- 
ciates, which  owns  3%  of  Del  Webb  and 
has  joined  forces  with  Calmark  in  this 
deal. 

"We're  not  unfriendly  guys,"  says 
Brumlik,  who  has  never  waged  a  hostile 
takeover.  "We  hope  it  doesn't  turn  un- 
friendly." But  if  it  does,  the  teddy  bear 
and  the  Israeli  playboy  are  ready  to  take 
off  their  gloves  and  fight. 

By  Teresa  Carson  in  Los  Angeles 


RAIDERS  I 


HAROLD  SIMMONS  IS  COMING  OUT 
TO  PLAY  AGAIN 


The  Dallas  raider  is  back — with  lots  of  fresh  cash  in  his  pockets 


Tennis  buff  Harold  C.  Simmons  won 
exactly  five  of  his  200-odd  matches 
in  1988  against  his  regular  oppo- 
nent, a  club  professional.  "That's  the 
law  of  averages,"  Simmons,  57,  says. 
But  the  Dallas  raider  turned  conglomer- 
ateur  won't  consider  finding  a  different 
partner.  "I  go  out  to  improve  my  game." 
Watch  out,  entrenched  CEOs.  After  a 
two-year  hiatus,  Simmons  is  about  to  re- 
vive his  skills  on  the  corporate  takeover 
court.  The  last  time  out,   in   1986,  he 


hole  in  Simmons'  pocket.  "We're 
position  this  year  to  make  a  major  ; 
sition,"  he  says.  "We're  looking  for 
panies  that  are  doing  well  but 
stocks  are  not  because  the  indust 
out  of  favor."  Such  as?  "Steel,  co 
aluminum,  chemicals."  And  how  lo 
the  list?  "Six  companies." 

But  Lockheed  Corp.  isn't  one  of  t| 
Simmons    insists.    Although    he 
bought  a  375,000-share  stake  in  th 
fense  contractor,  he  says  he's  mer 
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SIMMONS:  IT  TOOK  HIM  TWO  YEARS  TO  MAKE  HIS  TAKEOVER  OF  NL  INDUSTRIES  PAY  OFF 


capped  a  four-year  flurry  of  hostile 
deals  by  taking  control  of  NL  Industries 
Inc.  Simmons  prevailed  by  deliberately 
triggering  NL's  poison  pill,  then  defeat- 
ing the  antitakeover  measure  in  court. 
passive  investor?  Until  last  month, 
Simmons  had  been  bogged  down  in  un- 
tangling the  resulting  mess.  Outside  di- 
rectors had  repeatedly  spurned  offers  by 
Simmons'  holding  company,  Valhi  Inc., 
to  buy  the  remaining  NL  shares.  Mineral 
leases  contained  covenants  that  made  it 
difficult  to  split  up  the  company,  and 
preferred  stock  prohibited  Simmons 
from  borrowing  against  NL.  But  Sim- 
mons finally  hit  on  a  plan  that  other 
shareholders  could  swallow.  On  Dec.  22 
they  voted  to  spin  off  oil-field  services  to 
freestanding  Baroid  Corp.  Simmons  will 
get  66'/'  of  NL  Chemicals — and  the  ability 
to  use  its  assets  to  borrow  up  to  $1 
billion. 
The  new  bankroll  is  already  burning  a 


passive    investor.    Taking    no    chancj 
however,   Lockheed   directors   quiet 
toughened  its  poison  pill  defense. 

Lockheed  clearly  does   not  reseml 
the  typical  Simmons  target.  He  prefe 
low-tech   companies.   Valhi   holds   intd 
ests  in  sugar  refining,  plywood,  har] 
ware,  fast  food,  and  chemicals.  A  Loc 
heed  bid  by  Simmons  might  also 
objections   from   the   Defense   Depfc 
which  can  prevent  acquisitions  of  maj<| 
contractors.  Simmons  has  already  hs 
run-ins  with  the  Labor  Dept.  for  enlis 
ing  pension  funds  under  his  control 
takeover  allies.  And  the  Securities  &  I 
change  Commission  is  investigating  Vg 
hi's  purchases  of  NL  stock. 

Simmons  isn't  identifying  his  targe 
yet,  but  he  likes  Inland,  Armco,  and  Ns 
tional  Intergroup  among  steelmakers 
and  Phelps  Dodge,  Asarco,  and  Amax  ij 
basic  metals.  Among  chemical  compa 
nies,  he  thinks  Aristech,  Vista,  and 
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ONLY  ONE  US. 

AIR  EXPRESS 

COMPANY  HAS 

DING  RIGHTS 

IN  THIS  SPOT. 


For  the  greatest  control  of  your  shipment  to  Japan,  use  the  only  air  exp: 
company  that  actually  flies  there.  Federal  Express  was  awarded  exclusive  air 
express  landing  rights  by  the  U.S.  Government  on  the  basis  of  their  excellent 
track  record,  capability  and  expertise. 

If  you  want  your  package  to  land  in  "The  Land  of 
The  Rising  Sun,"orinanyof  over  100  other  countries 
worldwide,  take  off  with  Federal  Express. 

WORLDWIDE  SERVICE  FROM  FEDERAL  EXPRESS. 


mont  are  bargains.  There  are  plenty  of 
others  in  the  same  group,  notes  Oppen- 
heimer  &  Co.  analyst  Charles  Rose. 
"They're  all  undervalued,"  he  says. 

Simmons  expects  to  make  his  move  in 
the  first  quarter  and  is  predicting  a  con- 
tinuing takeover  boom  in  1989  that  he 
says  will  help  propel  the  Dow  Jones  in- 
dustrial average  toward  3000.  Simmons 
figures,  however,  that  more  often  buy- 
ers will  be  corporations  rather  than  raid- 
ers, who  he  says  will  be  scrambling  for 
funds  in  the  wake  of  Drexel's  travails 
(page  34).  Simmons  doesn't  care  if  he 
captures  his  targets  or  chases  them  into 
the  arms  of  white  knights.  However,  he 


says,  he's  a  good  corporate  parent. 
"There's  no  one  they  ought  to  be  more 
comfortable  with  than  me,"  he  boasts. 
"I'd  love  for  management  to  stay  on." 

Maybe.  But  Simmons  also  demands 
outstanding  results  from  his  invest- 
ments. When  the  Labor  Dept.  began 
looking  into  his  use  of  his  companies' 
pension  fund  money,  he  turned  the  port- 
folio over  to  a  professional  fund  manag- 
er. Dismayed  at  the  manager's  perfor- 
mance in  1987,  Simmons  took  over  again 
in  1988.  As  the  year  drew  to  a  close,  the 
$110  million  fund  was  ahead  more  than 
40%.  So  much  for  the  law  of  averages. 
By  Todd  Mason  in  Dallas 


THE  ENVIRONMENT! 


THE  TOXIC  MORASS 
IN  DENVER'S  BACKYARD 


The  Army  and  Shell  Oil  say  they'll  clean  it — but  how  well  and  when? 


In  the  seven  years  that  Stephanie  L. 
Izzo  has  lived  next  to  the  Rocky 
Mountain  Arsenal,  she  has  suffered 
four  miscarriages,  chronic  nausea,  diar- 
rhea, dizziness,  and  nosebleeds. 

At  the  same  time,  the  dogs  in  her 
Pitter  Patter  Hounds  kennel  have  lost 
all  but  two  litters.  Izzo  claims  that  local 
pets  have  died  mysteriously,  and  one 
neighbor  just  lost  three  horses.  Toxins 
from  the  arsenal,  a  one-time  nerve-gas 
and  pesticide  plant  near  Denver,  "are 
contaminating  our  ground  and  our  water 
supply,"  she  charges.  "If  they  can  drop 
a  horse,  what  are  they  doing  to  us?" 
QUAGMIRE.  That  question 
is  at  the  heart  of  a  case  in 
which  it  again  appears  that 
Uncle  Sam  has  poisoned 
Americans  in  the  course  of 
trying  to  protect  them.  The 
site  this  time  isn't  a  nucle- 
ar-weapons plant  but  an 
arsenal  covering  27  square 
miles  near  Denver's  air- 
port. The  U.  S.  Army  built 
the  plant  during  World 
War  II  to  make  nerve  gas, 
and  Shell  Oil  Co.  leased 
part  of  the  site  in  the  early 
1950s  to  produce  deadly 
pesticides,  ceasing  opera- 
tions in  1982.  Over  the 
years,  the*  two  dumped 
some  125  chemicals,  includ- 
ing nerve-gas  components 
and  carcinogens,  into 
waste  ponds  on  the 
grounds.  The  result:  a 
quagmire  that  Colorado 
Deputy   Attorney   General 


Michael  R.  Hope  calls  "one  of  the  most 
contaminated  sites  on  the  planet." 

The  state  of  Colorado  is  now  haggling 
with  the  Army  and  Shell  over  cleanup  of 
the  arsenal.  At  issue:  the  extent  of  the 
project.  The  Army  wants  the  arsenal 
clean  enough  to  serve  as  a  wildlife  ref- 
uge, but  Colorado  Governor  Roy  Romer 
says:  "I  want  it  clean  enough  so  you  can 
roll  around  on  the  dirt  with  your  chil- 
dren and  not  get  hurt." 

Shell's  share  of  the  cleanup  costs 
could  range  from  $320  million  to  more 
than  $1  billion.  And  its  insurers  won't 
foot  the  bill.  A  state  jury  in  California 
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IRONDALE  RESIDENT  STEPHANIE  IZZO:  "WHAT  ARE  THEY  DOING  TO  US? 


decided    in    December   that   Shell 
knowingly  polluted  the  arsenal.  Tht 
diet,  in  effect,  released  the  oil  giant'; 
insurers  from  their  liability. 

All  three  parties  to  the  dispute 
under  pressure  from  Izzo  and  her  n(— 
bors  in  Irondale,  a  blue-collar  commu  I 
north  of  Denver.  They  have  demai 
that  the  state  evacuate  them.  Romer 
switched  Irondale  residents  to  an 
native  water  supply  and  ordered  mec 
tests  for  them.  But  so  far  he  has 
fused  to  relocate  them. 
stopgap  measure.  The   worst  of 
more  than  80  contaminated  sites  is  B 
F,  a  93-acre  sludge  pond  near  Ironc 
Residents  charge  that  toxics  in  the  b 
seeped  through  a  %-inch  asphalt  li 
contaminating  soil   and  ground  wi 
"It's   possible   the   liner  could 
breached,"  admits  an  Army  spokesn 
In  a  stopgap  measure,  the  Arm 
spending  $45  million  to  scrape  out  B; 
F  and  seal  the  wastes  in  a  giant  poly 
thane  bag.  Irondale  residents  say 
work,  begun  last  March,  has  made  r 
ters  worse  by  stirring  up  the  toxins, 
some  days,  says  Izzo,  the  smell  from 
dump  is  so  foul  that  she  has  to  bring 
24  of  the  kennel's  dogs  into  the  hou 
Finding  a  permanent  solution  for 
entire  arsenal  is  even  more  troubleso  i 
In  1983,  Colorado  sued  the  Army  i  L^ 
Shell  under  the  federal  Superfund  1;  ^"j 
demanding  that  they  clean  up  the  ai  | 
nal.  In  June  the  two  polluters  offere  jL^ 
modified  consent  decree   setting  gc  L| 
and  fixing  responsibility  for  the  cle  — 1 
up's  cost,  estimated  at  $1  billion  to 
billion.  Under  the  agreement,  the  Ar  ^ 
would   pick    up   half  of  the   first  $1  ™"l 
million,  65%  of  the  next  $200  milli  MIND 
and   80%    of   everythi 
over  that. 

Colorado  said  the  pla 
scope  was  inadequate,  a 
a   federal   district  co 
judge  in  Denver  refused 
approve  it.  A  trial  is  scb  C 
uled  for  Feb.  6,  though  t 
two  sides  may  settle  1 
fore  then.  Meanwhile,  t  j 
Army  won't  submit  its 
tailed  cleanup  strategy  i 
til  1993,  which  means  t 
job  won't  be  done  until  t 
year  2000  at  the  earliest 
That  timetable  isn't  HI 
ly  to  satisfy  Irondale  re 
dents.   In   fact,   with   fir 
cleanup   more   than   a  c 
cade  away,   Izzo  and  h  . 
neighbors  figure  to  be    "A! 
for  more  years  of  exposu  m] 
to  what  seems  like  son 
very  deadly  stuff. 

By  Sandra  D.  Atchison 
Irondale,  Colo. 
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DYNE  INVESTORS 
A  YULE  WINDFALL 


tol 


iareholders    at    Paradyne 
probably  busy   writing 
nk  you    notes    to    Santa 
18    Over  Christinas  week- 
.  Paradyne  hammered  out 
ed  merger  with  AT&T 
will  pay  $10.25  for  each 
iradyne's    23    million 
Tres,  or  about  $23(5  million, 
double  the  data  com- 
!  i  ions  company's  stock 
I  >ef  ore    the    agreement 
"  ;  made  public. 
™"  kr&T  shareholders,   mean- 
may  be  wondering   if 
" ~  ir  company  overpaid  for  an 
f  •  >arent  loser.   Paradyne's 
®)  'enues   have   been   dwin- 
■in  lg,  and  losses  for  the  first 
m  e  months  of  1988  totaled 
2  million. 

the      merger      goes 

j,h,     money     manager 

orge  Soros  will  come  out 

'    king   pretty   shrewd.   Last 

"J'jgust  he  led  a  group  that 

ight  a   10.99!    stake  in  the 

f'ynpany.    The    group    now 

h  mi  Is  to  reap  some  $13  mil- 

ii  on  the  deal. 


•WRITING  AIRPORTS' 
ROUND  RULES 


l'lii'  Transportation  Dept.  is 
ooting  down  a  plan  that  re- 
congestion  at  Boston's 
1  >gan    Airport    by    charging 
■  gher  landing  fees  for  small 
>™'anes.  In  a  ruling  that  could 
*'feet   other  airports,   the  de- 
triment said  that  the  meth- 
Jl  of  regulating  access  with 
:'!  cs  is  unfair.  It  gave  Logan 
■■■''  week  to  end  the  fee  struc- 
::r<   or  lose  up  to  $14  million 
j  federal  grants.  The  Massa- 
i«pusetts     Port     Authority, 
c  Inch  runs  Logan,  is  ending 
me  fee  structure  but  will  ap- 
the  decision. 

fin 


bated  aftertax  earnings 

by  as  much  as  $15  million  in 
the     first     three     quarters    of 

1988.  President  James  von 
Germeten  and  two  other  se- 
nior executives  have  taken 
paid  leaves  of  absences,  ap- 
parently at  least  for  the 
length  of  the  inquiry. 

Spokesmen  wouldn't  com 
ment  on  the  focus  of  the  re- 
view, and  von  Germeten 
couldn't  be  reached.  But  out- 
siders and  some  Shearson  ex- 
ecutives speculated  that  von 
Germeten,  under  pressure  to 
produce  earnings,  may  have 
inflated  revenues  and  improp- 
erly deferred  expenses  at  a 
Boston  Co.  unit.  The  compa- 
ny, which  has  grown  rapidly 
since  Shearson  acquired  it  in 
1981,  is  expected  to  earn  $150 
million  before  taxes  this 
year — accounting  for  a  large 
chunk  of  Shearson's  profits. 


THE  EC  HAS  A  BEEF 
WITH  AMERICAN  MEAT 


►  The  U.  S.  and  the  European 
Community  usually  work  out 
their  trade  differences  quietly 
before  they  erupt  into  a  war 
of  punitive  tariffs.  Not  this 
time.  On  Jan.  1  the  Reagan 
Administration  intends  to  im- 
pose $100  million  worth  of 
sanctions  against  European 
food  exports  in  retaliation  for 
an  EC  ban  on  imports  of 
American  meat  containing 
growth  hormones. 

The  EC  considers  the  hor- 
mones dangerous.  But  the 
U.  S.  says  there's  no  conclu- 
sive  evidence   that   they   are 
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ID  A  SHEARSON  UNIT 
ID  ITS  PROFITS? 

''  Shearson  Lehman  Hutton's 

loston   Co.    unit    said   it    was 

tigating       accounting 

ransactions   that    may    have 


WHEN  AN  LBO  HITS  YOUR  EYE  LIKE  A  . . . 


Make  that  a  large  sausage  and 

htroom,   and   hold   the  debt 

servii  .    the    leveraged 

buyout  has  found  its  way  to 
your  local  pizzeria.  G.  S.  Blod- 
gett, which  supplies  ovens  to  piz- 
za joints  nationwide,  announced 
on  Dec.  27  that  it  was  selling  out 
to  management. 

Blodgett   makes   a   range   of 
restaurant  gear — one  of  its  ov- 
ens is  a  favorite  of  chef  Andre 
Soltner  at  Manhattan's  Lutece  restaurant.  But  its  mainstay  is 
its  $2,000  deck  oven,  a  pizzeria  standard. 

In  fact,  Blodgett  is  a  specialist  in  junk-food  gastronomy:  Its 
Pitco  Frialator  unit  sells  deep  fryers  to  Kentucky  Fried  Chick- 
en and  Burger  King.  Pitco  Mastermatic  makes  an  industrial- 
strength  deep  fryer  for  potato  chips  and  the  like. 

And  never  fear,  junk-food  aficionados.  Blodgett  may  look  for 
more  acquisitions  down  the  road,  but  its  management  vows  it 
won't  stop  making  that  old  deck  oven. 


and  suggests  that  the  ban 
may  really  be  intended  to  in- 
sulate the  already  overpro- 
tected  European  farmer.  The 
EC  is  threatening  to  escalate 
the  conflict  by  applying  a  sim- 
ilar amount  of  sanctions 
against  American  products. 


PRIME'S  NEW  PLAN 
TO  OUTFOX  LEBOW 


►  So  far,  Prime  Computer  is 
ahead  on  points  in  its  battle 
against  raider  Bennett  Le- 
Bow.  On  Dec.  20,  Delaware's 
Chancery  Court  temporarily 
upheld  the  minicomputer  mak- 
er's shareholder  rights  plan. 

But  LeBow  is  expected  to 
extend  the  Dec.  29  deadline 
for  his   $20-a-share  offer,   so 
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Prime  is  going  for  a  knock- 
out. On  Dec.  28  it  unveiled  a 
restructuring  plan  that  in- 
cludes cutting  back  its  work 
force  by  about  10r;,  or  1,200. 
Prime  will  write  off  some  $45 
million  against  its  fourth- 
quarter  earnings  for  1988,  but 
it  expects  to  see  savings  of 
about  $50  million  next  year. 
The  move  is  meant  to  con- 
vince shareholders  that  the 
company  will  become  prosper- 
ous under  current  manage- 
ment. Shareholders  weren't  so 
sure:  Prime  stock  closed  at 
17%,  up  only  lA,  on  the  news. 


THE  REAL  JETT  RINK 
DIES  AT  81 


►  The  oil  patch  has  lost  one  of 
its  true  originals:  Glenn  Mc- 
Carthy, a  self-described 
"boozer  and  a  brawler."  died 
on  Dec.  26  at  the  age  of  81. 

McCarthy  made  and  lost 
several  fortunes,  earning  his 
first  SI  million  in  the  oil  tields 
when  he  was  26.  In  1!>49  he 
spent  $21  million  to  build 
Houston's  Shamrock  Hotel, 
whose  ostentatious  exterior 
architect  Frank  Lloyd  Wright 
likened  to  "the  outside  of  a 
jukebox."  McCarthy  was  the 
model  for  the  blustery  Jetl 
Kink  in  Edna  Ferber's  novel 
(Hunt,  which  was  later  made 
into  a  movie. 
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Compaq  introduces  the  first 
laptop  PC  to  do  all  this. 
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The  COMPAQ  SLT/286  is  the  first  laptop  from 

the  company  that  set  the  standard  in 

portable  personal  computing. 


__  _ 


The  new  COMPAQ  SLT/286  has  high-resolution  VGA  graphics. 

Compared  to  other  laptops,  that  will  make  everything  look 

a  whole  lot  better. 


A  3'k"  1.44-MB  diske 
drive  is  standard 


If  numbers  are  your  life,  an 

optional  numeric  keypad  is  a 

simple  addition. 
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New  battery  technology  delivers  tl 
power  to  run  all  these 
components  for  over 
three  hours. 


An  optional  Desktop  Expansion  Base  gives  you  two  expansion  slots. 


H  K  *'*  *' 


A  removable  keyboard  gives  your  fingers  full-size  keys, 
with  standard  spacing. 


An  optional  internal 
2400-baud  modem  is         Weighing  in  at  14  lb.  with  a  space-saving  footprint,  the 
available.  COMPAQ  SLT/286  gives  you  more  PC  in  less  space. 


COMPAQ  is  "  trademark  o/  Compaq  Computer  Corporation.  Microsoft',  MS-DOS  and  MS'  are  trademarks  of  Microsoft  Corporation,  VIS"  OS/2  is  a  product  of  Microsoft 

Corporation.  Product  names  mentioned  herein  may  be  trademarks  and /or  registered  trademarks  of  their  respective  companies. 

Registered  U.S.  Patent  and  Irademark  Office.  '1988  Compaq  Computer  Corporation  A II  rights  reserved. 
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Without  this. 


*fore  now,  getting  a  laptop  with  the  perform- 
ance of  a  desktop  came  with  certain  limitations. 

We  changed  that.  Introducing  the  new 
COMPAQ  SLT/286.  It's  the  first  laptop  to  g,ive 
you  everything  you  want.  Without  compromise. 

Creating  a  high-performance  PC  this  small 
was  no  small  feat.  It  took  all  of  these  advanced 
features  to  deliver  desktop  performance  on  bat- 
tery power.  So  you  can  work 
longer.  And  do  more. 

Its  12-MHz  80C286  micro- 
processor runs  the  world's 
largest  library  of  software  20% 
faster  than  most  10-MHz 
80286-based  PC's,  usrSf 


MS-DOS"  or  Microsoft'  Operating  System/2. 

You  can  set  up  the  COMPAQ  SLT/286  to 
match  your  work  habits.  Choose  a  high-speed 
40-  or  20-MB  fixed  disk  drive.  Expand  RAM  to 
3.6  megabytes  internally.  Even  add  an  optional 
coprocessor  to  speed  number  crunching. 

Add  it  up  and  you'll  find  that  the  COMPAQ 
SLT/286  is  simply  high-performance  computing 
in  its  most  concentrated  form. 

For  a  free  brochure  and  the 
location  of  an  Authorized 
COMPAQ  Computer  Dealer, 
call  1-800-231-0900,  Operator 
73.  In  Canada,  1-800-263-5868, 
Operator  73. 


comPAa 


It  simply  works  better. 


'  Copyright  1988  by  Saab-Scania  of  America,  Inc. 
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Saabs  are  intelligently  priced  from  $16,995  tr  $32,095.  Manufacturer's  suggested  retail  prices  not  including  taxes,  license,  freight,  dealer  charges  or  options.  Prices  subject  to  change. 
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It's  nice  to  have  money.  It's  nicer  to  use 
it  wisely.  That's  why  the  new  Saab  9000  CD 
§nf  r Aflucitlfl  ls  a  particularly  smart  automotive  investmer : 

*U     C        U OAAA  «\  The  9000  CD  is  filled  with  luxuries 

til©  SQClb  9000  CD*  like  power-operated  leather  seats,  automatic 

The  ItlOSt  intGllicierit  IllXUrV  CGI1  c^mate  contro'  and  more  passenger  am 

f*   mm  '  cargo  room  than  any  imported  car  but 

©V©!'  Dlllll1*  one;  the  Rolls  Royce  Silver  Spur  limousine. 

It's  also  filled  with  the  spirit  of  Saab; 
intercooled  turbocharging,  precise  handling 
and  front-wheel  drive,  making  the  lap  of 
luxury  fun  as  well  as  comfortable. 

Most  surprisingly,  the  9000  CD  offers 
something  you  may  be  gratified  to  find 
in  its  class. 

Your  money's  worth. 
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The  most  intelligent  cars  ever  built. 
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IS  BUSH  ASSIGNED  KEMP 
MISSION  IMPOSSIBLE? 


|>rmer  Representative  Jack  F.  Kemp  (R-N.  Y.),  nominated 
oy  President-elect  George  Bush  as  the  next  Housing  & 
Urban  Development  Secretary,  has  his  work  cut  out  for 
His  task:  to  apply  free-market  theories  to  satisfy  the 
ng  clamor  for  affordable  housing.  Kemp  has  the  energy 
Ihkle  the  job.  What  he  doesn't  have  is  adequate  budget 
*  rces. 
tip,  who  must  stay  in  the  public  eye  to  keep  his  Presiden- 
opes  alive,  has  vowed  to  wage  a  Republican 
on  poverty"  to  replace  costly  Great  Society 
ams.  But  even  before  Kemp's  expected  Sen- 
rjnfirmation,  there  is  skepticism  that  his  pre- 
ions  for  inner-city  woes  will  work.  Some  of 
p's  ideas  have  been  tried  before  and  fizzled. 
rs  would  require  substantial  infusions  of  fed- 
funds.  But  at  a  Dec.  19  press  conference 
Uncing  Kemp's  selection,  Bush  made  clear 
budget  austerity  would  be  the  order  of  the 
"You  don't  show  your  determination  to  solve 
)blem  by  simply  increasing  spending,"  was 
Bush  unequivocally  put  it. 
hng  loss.  Kemp's  biggest  challenge  is  the 
dling  supply  of  public  housing.  Contracts  for 
*al  subsidies  of  rental  housing  are  expiring,  and  owners 
onverting  the  buildings  into  condos  and  other  market-rate 
nercial  properties.  If  current  trends  continue,  800,000  pub- 
msing  units — 20%  of  the  total — will  vanish  by  1995.  And 
the  Reagan  Administration  halted  new  funding  for  pub- 
msing  construction,  lost  units  won't  be  replaced.  That 
i  undermine  Kemp's  pledge  to  grapple  with  homelessness. 
believer  in  privatization,  Kemp  wants  to  redirect  federal 
ing  policy  by  selling  government-owned  properties  to  low- 
Tie  tenants.  Conservatives  point  to  the  success  of  such 
ures  in  Britain.  But  much  of  the  public  housing  there 
ists  of  single-fatnily  units,  and  British  authorities  are  hav- 
Sfi  trouble  selling  units  in  high-rise  apartment  buildings — the 
[)  istay  of  U.  S.  public  housing.  Kemp  may  encounter  prob- 
here.  HUD  already  is  finding  that  such  projects  are  a 


tough  sell.  Under  a  program  launched  in  198",,  the  department 
planned  to  sell  tenants  1,315  units  in  four  years.  It  has  sold 
only  218.  "To  properly  structure  a  home-ownership  program," 
says  Michael  A.  Stegman,  a  University  of  North  Carolina 
urban  expert,  "it  will  take  a  substantial  investment  up  front." 
stumbling  block.  Another  of  Kemp's  pet  ideas,  luring  busi- 
ness into  blighted  urban  areas  by  creating  "enterprise  zones" 
that  offer  attractive  tax  breaks,  also  has  a  mixed  record. 
Nearly  40  states  provided  incentives  to  spur  de- 
velopment in  depressed  areas.  But  enterprise 
zones  have  a  price  tag.  Even  in  these  modest  tax 
havens,  state  governments  have  found  that  it's 
expensive  to  train  workers  and  provide  the  kind 
of  infrastructure  that  business  demands.  And  any 
attempt  to  create  federal  tax  breaks  for  enter- 
prise zones  would  produce  a  revenue  drain. 

Kemp  likes  to  talk  about  housing  "partner- 
ships" that  would  bring  business,  local  govern- 
ments, and  nonprofit  organizations  together  to 
build,  acquire,  or  renovate  low-income  housing. 
Here,  too,  cost  could  be  a  stumbling  block.  Ac- 
cording to  the  National  Housing  Task  Force,  a 
bipartisan  study  group  appointed  by  Congress,  it 
would  take  $3  billion  a  year  in  federal  seed  money  to  make  a 
dent  in  the  nation's  housing  crisis. 

Kemp  has  already  warned  against  trying  to  "balance  the 
budget  off  the  backs  of  the  poor."  But  without  financial 
backing  from  Bush,  the  task  he  faces  could  be  Mission  Impos- 
sible. As  Brookings  Institution  urban  specialist  Anthony 
Downs  puts  it,  there  is  only  one  way  to  interpret  the  Presi- 
dent-elect's message:  "The  cities  are  afflicted  with  cancer. 
Here's  some  aspirin." 

So  daunting  is  the  task  that  it's  possible  to  read  some 
Machiavellian  politics  into  Kemp's  appointment.  Not  only  has 
Bush  neutralized  a  vocal  conservative  critic  by  bringing  him 
into  his  tent,  but  a  few  frustrating  years  at  a  cash-starved 
HUD  could  tarnish  the  electoral  future  of  his  onetime  rival. 

By  Ron  Stodghill  II 
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FENSE 


ii  a  year  when  the  defense  budget  is 
under  severe  pressure,  the  catch- 
rase  is  multiyear  weapons  contract- 
;.  Proponents  argue  that  contracting 
r  more  than  a  single  year  saves  big 
>ni\  In  llth-hour  negotiations  on 
I  1990  budget,  which  will  be  sent  to 
Ulgress  Boon,  Defense  Secretary 
auk  (\  Carlucti  is  reviewing  the  ser- 
•es'  requests  for  multiyear  purchases 
r  30  programs,  including  the  M\  mis- 
e,  the  new  C-17  airlifter,  and  the 
rim's  Bradley  Fighting  Vehicle.  But 
oltiyear   contracting    may    run   into 

OUble  Oil  the  Hill.  Critics  claim  that 
•st  saving  talk  masks  another  motive: 


Contracts  lock  in  projects  that  could 
otherwise  be  killed  if  Bush  opts  to  pro- 
tect combat  readiness  and  pay  in- 
creases instead  of  weapons  systems. 

HEALTH 

In  1986  business  fought  a  proposal  to 
tax  health  benefits  for  high-paid  em- 
ployees. But  industry  may  relent  if  the 
issue  reemerges  as  a  way  to  fund 
health  care  coverage  for  an  estimated 
87  million  uninsured  Americans.  To 
buy  business  cooperation,  Congress 
could  rescind  a  new  law  that  requires 
companies  to  ensure  that  low-paid 
workers  get  a  fair  share  of  health 
benefits.  Employers  consider  the  law 
expensive  and  burdensome. 


JUSTICE 


Evan  J.  Kemp  Jr.,  a  commissioner  of 
the  Equal  Employment  Opportuni- 
ty Commission  since  June,  1987,  is  the 
leading  candidate  to  head  Justice's  Civ- 
il Rights  Div.  He  would  succeed  the 
controversial  William  Bradford  Reyn- 
olds, who  resigned  in  November  after 
seven  years  of  run-ins  with  minorities 
and  civil  libertarians  over  what  they 
considered  lax  enforcement  of  civil- 
rights  laws.  An  outspoken  advocate  for 
the  disabled,  Kemp — who  is  confined  to 
a  wheelchair — led  a  coalition  in  1982 
that  stymied  Administration  efforts 
scale  hack  a  federal  law  requiring  ac- 
to  public  facilities  for  the  disabled. 
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U.S.,  to  call  virtually  anywhere  in  the  world.  From  any  phone 
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ling  a  button,  the  MCI  Lard  can  be  used  rrom  anywhere  in  the 
ton  or  rotary  Let  us  show  you.  1-800-888-0800 
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CROSSING  THE  LINE 
FROM  TALK  INTO  ACTION 
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As  the  U.S.-Canada  trade  pact  takes  effect,  some  prices  drop,  and  spending  plans  rise 


Canadian  motorcycle  enthusiasts 
who  go  shopping  for  a  Harley-Da- 
vidson  bike  this  January  will  be  in 
for  a  pleasant  surprise.  Prices  for  the 
powerful  Harley  hogs  are  being  slashed 
an  average  $1,250  per  bike,  a  hefty  cut 
from  last  year's  sticker  price.  The  rea- 
son: The  new  U.  S.-Canadian  Free  Trade 
Agreement  eliminates  Canada's  8%  duty 
on  American-made  motorcycles.  And 
Harley's  Canadian  importer  plans  to 
pass  on  the  savings  to  consumers. 

Lower  prices  for  products  ranging 
from  computers  to  animal  feed  to  hock- 
ey skates  could  be  the  first  gain  for 
Americans  and  Canadians  from  the  long- 
awaited  agreement.  It  finally  takes  ef- 
fect on  Jan.  1  after  two  years  of  difficult 
negotiations,  a  snap  Canadian  election, 
and  a  last-minute  ratification  by  the  Ca- 
nadian House  of  Commons  on  Christmas 
Eve.  Although  consultants  and  econo- 
mists have  churned  out  reams  of  paper 
on  the  pact's  potential,  Canadian  and 
U.  S.  companies  are  only  now  beginning 


to  make  their  first  solid  moves  to  take 
advantage  of  freer  trade.  While  some 
companies  are  revising  their  marketing 
policies,  others  are  stepping  up  invest- 
ment— especially  in  Canada's  vast  ener- 
gy and  forestry  resources. 
picking  up  steam.  Under  the  agree- 
ment, all  remaining  tariffs  will  be  abol- 
ished over  the  next  10  years.  In  the  first 
round  the  pact  eliminates  a  3.9%  tariff 
on  U.  S.  computers  shipped  to  Canada  as 
well  as  4.9%  to  22%  duties  on  trade  in 
whiskey,  skates,  furs,  and  unprocessed 
fish.  Retail  prices  on  these  products  are 
expected  to  come  down  in  both  coun- 
tries. Instead  of  fattening  their  margins, 
most  companies — particularly  in  the  cut- 
throat computer  business — are  expected 
to  pass  the  savings  on  to  consumers. 
But  lower  prices  may  not  show  up  until 
inventories  of  1988  goods  are  reduced. 

Price  changes  are  just  the  beginning 
of  more  sweeping  corporate  moves.  Both 
the  U.  S.  and  Canadian  governments 
have  hailed  free  trade  as  the  path  to 
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world  competitiveness.  Canadian  Prii [ 
Minister  Brian  Mulroney  promises  tl 
access  to  a  market  10  times  Canadj 
size  will  lead  to  thousands  of  new 
port-oriented  jobs.  That  should  ease  tl'l 
pain  of  plant  closings  that  may  occur 
tariff  protection  disappears  and  Cana  l\  to 
restructures  its  economy.  Kioiia 

That  process  is  picking  up  steam.  Le  Miv 
than  two  weeks  after  Mulroney's  ele  jher  oi 
tion  victory  ensured  that  the  pact  wou  ighw 
go   forward,   Du  Pont  Canada   Inc.   r  h, 
vealed  that  it  will  increase  its  1989  ca]  Hart] 
tal  budget  by  50%,  to  $125  million.  Tl  I  plant 
company  plans  to  expand  production    -r 
specialty  plastics  for  the  storage  of  li  Kseei 
uids  and  the  customized  machinery  us<  Kl.  fur 
to  fill  the  bags.  Senior  Vice- Preside   '' 
James  M.  Stewart  says  removing  the  5  ■' 
U.  S.  tariff  on  these  plastics  should  hel 
boost  Du  Pont  Canada's  sales. 

Meanwhile,  investment  is  also  spee  '■'■■ 
ing  ahead  for  Canadian  energy,  pul;  f" 
and  paper  projects.  Although  trade  i  - 
these  items  was  already  mostly  dut; 
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lilir  pad  .'■  promise  thai  <  anada  ha 

Ire  access"  to  the  U.S.  market 

Jira^fd  companies  to   launch   new 

■    In  Alberta  alone,   I     S,  and  ('ana 

I  coinpaiiieB   have  announced  more 

I  $2  billion   in   new   pulp  and   paper 
I  since  the  Canadian  election. 

peter  &  Gamble  Co.,  for  example, 

to  ipend  $330  million  to  expand  its 

lill  and  pulp-production  facilities  in 

■ta  The  company  is  a  huge  consiim 

forestry    products    for  disposable 

•rs  and  paper  products.  Dow  Chemi- 

anada  Inc.  also  aims  to  spend  more 

$600  million  on  an  ethylene  plant 

Edmonton,    Alberta.    And    Nova 

.  of  Alberta  is  close  to  a  major  eth- 

B    investment.    Chairman    Robert 

says  lower  U.  S.  petrochemical  du- 

could  add  a  total  of  $50  million  to 

million  to  Nova's  net  income  in  the 

five  years. 

IE  pipeline.  Big  deals  are  also  brew- 
in  natural  gas.  Canadian  producers 
hoping  to  sharply  increase  their 
I  to  the  U.  S.  if  they  get  the  go- 

I.d  for  three  big  pipeline  projects  that 
cost  $818  million.  If  the  pipelines 
ive  final  U.  S.  approval  by  next  fall, 
gy-scarce  New  England  states  could 
)urning  Western  Canadian  gas  by 
.  That  could  boost  Canadian  sales  by 
B  11.  Although  some  U.  S.  natural- 
i  producers  promise  to  fight  the  proj- 
,  Canadians  are  hoping  that  the  new 
(ration  mechanism  set  up  by  the 
e  pact  will  come  to  their  aid.  Similar 
Forks  over  issues  such  as  regional- 
•lopment  grants  and  other  alleged 
tidies  are  certain  to  surface  as  com- 
les  in  the  two  countries  test  the  new 
s. 

_  /hatever  restructuring  the  trade  pact 
rs  by  U.  S.  and  Canadian  multination- 
one  unanswered  question  is  how 
i-  I  small  and  m,edium-size  Canadian 
ipames  will  fare  as  a  result  of  freer 
5.-Canada  trade.  University  of  Toron- 
political  economist  John  Crispo,  a 
»ng  backer  of  the  deal,  believes  that 
iller  Canadian  firms  are  moving  too 
vly  to  take  advantage  of  the  new 
at  ion  and  will  be  run  over  by  more 
t  ;ressive  U.S.  rivals.  "A  surprising 
nber  of  companies  haven't  thought 
lUgh  what  their  strategy  should  be." 
says. 

>o  far  there  have  been  no  major  Cana- 

]  ill   plant   closings  or   layoffs   that   are 

urlj  tied  to  the  new  pact.  But  rough 

■  em  certain  for  the  Canadian  ap- 
'i'l.  furniture,  and  food  processing  in- 

itries,  which  have  been  protected  by 

h    tariffs.    Still,    Canadians    hope    that 

■v  jobs  in  manufacturing  and  services 
1  offset  the  losses  elsewhere.  If  thai 

ipens.   however  slowly,    free   trade   is 
■l\    to  gain  fans  on  both  sides  of  the 

ider, 

By  Chuck  Hawkins  in  Toronto 
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IS  BSN'S  STOMACH 
AS  BIG  AS  ITS  EYES? 


The  French  blue-chip  foodmaker  must  swallow  or  be  swallowed 


RIBOUD:  "WE'RE  SEIZING  EVERY  OPPORTUNITY.  IT'S  A  RACE  AGAINST  THE  CLOCK' 


ll 


It's  an  impressive  record.  In  22  years, 
Antoine  Riboud  took  a  $200  million 
container  maker  and  built  it  into 
France's  BSN,  a  $7  billion  food  conglom- 
erate with  such  leading  brands  as  Evian 
mineral  water  and  Dannon  yogurt.  Now, 
just  as  BSN's  70-year-old  chairman  might 
be  expected  to  slow  down,  he's  under 
the  gun  to  step  up  the  pace. 

Riboud  figures  his  company  must 
grow  bigger  faster — or  it  could  be  swal- 
lowed itself  in  the  fast  and  furious  re- 
structuring now  under  way  in  the  Euro- 
pean food  industry.  A  host  of  small  to 
medium-size  food  companies  are  jockey- 
ing for  position  as  the  European  Com- 
munity prepares  to  tear  down  its  remain- 
ing barriers  to  internal  trade.  In  the 
shakeout,  the  food  industry  is  expected 
to  shrink  to  a  mere  dozen  players,  domi- 
nated by  Nestle  and  Unilever  PLC,  as 
new  conglomerates  are  built  to  manufac- 
ture, distribute,  and  sell  food  across  the 
EC.  Many  analysts  say  BSN  must  double 
its  size  to  stay  competitive.  Says  Riboud: 
We're  seizing  every  opportunity.  It's  a 
race  against  the  clock." 

Riboud,  a  member  of  one  of  France's 
most  prominent  families,  wants  to  grab 
the  No.  3  spot  for  BSN,  behind  N'estle's 
annual  sales  of  $27  billion  and  Unilever's 
$14.5  billion  in  food  sales.  In  the  past 
year  and  a  half,  Riboud  has  inked  more 
than  a  dozen  deals  worth  close  to  $1 
billion.  The  most  recent  came  in  August, 
when  BSN  Snapped  up  Belgium's  Maes 
Croup  breweries  and  Britain's  HP  foods. 


maker  of  Lea  &  Perrins  steak  sauce. 
Even  so,  BSN  depends  on  France  for  64' ; 
of  its  total  sales,  ranging  from  Amora 
ketchup  to  Lu  cookies. 

'SHAREHOLDERS    CLUB.'    Riboud    is     now 

believed  to  be  stalking  other  targets 
in  Britain,  where  BSN  is  weak.  The 
company  is  rumored  to  be  looking  at 
British  cookie  maker  United  Biscuits 
and,  as  a  Second  choice,  candy  and  bev- 
erage giant  Cadbury  Schweppes.  While 
bs\  won't  comment  on  a  potential  bid, 
one  problem  could  be  the  $4  billion-plus 
price  Riboud  would  have  to  pay  for  ei- 
ther company.  That's  far  above  the  $1 
billion  deal  Riboud  claims  that  BSN,  with 
1988  profits  estimated  at  $360  million, 
could  digest  easily.  Still,  insiders  say 
that  BSN  could  sell  its  Kronenbourg  beer 
unit,  which  makes  the  company  Europe's 
No.  2  brewer,  for  up  to  $1.5  billion  to 
raise  cash. 

Riboud  says  he  now  spends  most  of 
his  time  looking  for  pasta,  sauces,  and 
cookie  companies  to  acquire,  bsn  is  al- 
ready the  world's  largest  mineral  water 
producer,  with  $500  million  in  European 
sales  alone,  and  it  has  a  lock  on  Europe's 
yogurt  market,  with  its  Dannon  and 
Gervais  brands.  Some  U.  S.  players,  such 
as  EUR  Nabisco  Inc.,  which  is  in  the 
throes  of  restructuring,  may  also  have 
companies  for  Riboud.  Nabisco,  for 
ample,  recently  put  its  British  shredded 

wheat  business  on  the  block,  a 
believed  to  be  interested. 
Meanwhile,  Riboud  is  also  > 
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WE  HELPED  SHAPE 
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In  1914,  production  of  the 
earth's  first  soft  drink  reached 
2  million  bottles  a  year.  Today, 
it's  over  2  million  bottles  a  day. 

And  how  does  Verrerie  de 
Languedoc  (a  subsidiary  of  Perrier) 
maintain  the  consistent  shape 
and  quality  of  this  world-famous 
bottle? 
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With  computer  systems  from  L 
We  gave  Verrerie  de  Languedc  ;: 
capacity  to  design  and  mass  proc  k\ 
their  botde  molds  on  digitally  coi  ^ 
units.  This  integrated  CAD/CAA  ico: 
(Computer- Aided  Design/Comr.  % 
Aided  Manufacturing)  system  frc  kr 
Prime  makes  production  more  efi 
and  the  drafting  board  passe\ 


* 
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RENCH  REVOLUTION 


id  to  cap  it  off,  we  gave  them  a  high- 
Afrmance  database  management  system, 
that  lets  everyone  share  information  fast  so 
ms  management  flows  more  smoothly. 
y|  course  their  success  is  part  of  Prime's 
p|  :ss.  We're  a  Fortune  500  company  With 
al  revenues  of  more  than  $1.5  billion, 
you'd  like  to  know  more  about  how  Prime 
lelp  your  business  become  a  cause  celebre. 


just  call  1-617-275-1800  ext.  5490 
(In  Canada,  1-800-268-4700). 
Prime.  Vive  la  revolution. 


Prime 


Prime  Computer,  Inc. 

Prime  and  the  Johnson  <£  Johnson  Family  of  Companies  are 
proud  co  sponsors  of  the  PBS  series  NOVA 


nternational  Business 


keep  up  with  retailing  changes.  Hyper- 
market chains  such  as  Aldi  in  West 
Germany  and  Carrefour  in  France  are 
using  their  clout  to  get  volume  dis- 
counts from  foodmakers.  Riboud  is 
building  new  yogurt  plants  and  bottling 
facilities  to  cut  costs  and  supply  the 
whole  Continent.  He  is  also  booking 
more  than  $100  million  in  ads  on  Europe- 
an television  to  buttress  the  strength  of 
his  brands. 

With  all  his  attention  to  growth,  Ri- 
boud must  still  scramble  to  protect  BSN 
from  predators.  In  1986  he  created  a 
"shareholders  club"  of  institutional  in- 


vestors who  pledge  to  take  up  to  30%  of 
new  BSN  shares  in  the  event  of  a  raid. 
He  has  also  swapped  shares  with  a  hold- 
ing company  controlled  by  Italian  indus- 
trialist Giovanni  Agnelli,  and  last  No- 
vember he  bought  a  small  French  bank, 
which  would  give  a  would-be  acquirer 
legal  problems.  French  officials,  too, 
hint  that  they  might  step  in  if  an  outsid- 
er makes  a  run  at  BSN,  a  French  blue 
chip.  But  a  Paris  banker  says:  "With 
Riboud's  succession  becoming  an  issue 
at  BSN,  an  RJR-style  breakup  or  even  a 
takeover  isn't  impossible."  There  is  no 
clear  successor  to  Riboud  at  BSN,  and 


the  company's  stock  price  has  rise 
most  50%  in  the  past  year. 

As  long  as  he's  around,  though 
boud  would  fight  any  BSN  breakup, 
his    brothers    Marc,    a    world-reno 
photographer,  and  the  late  Jean, 
headed  Schlumberger  Ltd.,  the  oil 
services  company,  Riboud  is  know 
his  toughness  and  marketing  sophi 
tion.  Such  skills  could  prove  to  be  en 
in  determining  whether  BSN  becomes 
third  major  power  of  European  food 
French  cuisine  for  another  hungry  E 
pean  food  giant. 

By  Frank  J.  Comes  in  F 
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JAPAN  I 


BIG  BUCKS  VS.  A  JOB  FOR  LIFE: 
WHY  TOP  TALENT  IS  DEFECTING 


Can  Tokyo  banks  and  brokerages  stop  the  wave  of  desertions? 


The  promise  of  a  job  for  life  is  no 
longer  cutting  it  in  Japan's  high- 
flying money  markets.  With  offers 
that  double  or  triple  their  salaries,  some 
of  Tokyo's  top  financial  whizzes  are 
jumping  off  the  lifetime  employment 
track  to  sign  on  with  Western 
banks  and  brokerage  houses  des- 
perate to  build  up  well-connected 
local  staffs. 

Now,  Japan's  old  guard  is  fight- 
ing back.  A  growing  number  of 
big  financial  institutions  are  start- 
ing to  match  Western  offers  with 
incentives  of  their  own.  The  firms 
are  providing  key  employees  a 
chance  to  drop  out  of  the  tradition- 
al lifetime  employment  plans.  To 
compensate  them  for  the  loss  of 
long-term  benefits,  the  banks  and 
brokers  are  offering  workers 
short-term  contracts  with  higher 
salaries,  fatter  bonuses,  and  a  say 
in  what  kind  of  jobs  they  perform. 
"So  many  headhunters  were  scout- 
ing our  employees,"  says  Nikko 
Securities  Co.  personnel  director 
Yoshio  Makishima,  "we  had  to 
come  up  with  a  response." 

Since  April,  Nikko  has  allowed 
some  employees  to  avoid  the  typi- 
cal routine  of  a  new  job  every  two 
years,  encouraging  them  instead 
to  become  higher-paid  specialists 
in  areas  they  enjoy.  But  they  now 
face  dismissal  if  they  don't  per- 
form up  to  expectations. 
'NO  connection.'  Nikko  and  its 
three  big  brokerage  industry  com- 
petitors have  lost  150  employees 
over  the  past  three  years  to  Salo- 
mon Brothers,  Merrill  Lynch,  Mor- 


gan Stanley,  and  others.  Japanese  banks 
have  been  hit  equally  hard.  "It  felt  like 
we  were  running  a  school  for  traders," 
recalls  Bank  of  Tokyo  Ltd.  foreign  ex- 
change chief  Kazuteru  Tanaka,  who  lost 
a  dozen  specialists  to  Citibank,  Chemical 
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Bank,  and  others.  But  Takenori  K 
who  fled  Mitsui  Trust  &  Banking  C 
head  Continental  Bank's  Tokyo  curn 
desk,  says  Mitsui's  lifetime  system 
vided  little  incentive  to  stay.  "There 
no  connection  between  how  I  did  my 
and  the  bonus  I  received,"  he  says. 
Continental  lured  Kato  by  nearly 
drupling  his  salary  and  bonuses.  W 
Bank  of  Tokyo  says  it  still  can't  com 
with  the  $125,000-to-$250,000  am 
package  a  top  Tokyo  currency  trs 
can  command  at  a  Western  bank,  it 
is  pondering  setting  up  a  special  emj 
ment  track  with  a  separate  pay  s 
pegged  to  performance.  The  bank 
even  try  some  raiding  itself.  " 
eign  banks  have  shown  their 
tern  works  well,"  says  Tanaka 
may  also  be  useful  to  us." 

The    financial    industry    i 
alone  in  losing  workers.  Headh 
ers  for  U.  S.  high-tech  compa 
setting  up  shop  in  Japan  have 
geted  employees  at  NEC  Corp. 
other  electronics  makers.  But 
spite   the   foreign   inroads 
Japanese  insist  that  their  lifet 
employment  system   is   far 
crumbling.  Contends  Tadashi 
tori,  general   manager  of  inv 
ment  banking  at  Industrial  B 
of  Japan  Ltd.:  "Japanese  con 
nies  give  their  employees   so 
thing  they  can't  get  elsewhere   i\ 

Still,  the  pressure  on  Japar 
firms  to  hold  on  to  workers  pr 
ises  to  grow  more  intense  as 
market  for  bankers  and  brol 
continues  to  tighten.  Nomura, 
example,  fines  employees  $75, 
if  they  leave  the  firm  within 
years  of  completing  company-]: 
graduate  education  overseas.  M 
Japanese  employers  aren't  re 
yet  to  radically  overhaul  their  j 
plans.  But  they  may  have  to  s 
gears    soon.    Says    Continer 
Bank's    Kato:    "While   they 
about  trying  to  reach  a  consen 
people  will  continue  quitting." 
By  Ted  Holden  in  To 
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iUBARAK  MOVES  TO  THE  FRONT  LINES 
F  THE  MIDEAST  CRISIS 


the  U.S.  calculation  of  its  interests  in  the  Middle  East, 
gypt  and  other  moderate  Arab  states,  not  the  Palestin- 
ins,  have  the  clout.  But  the  Palestinians'  yearlong  upris- 
las  helped  restore  Egypt — the  biggest  Arab  country  and 
>nly  one  to  sign  a  peace  treaty  with  Israel — to  its  historic 
as  leader  of  the  Arab  world.  It  was  Egyptian  President 
li  Mubarak  who  prodded  Palestine  Liberation  Organiza- 

Chairman  Yasser  Arafat  to  recognize  Israel's  right  to 
,.  Mubarak  then  lobbied  Secretary  of  State  George  P. 
tz  to  open  talks  with  the  PLO.  Mu- 
k  and  Jordan's  King  Hussein  plan 

0  to  Washington  soon  to  urge  the 
ning  Bush  Administration  to  push 

Israeli-Arab  negotiations.  In  the 
ths  ahead,  Egypt  will  also  work  to 
up  the  momentum  toward  a  settle- 
t  by  trying  to  convince  Israelis  that 
lestinian  state  in  the  West  Bank  and 
i  would  be  no  threat. 
n  i  lis  Egyptian-led  campaign  reflects  a 
>r  shift  by  Arab  states  toward  Mu- 
ck's view  that  it  is  time  to  make 
:e  with  Israel.  The  emerging  Arab  consensus  may  make  it 

1  for  President  Bush  to  delay  a  new  U.  S.  initiative  to  help 
le   the   Arab-Israeli   conflict,   despite   the   political   risks. 

3  pt  was  expelled  from  the  Arab  League  and  President 

/ar  Sadat  was  later  assassinated  for  negotiating  a  peace 

ty  with  Israel  at  Camp  David  in  1978.  But  Algeria's  deci- 

to  renew  ties  with  Cairo  last  month  capped  Egypt's  return 

a  he  mainstream  Arab  fold,  leaving  only  Libya,  Syria,  and 
anon  still  shunning  formal  relations. 

'  '  he  intifada,  or  uprising,  gave  Egypt  new  standing  because 
Palestinians  who  are  doing  the  fighting  in  the  West  Bank 


e  made  it  clear  that  they,  too,  favor  negotiations  with 


(rr 


lei.  That  left  the  Arab  states  with  no  rationale  for  quaran- 
ig  Egypt.  "We  have  proven  that  a  moderate,  consistent 
cy  of  peace  has  paid,"  says  Tahsun  Basheer,  a  retired 
rptian  diplomat  and  adviser  to  the  Mubarak  government. 
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Now,  he  adds,  there  will  be  "a  big  burden  on  Egypt  to  prove 
to  Israel  that  a  Palestinian  state  will  not  be  destabilizing  or 
irredentist." 

Israeli  Prime  Minister  Itzhak  Shamir  is  expected  to  offer  a 
peace  plan  calling  for  limited  autonomy  for  Palestinians — 
essentially  a  warmed-over  Camp  David  approach.  But  that 
formula,  Egypt  and  other  Arabs  insist,  has  been  overtaken  by 
the  intifada  and  the  plo's  proclamation  of  a  Palestinian  state. 
The  Egyptian-led  campaign,  if  it  gets  a  hearing  from  the 
Bush  Administration,  could  also  create 
strains  between  the  U.  S.  and  Israel.  Clo- 
vis  Maksoud,  the  Arab  League's  U.N. 
representative,  plans  to  seek  clearance 
for  the  PLO  to  reopen  its  Washington 
office,  shut  down  a  year  ago  by  the 
State  Dept.  Such  a  move,  although  it 
would  be  consistent  with  the  U.  S.  deci- 
sion to  talk  with  the  PLO,  would  anger 
Israel  and  its  backers  in  Congress. 
Israeli  contacts.  However,  Egypt  also 
intends  to  lead  an  Arab  effort  to  influ- 
ence attitudes  toward  the  Palestinian 
cause  in  the  U.  S. — and  even  in  Israel.  Nabeel  Shath,  a  Cairo- 
based  Palestinian  businessman  and  adviser  to  Arafat,  adds 
that  the  PLO  plans  to  seek  contacts  with  Israelis  in  the  political 
mainstream.  Such  efforts  are  encouraged  by  the  results  of 
Israeli  polls.  One  survey,  before  Israel's  Nov.  1  election, 
showed  a  majority  of  Israelis  supporting  negotiations  with  the 
PLO  if  it  renounced  terrorism,  while  a  recent  poll  registered  a 
narrow  majority  in  favor  of  the  recent  U.  S.  decision  to  talk 
with  the  PLO. 

"The  Egyptian  job  is  to  work  on  public  opinion  in  Israel  and 
the  U.  S.,"  says  a  senior  Foreign  Ministry  official  in  Cairo.  The 
resulting  competition  to  shape  attitudes  outside  the  Arab 
world  may  be  as  important  for  Palestinians  and  Israelis  as  the 
intifada  itself. 

By  Barbara  Slav-in  in  Cairo,  Xeal  Sandler  in  Jerusalem),  Ruth 
Pearson  at  the  U.  A'.,  and  Bill  Javetski  in  Washington 
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oreigners  are  likely  to  find  Japan's 
new  Finance  Minister,  Tatsuo  Mur- 
'ama,  73,  less  approachable  than  his 
irerunner,  Kiichi  Miyazawa,  who 
»oke  fluent  English.  But  Murayama 
ill  bring  impressive  credentials  to  the 
b.  Previously  he  headed  the  ministry 
>r  a  year  starting  in  11)77,  and  he  also 
BVed  as  Health  v<:  Welfare  Minister  in 
161.  As  a  politician  with  a  seat  in  the 
iet,  he  played  a  kej  role  in  winning 
irliamentarj  support  for  Prime  Minis- 
or  Noboru  Takeshita's  recently  ap 
roved  tax  reform  package. 
Nevertheless,  these  qualifications 

ia\   have  Weighed  less  heavily  in  Mtir 


ayama's  appointment  than  his  member- 
ship in  Miyazawa's  faction  in  the  ruling 
Liberal-Democratic  Party.  The  faction 
suffered  a  setback  when  Takeshita  ac- 
cepted the  resignation  of  Miyazawa, 
who  was  implicated  in  the  Recruit  Co. 
influence-peddling  scandal.  By  naming 
Murayama,  Takeshita  softens  that 
blow — in  the  interests  of  future  politi- 
cal cooperation. 

ANGOLA 


Exports 
hard-hit 


of    diamonds    and    coffee, 
by    guerrilla    fighting, 
should  pick  up  as  a  result  of  the  U.  S.- 
.brokered  agreement  to  end  South  Afri- 
can ami  Cuban  intervention  in  Angola. 
Before  the  civil  war  broke  out  in  L975, 


Angola  was  the  world's  fourth-largest 
supplier  of  both  of  these  commodities. 
European  donors  have  offered  $200 
million  to  help  rebuild  the  Benguela 
railroad,  owned  by  Belgium's  Societe 
Generate  de  Belgique.  It  is  an  outlet 
for  minerals  from  Zambia  and  Zaire. 

Despite  the  war,  exports  of  oil  have 
continued  to  rise  to  around  $2  billion 
annually,  up  from  $230  million  in  1974. 
because  the  fields  are  remote  from  the 
fighting.  Chevron  and  Texaco  have  the 
biggest  stakes  in  Angola,  but  most 
new  foreign  investment  is  likely  to 
come  from  Europe.  U.  S.  investors  may 
he  deterred,  as  in  the  past,  by  coi  - 
vative  political  opposition  in  the  1 
to  links  with  Angola's  Marxist  regime. 
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book  value  at  $2.25  per  share.  But! 
loans  were  written  down  so  drast  $.1 
that  they  have  been  selling  at  *>i 
160%  of  book  value.  So  Lemom 
thinks  the  bad  bank  will  return  $30 
share.  The  stock  trades  over^l 
counter  at  2  3/16. 

The  Chemical  B  stock  is  a  diffali 
story.  Trading  on  the  Big  Board  at^< 
its  hefty  18.4%  dividend  is  attrac 
individual  investors.  But  this  divii 
play  is  dangerous:  The  76<t  payout 
for  only  three  years.  Then,  in  1992 
stock  converts  to  Chemical  comr 
with  the  conversion  ratio  to  be  b 
on  the  good  bank's  profitability, 
minimum  conversion  is  0.03  share 
Chemical  common  for  every  B  sh 
but  to  get  any  more  than  that  the 
as  bank  will  have  to  earn  more  t 
$600  million  in  the  next  three  ye 
Since  the  takeover,  Texas  Comm 
has  lost  about  $130  million. 

Figured  at  a  conversion  rate  of 
and  Chemical  common's  current  p 
of  $31,  a  B  share  would  be  worth  c 
93<f  at  conversion  in  1992.  Add  in  $ 
in  dividends  over  the  three  years, 
an  investor  gets  $3.21  back  on  a 
investment.  Of  course  a  buyer  coul 
better  if  Chemical's  regular  stock 
to  climb.  But  even  if  it  doubled, 
stock  shareholders  would  get  back 
tie  more  than  their  original  investm 


BY  JEFFREY  M.  LADERMAN 

A  GAS  MARKETER 
PRIMES  ITS  PUMP 
WITH  A  MAKEOVER 


Crown  Central  Petroleum  is  no 
glamour  stock,  but  it  could  turn 
out  to  be  a  jewel  of  an  invest- 
ment. The  Baltimore-based  company 
just  completed  its  most  profitable  year 
in  this  decade,  and  share  prices  have 
moved  up  30%  since  the  summer.  Still, 
at  20  Va,  the  stock  of  Crown  Central, 
which  owns  and  operates  a  Texas  re- 
finery and  gas  stations  and  conve- 
nience stores  in  the  mid-Atlantic  and 
Southeast,  sells  for  only  six  times  earn- 
ings— about  half  the  stock  market's 
price-earnings  ratio. 

Why  so  low  a  p-e?  Refining  and  mar- 
keting profits  are  volatile,  and  Crown 
Central's  track  record  is  no  exception: 
The  company  ran  losses  in  8  of  the  last 
15  quarters.  Edwin  Powell,  a  portfolio 
manager  at  Provident  Capital  Manage- 
ment in  Philadelphia,  thinks  the  indus- 
try is  changing  in  a  way  that  will 
smooth  some  of  the  earnings  volatility, 
perhaps  prompting  the  market  to  value 
such  companies  at  higher  p-e's. 

"Big  oil  used  to  make  its  money  on 
production  and  didn't  care  about  prof- 
its in  retailing,"  says  Powell.  So  price- 
cutting  at  the  gas  pump  put  profit- 
margin  pressure  on  independent 
refiners  like  Crown.  But  now  oil  execu- 
tives are  emphasizing  profitability  in 
their  "downstream"  operations.  That 
could  mean  a  big  boost  for  Crown. 

Crown  has  restructured  itself  to  ben- 
efit from  industry  trends.  A  year  ago  it 
sold  its  exploration-and-production  divi- 
sion for  $167  million  and  used  the  pro- 
ceeds to  whittle  long-term  debt  to  less 
than  $4  million.  The  company  also  cut 
about  $40  million  in  overhead  and  up- 
graded the  Pasadena  (Tex.)  refinery. 
steady  stream.  At  the  retail  end,  CEO 
Henry  Rosenberg  has  been  adding 
small  kiosks  that  carry  some  300  items 
such  as  cigarettes,  sodas,  coffee,  and 
snacks  to  his  250  multipump  stations. 
That's  in  addition  to  450  convenience 
stores  Crown  operates  under  the 
names  Fast  Fare  and  Zippy  Mart.  Con- 
venience stores  and  gas-station  kiosks 
should  make  the  company's  profit 
stream  less  dependent  on  the  swings  in 
gasoline-retailing  margins. 

Crown  shines  for  other  reasons,  too, 
such  as  its  $8  a  share  in  cash  and  $30 
book  value.  R.  Bentley  Offutt  of  Of- 
futt  Securities  says  the  refinery — "one 
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of  the  best  east  of  the  Rockies" — is  on 
the  books  for  less  than  one-third  of 
what  it  would  cost  to  duplicate.  The 
board  recently  voted  a  $1  special  divi- 
dend, but  said  it  wants  "a  longer  peri- 
od of  profitability"  before  resuming  a 
regular  dividend,  last  paid  in  1984. 

Despite  its  undervalued  assets  and 
underleveraged  balance  sheet,  Crown 
is  not  raider  bait.  Rosenberg's  family 
owns  51%  of  the  supervoting  Class  A 
common  stock  and  43%  of  the  B  com- 
mon, where  most  of  the  trading  activi- 
ty is  centered.  "We  have  no  interest  in 
changing  the  ownership,"  says  Rosen- 
berg. That's  just  fine:  The  family  has 
good  reason  to  enhance  the  company's 
value  for  all  shareholders. 


EVEN  'GOOD  BANKS' 
CAN  BE  BAD  BUYS 


What  could  be  worse  than 
owning  a  Texas  bank  with 
"bad"  loans?  How  about 
owning  a  Texas  bank  with  "good" 
loans?  It  sounds  silly,  but  it  isn't.  The 
connection  is  New  York's  Chemical 
Bank,  which  took  over  ailing  Texas 
Commerce  Bank  in  1987.  Before  the 
takeover,  Texas  banks'  worst  loans 
were  written  down  and  placed  in  a  new 
entity  called  National  Loan  Bank, 
which  was  spun  off  to  shareholders. 
That  was  the  "bad  bank."  Then  Chemi- 
cal acquired  the  remaining  "good 
bank"  with  cash,  stock,  and  34.6  million 
shares  of  newly  created  Class  B  Chem- 
ical common  stock. 

National  Loan  Bank  exists  solely  to 
liquidate  holdings  and  distribute  cash 
to  shareholders.  Charles  Lemonides  of 
Gruntal   &   Co.   estimates   the   bank's 
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WELLMAN  TAPS  THI 
PROFIT  IN  PLASTIC 


Think  recycling,  and  what  co 
to  mind?  Glass,  aluminum, 
newspaper.  But  plastic  bott] 
are  recyclable,  too.  Wellman,  a  mal 
of  polyester  and  other  manmade  fibe 
turns  old  plastic  into  new.  While 
doesn't  have  a  proprietary  lock  on  pi 
tic-recycling  technology,  Wellman 
the  major  player  in  the  business.  Ar 
lyst  Stuart  Pulvirent  of  Prudenti 
Bache  Securities  expects  the  stoc 
now  at  36,  to  climb  to  45  within  a  yei 
Wellman  has  more  going  for  it  th 
garbage.  There's  strong  demand  for 
polyester  products,  including  fibers  f 
stain-resistant  carpeting  and  fiberf 
for  furniture  cushions.  Pru-Bache  pr 
jects  earnings  of  $3.20  a  share  in  198 
up  25%  from  1988. 

A  former  leveraged  buyout  th; 
went  public  in  1987,  Wellman  is  fina 
cially  strong.  Long-term  debt  has  bee 
pared  to  less  than  20%'  of  capitalizatioi 
And  since  management  still  holds  8 
of  the  shares,  it  has  ample  incentive  t 
channel  the  growing  cash  flow  into  di 
idends  and  stock  buybacks. 
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Rain.  It's  as  much  a  fact  of  life  in 
England  as  driving  on  twisting  roads 
through  ancient  villages.  Thus,  it's  not 
surprising  that  long  ago,  Jaguar  pio- 
neered the  use  of  water-dissipating 
four-wheel  disc  brakes.  It  might  also 
explain  why  the  Jaguar  XJ6  is  equipped 
with  one  of  the  world's  best  anti-lock 
(ABS)  braking  systems. 

As  with  other  anti-lock  systems, 
Jaguar's  ABS  can  help  the  driver  main- 
tain steering  control  by  preventing 
wheel  lock-up  when  braking  hard  on  a 
road  that  is  evenly  dry  or  slick. 

But  to  help  the  driver  cope  with 

They  say  the  English 
invented  rain. 
Maybe  that's  why 
the  Jaguar  XJ6  has 
one  of  the  world's 
best  anti-lock 
braking  systems. 


/neons/1./'  ■ni  fro<  Hon  situations,  the 
Jaguar  ABS  system  incorporates  yaw 
control.  Regulated  by  microproc- 

ingenious  feature  can  help  the  driver 
control  the  natural  tendency  for  a  vehi 
cle  to  pull  right  or  left— "yaw"— under 
hard  braking  when  traction  differs 
widely  from  side-to-side.  As  a  result,  the 
XJ6  can  help  you  make  straiqhter,  surer 
stops  even  when  one  side  or  the  car  is 
on  dry  road  and  the  other  is  riding  on  a 
wet  or  slippery  surface. 

Maybe  the  English  didn't  really 
invent  rain  or  challenging  driving  condi- 
tions. But  it  is  comforting  to  know  that  a 


'  m  //itfi  all  the  elegance  and  hand- 

f  fhe  loguai  /  V, 
deigned  to  be  fat  more  than  a  fait 

weather  friend. 

To  test  drive  the  Jaguar  XJ', 
information  on  Jaguar  s  extensiv. 

i6,000  mile  warranty,  see  your 
dealer.  He  can  provide  details  or 
limited  warranty,  applicable  in  the  USA 
and  Canada,  and  on  Jaguar's  uniquely 
comprehensive  Service-On-Sitev/  Road- 
side Assistance  Plan.  For  your  nearest 
dealer,  call  toll-free:  1  -800-4-JAGUAR. 
Jaguar  Cars  Inc.,  Leonia,  NJ  07605 

ENJOY  TOMORROW  BUCKLE  UP  " 
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When  hemlines 

went  up,  her  name  went 

down  in  history. 


She  didn't  invent  them,  didn't 
wear  them  first  and  protested 
their  being  called  by  her  name.  _ 

But  when  feminist  publish-jS= 
er  Amelia  Jenks  Bloomer  ^p 
popularized  them  in  1851, 
the  uproar  rivaled  those  over  hot 
pants  and  miniskirts  in  the  1960s. 

The  hoopskirts  of  Mrs.  Bloom- 
er's day  were  heavy  and  cumber- 
some and  picked  up  everything 
from  the  unpaved  streets.  Then 
a  reformer  friend  designed  much 
more  practical  attire:  long,  loose 
trousers  gathered  at  the  ankles 
and  worn  under  a  short  skirt. 

In  a  word,  bloomers. 

No  sooner  did  Mrs.  Bloomer 
describe  them  in  her  magazine — 
and  wear  them  when  she 


lectured —    Jp^  than  the  furor  be- 
gan. Newspapers  ranted.  Orators 
raged.  Preachers  barred  bloomer- 
clad  women  from  churches. 

Both  the  fuss  and  the  fashion 
eventually  died  out.  But  the  word 
remains  alive  and  well. 

Names  are  important. 
Hammermill  knows. 

After  all,  ours  is  the  best-known 


name  in  paper.  We  also  know 
how  important  your  company's 
name  is.  That's  why  every  single 
piece  of  paper  we  make — and  we 

make  just  about  every  type  of 
business  and  printing  paper 

imaginable— is  designed  to 
dress  your  name  in  its  Sunday 
best  every  time  it  appears  in  print. 

We  can't  promise  to  make  you 
a  trendsetter.  But  if  you  want 
people  to  remember  your  name, 
remember  ours. 

When  it  comes  to  paper, 
me  name  is  Hammermill 
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THE  EXPANSION:  STEAI 

SINCE  THE  LATTER  STAGES  OF  A  GROWTH  CYCLE  ARE  OFTEN  THE  MOST  TREACHEI 


It's  enough  to  make  the  captains  of 
industry  breathe  a  sigh  of  relief. 
Economist  after  economist  is  saying 
that  there's  little  chance  of  recession  in 
1989,  and  most  forecasters  see  precious 
few  signs  of  the  excesses  that  usually 
precipitate  a  downturn. 

But  wait  a  minute.  With  this  expan- 
sion heading  toward  the  ripe  old  age  of 
seven,  it's  hardly  the  time  for  managers 
to  let  down  their  guard.  Indeed,  the  late 
stages  of  an  expansion  typically  are  the 
most  treacherous  for  business — one  mis- 
step, one  bad  forecast,  and  suddenly  the 
outlook  darkens.  For  the  past  couple  of 
years,  either  by  luck  or  by  skill,  execu- 
tives have  managed  the  business  cycle 
well.  In  1989,  continuing  to  do  so  is  go- 
ing to  be  their  biggest  challenge. 

Most  expansions  are  dead  and  gone  by 
this  point.  Usually,  late  in  the  cycle,  a 
shortage  of  workers  and  production  ca- 
pacity pushes  wages  and  prices  higher. 
Rising  inflation  prompts  the  financial 
markets  or  the  Federal  Reserve  Board 
to  jack  up  interest  rates.  As  borrowing 
costs  rise,  demand  slows  and  businesses 
find  inventories  piling  up.  Then  they 
slash  production,  lay  off  workers,  and 
the  recession  begins. 
standing  pat.  So  far,  despite  wide- 
spread concerns  about  labor  shortages 
and  tight  capacity,  the  dominoes  haven't 
fallen.  The  unemployment  rate  is  close 
to  a  14-year  low,  and  industry  is  operat- 
ing at  its  peak  rate  of  capacity  for  this 
expansion.  But  no  wage-price  spiral  has 
ensued.  Inflation,  though  higher  than  in 
1987,  was  still  only  about  4.3%  in  1988. 
Consumer  prices  may  creep  up  5%  in 
1989.  Interest  rates  have  drifted  upward, 
but  not  enough  to  cause  any  drop  in 
spending. 

One  reason  for  the  lack  of  excesses: 
Many  sectors  of  the  economy  have  al- 
ready experienced  minirecessions. 
"We've  had  significant  adjustments  in 
oil,  farming,  and  real  estate,"  points  out 
Norma  Pace,  head  of  ECAP,  a  New  York 
economic  consulting  firm.  "And  the  in- 
dustrial sector  went  through  realign- 
ment when  our  trade  balance  deteriorat- 
ed." The  exception  is  service  industries. 
Insulated  from  foreign  competition,  they 


weren't  forced  to  boost  productivity.  But 
this  year  they  may  be.  Wage  gains  have 
been  higher  in  services  than  in  manufac- 
turing, so  service  companies  will  have  to 
be  especially  attentive  during  the  late 
stages  of  the  cycle — especially  since 
1989  could  bring  new  strains. 

A  big  challenge  for  all  businesses  will 
be  controlling  inventories.  Service  indus- 
tries such  as  wholesalers  and  retailers 
must  watch  out  for  unnecessary  stock- 
piling in  their  warehouses  and  back- 
rooms. Right  now  trade  inventories 
equal  just  1.4  months  of  sales.  And  fac- 
tories have  an  equally  lean  1.6  months  of 
goods  on  hand.  Analysts  expect  both  ra- 
tios to  stay  low  through  this  year.  But 
that  can  change  very  quickly.  In  the 
fourth  quarter  of  1987,  for  example,  the 
October  stock  market  crash  caused  con- 


sumer spending  to  slip.  Goods  star  '-  vs 
piling  up  at  retailers,  then  at  whole  tolspendi 
ers,  and  finally  at  factories.  Nonfs  w  ^e  1 
inventories  ballooned  to  an  inflation-  eslowly  t 
justed  annual  rate  of  $68.2  billion.  A  to ltaw 
result,  industrial  production  slowed  i  iHp0*1 
ly  last  year  as  businesses  worked  My» 
these  stockpiles.  i  P"t" 

strong  performer.  If  demand  falls  t  i  ^  ! 
year,  companies  are  better  prepar  i  ft  '< 
Wheeling-Pittsburgh  Steel  Corp.,  for  Million 
stance,  has  shrunk  its  capacity  and  n  't  shjp  ab 
keeps  on  hand  less  than  a  week's  wo  s.  Manuf 
of  product  for  processing,  barely  half  fcry  • 
much  as  a  few  years  ago.  wp  Chief  ( i  Inc., 
eratdng  Officer  Richard  E.  Stoll  says  fc,asth 
inventories  are  "almost  perfect" — i  lut  expor 
too  high  but  enough  to  boost  outp  fr  forevei 
Steelmakers  are  banking  on  forecalptfi 
that  show  consumer  spending  growil  the  si 


FOUR  KEYS  TO  SUCCESS  EXP 


SELL  MORE 
ABROAD 


'84        85       '86      '87       '88        89 
A  BILUOMS  OF )  982  DOIUK  "—EST.-1 

DHJLDAttKSOUKB 


PRO! 


64  BUSINESS  WEEK/JANUARY  9,  1989 


INDUSTRY  OUTLC 


IS  SHE  GOES 

ftGERS  will  have  to  keep  a  close  watch  for  hazards 


tai  it  2%  vs.  last  year's  2.5%  increase. 

„  tal  spending,  also  a  strong  perform- 
4  ver  the  past  few  years,  will  grow 
im  e  slowly  than  it  did  last  year. 
1 1  iat  leaves  exports  as  the  key  to 
(ii  all  growth.  The  drop  in  the  dollar 
ed  2  early  1985  has  made  U.  S.  products 
e  price-competitive  on  world  mar- 
Us|  .  Last  year,  U.  S.  exports  grew 
m  it  18%,  after  price  adjustments,  to 
fur  L8  billion.  Even  for  companies  that 
d  i  t  ship  abroad,  this  trend  has  boosted 
wo  s.  Manufacturers  have  bought  more 
all  hinery  from  Harnischfeger  Indus- 
>fi  >  Inc.,  says  President  Jeffery  T. 
vs  rde,  as  their  exports  have  boomed. 
-  >ut  exports  won't  rise  at  such  a  torrid 
utp  B  forever:  Economists  expect  only  a 
g  gain  this  year  (chart),  reflecting,  in 
HI  .,  the  stabilization  of  the  dollar  in 


1988.  Thus,  U.  S.  companies  will  rely  on 
better  marketing  to  make  further  in- 
roads abroad,  usx  Corp.,  the  No.  1  steel 
producer,  has  set  up  an  export  organiza- 
tion to  sell  its  products.  This  year  the 
company  hopes  to  send  up  to  1.2  million 
tons  of  steel  to  Europe,  the  Middle  East, 
and  Japan,  up  from  nothing  in  1987,  says 
USX  Chairman  David  M.  Roderick. 

That  will  depend  on  keeping  prices 
down,  mostly  by  raising  productivity 
and,  in  many  cases,  adding  capacity.  In 
some  industries,  factories  are  running  at 
more  than  90%  of  rated  capacity.  For  all 
industry,  the  figure  is  84.2%.  That's  near 
the  point  where  shortages  appear  and 
prices  shoot  up.  Many  businesses  want 
to  avoid  that.  In  1988  real  capital  spend- 
ing surged  11.6%,  a  four-year  high, 
though  this  year  it  may  increase  a  mere 
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1%,  according  to  Data  Resources   Inc. 

Still,  large  investments  are  planned  in 
such  industries  as  paper  and  paper- 
board,  where  operating  rates  in  1988 
topped  96%.  Many  paper  industry  ana- 
lysts expect  1989  to  be  the  first  year  in 
several  in  which  capacity  growth  out- 
paces the  increase  in  demand — up  to 
3.5%  for  the  former,  no  more  than  2.5% 
for  the  latter.  Westvaco  Corp.'s  capital 
budget,  for  example,  will  climb  to  $500 
million  from  $393  million  last  year. 

Most  of  the  spending  will  go  to 
streamline  and  automate  assembly  lines 
or  to  computerize  clerical  tasks.  But 
manufacturers,  in  particular,  may  have 
to  drop  their  aversion  to  breaking 
ground  for  new  factories.  "We're  at  the 
stage  where  physical  plants  need  to  ex- 
pand," says  Lloyd  T.  O'Carroll,  chief 
economist  at  Reynolds  Metals  Co. 
'reaching  THE  UNITS.'  The  trick  is  to 
expand  while  keeping  a  lid  on  labor 
costs.  Many  labor  markets  are  tight,  and 
economists  believe  workers  will  demand, 
and  get,  bigger  wage  gains.  That's  al- 
ready starting  in  health  care,  where  la- 
bor costs  in  medical  facilities  rose  about 
7%  last  year  and  could  do  so  again  in 
1989.  Last  year  overall  employment 
costs,  including  wages  and  benefits,  rose 
about  4% — their  biggest  jump  since  1985. 
This  year  the  increase  could  be  5%. 

The  key  may  be  whether  unions  make 
large  wage  demands.  "We  can't  afford 
to  increase  unit  labor  costs,"  says  USX's 
Roderick.  "This  industry  has  to  stay  ex- 
tremely labor-competitive."  Even  after 
years  of  union  givebacks,  U.  S.  steel- 
makers still  pay  five  times  the  labor 
rates  in  South  Korea — and  even  more 
than  the  Europeans  and  Japanese. 

To  offset  the  expected  push  on  labor 
costs,  businesses  will  try  for  bigger  pro- 
ductivity gains.  That's  not  easy  at  this 
stage  of  the  business  cycle.  Early  in  an 
expansion,  output  per  work  hour  rises 
easily  as  sales  go  up  faster  than  hiring. 
In  the  first  four  years  of  the  current 
upturn,  for  example,  productivity  in  the 
nonfarm  business  sector  increased  by 
more  than  27<  a  year.  Now,  with  capacity 
short  and  labor  tight,  gains  are  much 
harder  to  make.  Indeed,  in  the  last  two 
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years  nonfarm  productivity  has  risen 
just  1%  annually.  And  many  economists 
expect  almost  no  growth  this  year. 

The  productivity  predicament  falls 
most  heavily  on  services.  Manufactur- 
ers, for  the  most  part,  have  weeded  out 
nonessential  workers  and  tasks  that 
bloated  many  production  lines.  Since  the 
end  of  the  last  recession,  output  per 
man-hour  in  manufacturing  has  grown 
4.4%  annually.  But  for  all  nonfarm  busi- 
nesses, it  has  risen  just  1.8%. 

Now — at  last — service  companies  are 
meeting  the  challenge.  At  Noland  Co.,  a 


wholesaler  based  in  Virginia,  laser  scan- 
ners that  read  bar  codes  and  feed  infor- 
mation into  a  central  computer  enable 
the  company  to  deliver  some  products 
less  than  24  hours  after  they  have  been 
ordered. 

green  carrot.  American  Express  Co., 
meanwhile,  has  added  productivity  incen- 
tives for  keypunch  operators.  Workers 
can  earn  an  extra  $7,000  or  more  a  year 
if  their  efficiency  rises  by  13%.  Even 
after  doling  out  the  incentive  pay,  Amex 
is  able  to  save  half  a  cent  for  each  one 
thousand  of  the  millions  of  charge  slips 


it  processes.  The  company  has  als 
stalled  "expert  systems"  software 
Fort  Lauderdale  processing  center 
cuts  the  time  needed  to  approve  chi 
on  Amex  gold  and  platinum  cards. 
Companies  are  looking  more  to 
nology  for  productivity  gains,  if  onl 
cause  workers   are  getting  scarc<  ^ 
many    regions,    managers   are    1 
pressed  to  fill  vacant  spots.  "We're 
ating  in  areas  where  unemployme 
2.5%,"  says  Robert  Van  Tuyle,  chaii 
of  Beverly  Enterprises  Inc.,  a  nur 
home  chain  based  in  California.  "It 
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FOUR  COMPANIES  PREPARE  FOR 
THE  PROMISES— AND  PERILS— OF  1989 


PINK  SUPS  AMD  PRODUCTIVITY 

Advanced  Micro  Devices  Inc.'s 
Chief  Executive,  W.J.  "Jerry" 
Sanders  III,  always  took  the  long  view 
of  volatility  in  the  chip  market.  During 
the  last  slump,  in  1985,  he  refused  to 
lay  off  workers  even  though  competi- 
tors were  dropping  them  by  the  thou- 
sands. Employees,  he  said,  were  AMD's 
most  important  asset. 

Times  have  changed.  While  1987  and 
1988  were  great  years  for  the  rest  of 
the  semiconductor  business,  AMD  had 
too  many  employees  for  its  revenue  to 
support.  When  markets  softened  last 
year,  it  faced  a  fourth-quarter  loss.  So 
Sanders  is  ordering  layoffs:  2,400  peo- 
ple, or  14%  of  his  work  force.  "Produc- 
tivity is  the  name  of  the  game  now," 
he  says. 

Morale  has  been  shaken.  But  com- 
peting with  the  Japanese  has  convinced 
Sanders  that  products,  technology,  and 
manufacturing  come  first.  So  even 
while  he's  firing,  he's  building  a  $112 
million  facility  to  improve  AMD's  manu- 
facturing. And  he's  shifting  from  intro- 
ducing dozens  of  new  products  each 
year  to  just  a  few — blockbusters,  he 
hopes.  His  goal:  a  profit  in  1989  on  flat 
revenues  of  $1  billion.  "I'm  trying  to 
balance  entrepreneurship  with  stability 
and  professional  values,"  he  says. 
"You  can't  be  idealistic." 

DRILUIIC  AGAINST  THE  ODDS 

When  Union  Texas  Petroleum 
Corp.  directors  heard  CEO  A. 
Clark  Johnson  pitch  a  30%  hike  in  ex- 
ploration and  production  spending  last 
October,  they  must  have  thought  he 
was  punch  drunk.  Natural  gas  prices 
were  at  a  two-year  low,  and  other  inde- 


pendents were  plugging  wells  and 
shelving  exploration.  Johnson  wanted 
to  do  the  opposite.  The  board,  he  re- 
calls, "wasn't  standing  and  cheering." 

He  got  what  he  wanted.  And  by  do- 
ing more  exploration  while  everyone 
else  is  retrenching,  Johnson  thinks  he'll 
be  ahead  of  the  pack  when  good  times 
return.  Moreover,  drilling  is  dirt-cheap 
right  now.  For  an  expenditure  of  $123 
million — two-thirds  of  what  it  would 
have  cost  in  1981 — he  expects  to  in- 
crease Union  Texas'  Gulf  of  Mexico 
reserves  to  more  than  160  million  cubic 
feet  this  year,  from  58  million  three 
years  ago. 

"It  looks  like  a  gutsy  decision  now," 
Johnson  shrugs.  Maybe  even  reckless, 
since  industry  gurus  have  expected  an 
upturn  in  gas  prices  for  three  years. 
But  Johnson  still  thinks  tight  supplies 
will  raise  the  average  wellhead  price  of 
gas,  now  $1.74  per  1,000  cubic  feet,  to 
$3  by  1992.  If  so,  the  Union  Texas 
board  will  stand  and  cheer. 

'SHOOTING  AT  A  MOVING  TARGET 

Call  Lloyd  U.  Noland  III  "Mr.  Cau- 
tious." Noland  Co.,  his  $460  million 
wholesale  plumbing  and  heating  supply 
house,  is  one  of  the  largest  in  the  U.  S. 
It  sells  100,000  items  in  13  states.  And 
until  recently,  Noland  was  growing 
quickly  by  acquisition.  Like  most 
wholesalers,  he  saw  safety  in  econo- 
mies of  scale. 

But  this  year,  Noland  is  taking  a 
breather  from  takeovers.  With  new- 
home  construction  slowing,  he's  con- 
centrating on  running  the  businesses 
he  has.  That  means  keeping  supplies 
tighter  and  stocking  up  on  items  for 
renovators.  Noland  is  being  more  care- 
ful because  he  thinks  building  may 
slow  in  northeast  Virginia  and  south- 
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■  uli  ii<    thinking,    tint    a    recession 
W I  be  a  wonderful  thing  for  us." 

pond  to  tlic  shortage,  Keverly  is 
ig  ;i  "learn  while  you  earn"  pro 
in  Seattle  Participants  undergo  a 
nek  training  program  that  guaran 

them   a  job  and  clinical   experience 

I  e   they   go   to   work.   The   program 

I  iclped    I'.everlv    cut    the    percentage 

iar»\rsing-home  employees  who  quit  af- 

re  list  one  week  to  20'  ;    from  60 

i  PLEDGE  DEFICIT.  National  Medical 
[J -prises  Inc.,  a  hospital  chain,  is 
ai  ing  for  workers  overseas.  It  wants 
re  nurses  from  mainland  China  to 
in  the  U.  S.  on  a  long-term  contract 


:iur 


Noland,  the  whole  laler,  recruil    -i> 
high  school    and  r.^ar  military  ba 

De  ipite  tuch  approache  .  lervice  in 
dustries  still  complain  about  the  dearth 
of  qualified   workers,   particularly    for 

entry  level    jobs    usually    filled    by    high 

school  graduates.   Manufacturers,   too, 

are  finding  it  harder  to  recruit  workers 
who  can  understand  the  workings  of 
robotics  and  computers.  And  without 
such  knowledge,  new  technology  is  use- 
less. "If  you  don't  remain  competitive 
globally,"  warns  Tapan  Munroe,  the 
chief  economist  for  Pacific  Gas  &  Elec- 
tric Co.,  "you're  in  real  trouble.  We  have 
people  who  can't  find  the  Pacific  Ocean 


on   an   unlabeled   map    li- 
re pond  to  the  Pacific  Rim  challengi 
The  tricl*  i    managing   tuch  prob  ■ 
when  so  many  economic  fundamental 

the  direction  of  il 

on  reducing  the  twin  deficits,  inflation, 

and  the  dollar     could  rapidly  change  the 

outlook  in  L989.  Managers  will  ha 
be  nimble.  If  they  are  not,  the  co 

quences  could  be  Jevere.  The  raiders  will 
take  notice— and  then  one  day  they  will 
be  in  charge. 

By  Kathleen  Sfadigan  in  Neu  York 
Gregory  I.  Miles  in  Pittsburgh,  .hum  O'C 
Hamilton  tun/  Jonathan  B.  Levins  in  Sun 
Francisco,  and  bureau  reports 


ern  Maryland,  hot  markets  for  him  last 
year.  He  thinks  Texas  and  the  Florida 
panhandle,  where  building  was  dead, 
might  recover.  But  he's  not  sure.  So 
he's  going  slow.  "In  managing  inven- 
tories, you're  shooting  at  a  moving  tar- 
get," Noland  says. 

It's  moving  so  fast  that  he  shuns  a 
master  plan.  Noland's  sophisticated 
computer  systems  track  inventories 
day  by  day.  And  he  uses  "management 
by  exception."  He  gives  local  managers 
lots  of  freedom,  and  the  ones  who  do 
well  he  leaves  alone.  Underper- 
formers — the  exceptions — get  close  at- 
tention from  headquarters.  Now,  says 
Noland,  "we  respond  a  lot  quicker  than 
ever  before." 

A  RETURN  BOUT  WITH  JAPAN  INC. 

Iothing  grates  more  on  James  A. 
Norling  than  the  image  of  U.  S. 
chipmakers  fleeing  from  the  Japanese. 
The  executive  vice-president  and  gener- 
al manager.of  Motorola  Inc.'s  Semicon- 
ductor Products  Sector  insists  that  in  a 
fair  fight  Silicon  Valley  can  hold  its 
own.  Motorola  bailed  out  of  dynamic 
random-access  memories  (DRAMs)  in 
1985  only  because  the  odds  were 
stacked  heavily  against  it.  "Japan's  in- 
credible dumping  created  an  impossible 
financial  situation,"  he  says. 

Now,  Washington  is  enforcing  anti- 
dumping laws,  and  the  Semiconductor 
Trade  Agreement  sets  floor  prices  for 
drams.  So  Motorola  is  spending  $500 
million  to  build  a  dram  plant  in  Arizo- 
na, refurbish  one  in  Scotland,  and  take 
a  half-interest  in  a  new  Japanese  facili- 
ty owned  jointly  with  Toshiba  Corp. 
"We  can  invest  with  confidence."  says 
Norling.  "We  have  a  mechanism  that 
doesn't  wait  until  the  patient  is  dead." 

Others  may  be  reaching  that  conclu- 
sion. National  Semiconductor  and  Intel 
have  been  called  likely  candidates  to 
rejoin  Texas  Instruments.  Micron  Tech- 
nology, and  ihm  in  battling  Japan  for 
DRAM  business  But  only  Mot*  rola  has 
anted  up  the  cash  to  do  it. 


i     I HY  OUTLOOK 
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AUTOS 


NOW  CARMAKERS  ARE 
REALLY  BURNING  RUBBER 


After  one  of  the  greatest  years  ever,  the  Big  Three  are  smoking 


ven  after  six  years  of  robust  sales, 
auto  makers  aren't  ready  to  down- 
shift. U.  S.  sales  of  new  cars  and 
icks  could  ease  by  4'<  this  year,  to 
2  million  vehicles.  But  that  will  equal 
I  industry's  fourth-best  sales  year 
er.  And  the  estimate  may  be  conserva- 
e,  since  consumers  have  money  in 
eir  wallets  and  seem  to  like  what  they 
i  in  auto  showrooms. 
That's  an  understatement,  in  fact.  The 
diversity  of  Michigan's  third-quarter 
88  Survey  of  Consumer  Attitudes 
and  that  62%  of  the  families  queried 
;re  upbeat  about  buying  a  vehicle  this 
ar.  Almost  half  said  they  felt  better 
financially  than  a  year  ago.  "This 
fts  the  best  reading  since  the  start  of 
e  1970s,"  says  Richard  T.  Curtin,  the 
rvey's  director. 

Many  of  these  people  will  buy  a  truck. 
ie  of  every  three  vehicles  now  sold  in 
e  U.  S.  is  classed  as  such — including 
ns,  minivans,  pickups,  and  off-road  ve- 
les.  This  booming  market  is  dominat- 
by  domestic  producers,  since  imports 
y  a  25%  tariff.  GM's  GMC  Truck  Div. 
t  its  third  sales  record  in  four  years  in 
58 — by  the  end  of  November. 

ale  crowd.  Now  everyone  wants 
Toyota,  which  already  builds  cars  in 
o  U.S.  plants,  will  decide  in  1989 
ere  to  begin  11  S.  assembly  of  trucks. 
azda,  Chevrolet,  and  Pontiac  will  un- 
il  challengers  this  year  to  Chrysler 
rp.'s  leaders  in  the  minivan  market. 
d  General  Motors  Corp.  will  decide 
hether  to  add  a  truck  to  its  Oldsmobile 
iv.'s  lineup  in  the  1990s.  "We  must 
iake  sure  we  have  a  place  for  the  per- 
>n  who  used  to  buy  Buick  and  Olds," 
lys  Executive  Vice-President  Lloyd  E. 
euss.  Gil  estimates  that  Olds  alone  has 
st  upwards  of  100,000  customers  who 
tve  switched  to  trucks. 
The  auto  makers  also  are  crowding 
to  the  other  high-margin  business:  lux- 
ry  cars.  Nissan  Motor  Co.  and  Toyota 
otor  Corp.  will  be  busy  hyping  their 
m .    upscale    lnl'miti    and    LexUS    <li\  i 

ons.  Each  will  begin  Belling  two  models 

■\(   fall.  They'll  be  aimed  at   Mercedes 

imw,  ami  other  European  imports. 
in  Japan's  moves  in  the  market  could 

urt    Detroit,  too:   As  the  low  dollar  has 

used  prices  for  European  cars,  they 

aw    lost     market    share    to    American 


models   such   as   Cadillac   and    Lincoln. 

Competition  in  trucks,  and  in  cars 
costing  $25,000  and  up,  is  a  byproduct  of 
overcapacity.  Ford  Motor  Co.  estimates 
that  the  world's  auto  makers  will  be  able 
to  build  9  million  more  vehicles  by  1990 
than  buyers  will  want,  with  6  million  of 
these  aimed  at  U.  S.  markets.  The  Japa- 
nese will  scale  back 
imports,  but  only  be- 
cause they'll  be 
building  more  than  1 
million  vehicles  a 
year  here.  Analysts 
say  the  Big  Three's 
domestic-built  share 
of  the  market  will 
slide  to  68%  in  1989, 
from  71%  in  1988.  This  sounds  like  a 
calamity  for  profits. 

But  analyst  Ronald  Glantz  at  Mont- 
gomery Securities  thinks  that  the  Big 
Three's  1988  earnings  could  reach  $9.96 
billion,  down  13%  but  still  their  second- 
best  year  ever.  The  reason:  cost-cutting. 
Ford  and  Chrysler,  past  masters  at  trim- 
ming fat,  are  still  doing  it  by  cutting 
employee  payrolls.  GM  cut  $3.7  billion  in 
costs  in  1987  and  $4  billion  last  year. 

The  carmakers  also  will  hold  down  ex- 
penses by  squeezing  suppliers.  They  are 
"the  center  of  the  salami  sandwich," 
says  Philip  E.  Benton  Jr.,  head  of  Ford's 
Automotive  Operations.  Chrysler  has 
asked  suppliers  to  cut  prices  by  1% 
across    the    board,    while    Ford    has    a 


FEWER  CARS, 
MORE  TRUCKS 

NEW-Vf HICIE  SALES 
IN  THE  U.S. 


TRUCKS 


CARS 


(0NTGOW  IT  SKUtlTIES 


standing  reque  il  of  long  term  iupp 
for  a  /:  ■  price  reduction  ev<  a  In 

return.  Ford  will  grant  larger  ami  long 

an  contract ..  a  .   it    weed     OUl    '  I 

that  can't  make  the  grade  on  price,  qua] 

ity,  and  technology.  Its  plan:  to  d<-<-,. 
tin-  numbet  of  location-,   from   whi' ■ 
North  American  plant     buy  parti  Ui  few- 
er   than    1,700    in    1992,    from    22,000    in 
19* I.  Similarly,  GM  says  il  would  like  to 
have  one  supplier,  instead  of  a  handful, 
to   handle   most  of  the  chemical   D( 
such  as  lubricants  and  soaps,  at  each  of 
its  plants. 

The  carmakers  hail  single-sourcing  as 
integral  to  a  partnership  they're  trying 
to  build.  They  now  expect  key  suppliers 
to  offer  engineering  expertise  and  tech- 
nical aid  in  the  early  stages  of  product 
development.  But  for  a  disparate  $600 
billion  worldwide  auto-supply  industry, 
the  up-front  costs 
are  staggering:  bur- 
geoning research 
and  development 
budgets,  separate 
computer  hook-ups 
to  each  customer, 
and  new  plants  clos- 
er to  the  Big  Three's 
to  supply  parts  just 
in  time.  "Most  of  those  expenses  are  still 
ahead  of  us,"  says  John  W.  Day,  presi- 
dent of  Allied-Signal  Automotive. 
spreading  risk.  Not  all  suppliers  are 
wilting  under  the  strain.  Some,  especial- 
ly in  niche  areas,  such  as  plastics  and 
braking  systems,  are  flourishing.  But 
others  will  face  another  daunting  year  in 
1989,  made  worse  by  their  own  rising 
raw-materials  costs. 

Similarly,  dealers  will  continue  to  face 
pressures'  this  year.  Their  net  profit 
margins  have  been  sliding  for  four  years 
and  are  expected  to  slip  to  around  1.8 
this  year,  down  from  1.9%  in  1988,  ac- 
cording to  studies  by  the  National  Auto- 
mobile Dealers  Assn.  (NADA). 

Imports  are  largely  to  blame.  As 
salespeople  offered  better  deals  to  offset 
rising  import  prices,  dealers'  pretax  mar- 
gins on  European  cars  dropped  from 
10.9':;  in  1987  to  9.1%  in  the  first  seven 
months  of  1988.  Margins  on  Japanese 
cars  slipped  from  8.6%  to  8.4%,  close  to 
the  average  8.2^  margin  on  domestic 
cars.  Expensive  computer  link-ups  to  the 
carmakers,  plus  rising  real-estate  and 
fixed  costs,  largely  offset  these  profits. 
And  a  drive  to  add  more  franchises  to 
spread  their  risk  has  left  many  dealers 
overextended.  '"That  does  not  leave 
much  room  for  error,"  says  Jimmy  ('. 
Payton,  the  NADA's  president. 

Still,  the  carmakers  should  show  this 
year  that  they  have  learned  to  prosper 
with  stable  or  even  slightly  declining 
Sales.  Now  suppliers  and  dealers  will 
have  to  learn  to  do  the  same. 
/>'</  Janus  />'    Tit  ■ 
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THE  FOOD  COMPANIES 
HAVEN'T  FINISHED  EATING 


With  sales  rising  only  2%  a  year,  the  acquisition  binge  will  go  on 


on't  expect  food  processors  to  go 
on  a  diet  this  year.  After  spend- 
ing much  of  the  past  decade  un- 
loading their  nonfood  businesses  and 
slimming  down,  the  leaders  in  the  $220 
billion  industry  launched  an  unprece- 
dented acquisition  binge  in  1988  capped 
by  two  whopper  deals:  Philip  Morris 
Co.'s  $13  billion 
buyout  of  Kraft  Inc. 
and  Kohlberg  Kravis 
Roberts  &  Co.'s 
$24.5  billion  pur- 
chase of  RJR  Nabisco 
Inc.  Now,  KKR  may 
have  to  sell  some 
food  lines  to  pay 
down  a  mind-bog- 
gling $23.6  billion  in  debt.  And  that  fills 
other  food  giants  with  glee:  It  means 
there  will  be  more  leading  brands  avail- 
able for  them  to  gobble  up. 

The  big  takeover  struggles  have 
caught  the  public's  attention.  On  Dec. 
18,  Grand  Metropolitan  PLC  finally  cor- 
nered Pillsbury  Co.  And  there's  still 
a  bidding  contest  between  Tyson  Foods 
and  Conagra  for  Holly  Farms.  But 
it's  the  scores  of  smaller  acquisitions 
that  are  quickly  concentrating  clout  in 
the  hands  of  a  relative  few.  The  10 
biggest  processors  now  account  for  35% 
of  all  U.  S.  food  shipments,  notes  Thom- 
as M.  Garvin,  president  and  chief  execu- 
tive of  Keebler  Co.,  a  subsidiary  of 
United  Biscuits  PLC.  Food  processing 
"is  becoming  something  of  an  oligopo- 
ly," he  says.  - 

The  economic  imperative  driving  con- 
solidation is  the  search  for  growth.  The 
volume  of  food  sold  in  the  U.  S.  is  rising 
by  only  about  1%  a  year.  Combine  this 
with  the  skyrocketing  cost  of  rolling  out 
new  products,  and  it's  easier,  and  cheap- 
er, to  buy  market  share  than  build  it.  In 
the  past  three  years,  for  example,  Bor- 
den Inc.  has  increased  its  share  of  the 
pasta  market  from  10%  to  31%,  largely 
by  snapping  up  regional  producers. 
European  deals.  Acquirers  often  get 
control  of  all-important  brand  names  as 
well.  More  shoppers  than  ever  are  buy- 
ing premium  products,  and  "retailers, 
facing  a  let  of  choices,  want  the  No.  1 
and    No.  2    [brands],"    says    J.    Byron 


Felter  Jr.,  group  vice-president  of  U.  S. 
grocery  sales  for  Quaker  Oats  Co. 
Big  brand  names  are  helping  the  lead- 
ing processors  fatten  their  earnings.  For 
the  largest  20  companies,  average  gross 
margins  widened  to  35%  last  year,  from 
27%  in  1982,  says  John  M.  McMillin, 
food-industry  analyst  for  Prudential- 
Bache  Securities  Inc. 
In  1988  pretax  prof- 
its for  the  same  pro- 
ducers jumped  about 
12%,  and  McMillin 
expects  a  similar  in- 
crease this  year. 

These  results  are 
not  fully  reflected  in 
^^^^^^^  stock  prices.  Philip 
Morris  paid  a  walloping  24  times  profits 
to  purchase  Kraft.  By  contrast,  Sara  Lee 
Corp.,  Gerber  Products  Co.,  and  other 
large  processors  trade  at  about  14.8 
times  their  1988  earnings.  In  other 
words,  says  McMillin,  large  processors 
"are  trading  at  40%'  below  their  private- 
market  value." 

As  a  result,  takeover  activity  is  likely 
to  intensify.  This  year  much  of  the  ac- 
tion will  be  in  Europe,  where  the  1992 
leveling  of  trade  barriers  between  Com- 
mon Market  countries  has  triggered 
American-style  dealmaking.  In  a  contest- 
ed takeover,  Switzerland-based  Nestle, 
for  example,  picked  up  British  candy- 


WHY  THE  RAIDERS  LIKE 
FOOD  COMPANIES 
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says 
c  dent  ol 


maker  Rowntree  PLC  for  $4.6  billion  la 
spring.  France's  BSN  paid  $750  million 
buy  14  food  companies  over  the  past 
months  and  will  commit  as  much  as  ! 
billion  over  the  next  two  years  on  mo: 
deals,  says  Chairman  Antoine  Ribou 
At  this  rate,  industry  experts  expe 
that  Europe's  45  major  food  processo 
may  merge  into  10  giant  companii 
within  the  next  few  years. 

U.  S.  processors,  meantime,  plan  n 
to  be  shut  out  of  the  European  mark 
with  its  320  million  potential  customer 
A  few,  including  Mars,  Coca-Cola,  a; 
Kellogg,  already  are  leaders  in  most  E 
ropean  Community  countries.  Once  trac 
restrictions   fall,    they   will   consolidall'' 
their  European  manufacturing  and  di 
tribution,   reaping   huge   operating  ef  isi 
ciencies.    CPC    International    Inc.,    H. 
Heinz  Co.,  and  others  plan  aggress'h 
moves  there.  Heinz,  whose  European  o 
erations  account  for  27%  of  its  annu  a  at 
sales  and  profits,  will  spend  up  to  $6(  s 
million  over  the  next  four  years  addin  ,1 
to  that  base. 

price-war  penalties.  Back  home,  p 
cessors  will  be  waging  another  kind 
food  fight — with  retailers.  Winn-Dixi 
Stores  Inc.,  for  example,  wants  food  pr<  ddhn 
cessors  to  broaden  their  traditional  pric  it  for 
promotions  throughout  its  1,241-un 
chain.  But  producers  want  to  stick  wit 
select  discounts  in  a  few  stores  or  cities 
Winn-Dixie  has  pulled  off  its  shelve  fa- 
products  from  Quaker  Oats  and  othe 
companies  that  are  resisting  its  new  pol 
cy.  But  it  may  be  that  brand  power  wi 
win  out:  Rivals  are  grabbing  sales 
featuring  products  Winn-Dixie  ha 
dropped. 

To  appease  retailers,  food  processor 
are  spending  more  ad  dollars  on  in-stor 
price  promotions.  But  a  growing  trem  is 
toward  competing  on  price — rather  thai  ie-tool  i 
using  advertising  to  build  brand  loya! 
ty — has  some  executives  worried,  espe  \\ 
cially  in  light  of  the  high  prices  they'r 
paying  to  buy  leading  names.  "If  th<  «jm 
major  focus  is  on  price  promotion,  it  ha: 
the  potential  to  undercut  the  strength  o 
a  brand,"  says  CPC  International  Vice 
Chairman  Richard  W.  Siebrasse. 

One  way  to  cushion  the  impact  may 
much    more    aggressive    promotion    o: 
brands  that  are  "good  for  you."  Tak< » 
oat  bran.  After  the  release  in  early  198S  tj, 
of  a  best-selling  book  touting  the  choles 
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Quaker  Oats'  oat  bran  zoomed  600% 
Says  Roger  W.  Spencer,  food-industrj  jtsj 
analyst  for  PaineWebber  Inc.:  "It's  jusi  ra 
a  matter  of  time  before  companies  thai  i 
sell  healthful  products  that  people  like  | 
are  going  to  grow  faster"  than  theii  it 
competitors.  Now  that's  what  branc 
power  is  all  about. 

By  Lois  Therrien  in  Chicago 
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MACHINE  MAKERS  ENJOY  THE  RIDE 
—WHILE  IT  LASTS 


Even  without  the  inevitable  downturn,  there  are  those  Japanese 


dii  ^aught  napping.  That's  how  many 
U.  S.    machinery   makers   found 
^themselves    in    1988   when   orders 
denly  rolled  in  for  machine  tools,  ma- 
als-handling  equipment,  pumps,  and 
[pressors,    and    some    could    hardly 
p  customers  happy.  Order  backlogs 
still  bulging — virtually  a  guarantee 
t  1989  will  be  another  banner  year, 
t's  not  hard  to  see  why.  U.  S.  indus- 
is   running  closer  to   full   capacity 
n  at  any  time  since  the  late  1970s, 
stfhe  machine-tool  business,"  for  exam- 
,  "gets  very,  very  good  when  the  met- 
vorking   operating    rate   goes   above 
o,"  says  Richard  T.  Lindgren,  former 
sident  of  toolmaker  Cross  &  Trecker 
-p.  Right  now,  it's  above  83%. 
)  darn  hot?  Other  factors  also  ac- 
int  for  the  strong  demand.  The  weak 
lar  has  boosted  exports  of  both  ma- 
Aifnes  and  the  goods  they  make.  In  the 
S.,  meantime,  everyone  from  bearings 
ikers  to  tire  companies  wants  new  ma- 
nery  to  improve  operating  efficiency 
1  upgrade  product  quality.  Machine- 
•1  orders,  which  soared  74/<   to  $3.3 
lion  in  the  first  11  months  of  1988, 
n't  increase  by  anywhere  near  the 
ne  amount  this  year.  But  they'll  still 
>i4  up.  "Our  outlook  for  1989  is  perhaps 
!  ■  best  we've  seen  in  8  to  10  years," 
vr  /s  Daniel  J.  Mejer,  president  of  Hia- 
tal ne-tool  maker  Cincinnati  Milacron  Inc. 
'or  some  machinery  makers,  the  pace 
X  *y  even  be  a  little  too  hot.  Michael  J. 
bastian,    executive    vice-president    of 
oper    Industries    Int.,    says    that    his 
span}    had   trouble   in   1988  getting 
me  types  of  bearings,  high-alloy  steel, 
d   forged   materials   used   in   making 
^pressors.  Others  tell  of  difficulties  in 
ding   subcontractors    to   make   parts, 
jsing  lead  times  to  lengthen  for  ma- 
ines  such  as  pumps  and  compressors, 
tight  labor  market  adds  to  the  prob- 
n    At  Buschman  Co.,  a  Cincinnati  con- 
yor  maker  recently  acquired  by  West 
Ormany's    Mannesmann    Demag    Ltd., 

esident  Michael  1>.  Green  says  he's 
patching  for  qualified  workers.  Not 
ding  them,  he  teaches  new  hires  basic 
ills  such  as  arithmetic  and  reading 
leprints. 

Despite  the  hoi  market,  years  of  re 
mchmenl  and  restructuring  have  left 
my     producers    cautious.     Companies 


such  as  Milacron  and  Cross  &  Trecker 
are  reluctant  to  add  to  payrolls.  Instead 
they're  trying  to  increase  production  by 
improving  efficiency.  At  Milacron,  new 
just-in-time  inventory  systems  and  other 
moves  to  reorganize  production  and  im- 
prove efficiency  should  make  employ- 
ment additions  unnecessary,  Meyer  says. 

Even  companies 
that  can't  avoid  lay- 
ing on  new  workers 
have  few  plans  to 
build  plants.  "We 
aren't  putting  new 
factories  in,  we're  in- 
vesting within  our 
walls,"  says  James 
E.  Perrella,  execu- 
tive vice-president  of  Ingersoll-Rand  Co. 
He  vividly  recalls  1983,  when  demand 
suddenly  turned  down  and  the  industry 
was  caught  with  vast  overcapacity. 
"Many  of  us  who  went  through  that  cy- 
cle are  being  very  careful  about  building 
brick  and  mortar,"  says  Perrella.  Many 
U.  S.  manufacturers  share  that  atti- 
tude— and  that's  what  is  stimulating  ma- 
chinery sales  to  existing  factories  eager 
to  increase  productivity. 

Machinery  makers  are  expanding 
slowly  as  well,  partly  because  their  prof- 
it margins  haven't  recovered  nearly  as 
fast  as  their  sales  have.  From  1979  to 
1981,  for  instance,  pretax  margins  for 
machine-tool  makers  exceeded  12%.  Ana- 
lyst  Eli  S.  Lustgarten  of  PaineWebber 


MACHINE-TOOL  SALES 
KEEP  HUMMING  ALONG 
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[nc  i    looking  for  margin    of  oi 

\ini  maker    of  material  i 
handling  equipment,   which   ha 
been  all  thai  profitable,  are  now  facing 
"even  tighter"  margii 
Kaltwas  •  m    group  manager  al 

Jervis  B.  Webb  Co.,  a  conveyor  maker 
in  Farmington  Mill.-.,  Mich 
Such    modesl    r<  reflect    r 

costs  for  raw  materials,  such  a-  Bteel, 
and  for  parts,  such  as  forgingS.  More 
over,  some  big  customers,  including  De- 
troit, are  resisting  price  increases.  "We 
haven't  seen  any  letup  on  pricing  ; 
sure,"  says  Coleman  J.  Connell,  group 
vice-president  for  industrial  products  at 
Goulds  Pumps  Inc.  in  Seneca  Falls,  N.  Y. 
Much  as  the  Depression  scarred  a  gener- 
ation of  businessmen,  Connell  notes,  in- 
dustrial America's  recent  troubles  have 
left  an  indelible  impression  on  machinery- 
buyers.  Says  Jeffery 
T.  Grade,  president 
of  Harnischfeger 
Corp.:  "My  purchas- 
ing guy  beats  up  on 
the  steel  guy.  And 
when  he  buys  a 
crane,  he  does  the 
same  on  us." 
new  players.  Some 
machinery  makers  take  credit  for  pricing 
restraint — a  strategy,  they  say,  for  re- 
gaining market  share.  Crimped  also  by 
import  restraints,  the  Japanese  share  of 
U.  S.  machine-tool  orders  fell  about  11 
points  in  1988,  to  17%.  Now,  though,  a 
number  of  Japanese  machinery  compa- 
nies are  building  plants  in  the  U.  S.  In 
lift  trucks,  five  Japanese  players  could 
add  60%  to  U.  S.  capacity  by  early  1990. 
"It  would  take  a  blind  man  not  to  see 
[the  implications  of]  that,"  says  Reginald 
R.  Eklund,  president  of  NACCO  Indus- 
tries Inc.'s  Yale  Materials  Handling 
Corp.  The  positive  side  is  that  auto 
plants  and  other  manufacturing  opera- 
tions the  Japanese  are  building  here 
present  a  sales  opportunity.  At  current 
exchange  rates,  says  William  Bournias. 
president  of  Litton  Industrial  Automa- 
tion's machining  and  assembly  systems 
unit,  "we  should  be  very  competitive" 
selling  to  such  companies. 

No  doubt  another  business  downturn 
lies  somewhere  ahead  for  machinery 
makers.  Some  executives  think  a  spike 
in  interest  rates  or  cuts  in  defense 
spending  will  slow  demand  for  their 
products  by  1990.  Still,  with  backlogs 
now  extending  past  12  months  for  some 
products,  the  outlook  in  the  interim 
seems  pleasantly  predictable  and  solid. 
But  machinery  makers  refuse  to  get  too 
complacent.  After  years  of  restructur- 
ing, says  Gary  D.  Hello,  president  of 
Clark  Material  Systems  Technology  Co., 
"we're  prepared  for  things  to  stay 
tough." 

By  Zachary  Schil  ■  'land 
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Introducing  the 
Mercedes-Benz  190  Class 
the  Second  Generation. 


The  engineers  of  Mercedes-Benz  created  the 
190  Class  to  prove  that  you  could  simul- 
taneously savor  the  driving  gusto  of  a  pure- 
bred sports  sedan  and  the  driving  civilization 
of  a  purebred  Mercedes-Benz. 

Now  they  have  re-created  the  190 
Class  idea.  With  more  gusto.  More  civiliza- 
tion. And  less  resemblance  to  conventional 
sports  sedans  than  ever. 


wry 


lody-i 


sedan 


Every  gasoline-powered  190  Clas 
sedan  is  now  a  turbine-smooth  si%-cylinder 
158-hp  190 E  2.6  Sedan.  Maximum  speed  or 
the  test  track:  129  mph. 

Every  190  Class  sedan  now  adds 
ABS  anti-lock  braking  to  its  four-wheel  disc 
brake  system,  standard.  Plumper,  more 
body-cradling  front  bucket  seats,  standard 
Extra  rear  knee  room,  standard. 
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Every  190  Class  sedan  gains  from  a  clean  new 
aerodynamic  sweep  in  body 
design;  study  the  deep  new 
body-colored    chin    spoiler 
and  lower-body  side  mold- 
ings in  the  picture  above. 
Every    190    Class 
sedan      already      boasted 
amenities  from  an  electronic 
climate    control    system    to 
hand-finished     wood     trim. 
Such  innovative  basic  tech- 
nology as  muitilink  indepen- 
dent rear  suspension.  The  legendary  Mercedes- 
lion/,  aura  oi  reliability,  durability— and  safety- 
mindedness;    the    Supplemental     Restraint 
System,  with  drivers-side  air  bag  and  knee 
bolster  and  emergency   tensioning  retractors       Engineered  like  no  other  car  in  the  world 


for  both  front  seat  belts,  is  also  standard. 

And  augmenting  all 
this  driving  satisfaction— the 
satisfaction  of  knowing  that, 
over  the  years,  Mercedes- 
Benz  automobiles  as  a  line 
have  retained  a  higher  per- 
centage of  their  original 
value  than  any  other  make 
of  car  sold  in  America. 

The  190  Class:  the 
second  generation.  See  and 
drive  it  soon,  at  your  autho- 
rized Mercedes-Benz  dealer. 
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A  WINNING  FORMULA 
FOR  CHEMICAL  MAKERS 


New  products  and  global  demand  have  industry  profits  bubbling 


The  U.  S.  chemical  industry  is  on  a 
tear.  Last  year  its  sales  topped 
$230  billion,  up  12%  from  a  year 
earlier,  according  to  a  recent  survey  by 
the  Chemical  Manufacturers  Assn.  Af- 
tertax earnings,  boosted  by  productivity 
increases,  soared  48%,  to  $24  billion.  This 
year  sales  will  probably  increase  a  more 
modest  but  nonethe- 
less substantial  7%, 
and  net  profits  could 
even  climb  10%. 
Since  chemists  have 
not  yet  found  a  way 
to  turn  lead  into 
gold,  what  alchemy 
are  they  using  to  get 
such  results? 

Chemical  industry  executives  say 
there's  no  magic  involved.  Demand  for 
chemicals,  which  are  used  by  most  other 
manufacturing  industries,  always  bene- 
fits from  a  strong  U.  S.  and  world  econo- 
my. As  a  result,  U.  S.  chemical  plants 
are  operating  at  very  high  levels — 86.4% 
of  capacity  last  year  and  possibly  87%- 
in  1989. 

There  were  tight  supplies  and  even 
domestic  shortages  of  chemicals  last 
year.  Some  of  the  biggest  shortfalls 
were  in  high-volume  petrochemicals  such 
as  ethylene  and  propylene,  which  are  the 
building  blocks  for  thousands  of  other 
chemicals,  synthetic  fibers,  and  plastics. 
Prices  for  all  chemicals  rose  an  average 
5.5%  in  1988,  and  continuing  spot  short- 
ages virtually  guarantee  a  6%  across- 
the-board  price  increase  this  year,  indus- 
try analysts  believe. 
overseas  premium.  But  what's  really 
making  U.  S.  chemical  producers'  profits 
look  golden  these  days  is  export  de- 
mand, spurred  by  the  weak  dollar.  In 
1988  chemical  exports  increased  by  19%, 
to  an  estimated  $32  billion,  says  Vincent 
J.  Kamenicky,  director  of  the  chemical 
office  at  the  International  Trade  Admin- 
istration in  Washington.  For  chemicals 
sold  abroad,  U.  S.  producers  get  premi- 
um prices — in  some  cases  25%  more  than 
for  domestic  sales.  A  product  in  particu- 
lar demand  from  the  Pacific  Rim  coun- 
tries and  South  America  is  polypropyl- 
ene, a  material  used  in  synthetic  fibers 
and  film.  And  until  orders  from  the  Peo- 


ple's Republic  of  China  inexplicably  fell 
in  September,  polyproplyene's  export 
price  was  close  to  75c  a  pound,  vs.  60c  in 
the  U.  S. 

Overseas  demand  for  U.  S.  chemicals 
is  still  so  strong  that  the  industry's 
trade  balance — $11.8  billion  in  1987  and 
$12.8  billion  last  year — may  climb  to 
$13.4  billion  in  1989 
despite  rising  im- 
ports of  some  basic 
chemicals,  says  an 
industry  analyst. 
That's  small  pota- 
toes compared  with 
overall  U.  S.  chemi- 
cal sales,  but  it's  still 
a  sound  payoff  for 
the  industry,  which  was  an  early  convert 
to  global  marketing. 

Indeed,  chemicals  make  up  more  than 
10%  of  all  U.  S.  manufacturing  exports. 
Some  experts  think  that  by  the  year 
2000  they  will  have  a  much  larger 
share — perhaps  20%  to  25% — because  of 
rising  demand  from  developing  nations. 
In  anticipation — and  to  reduce  produc- 
tion costs  to  increase  their  competitive- 
ness— chemical  makers  are  boosting  cap- 
ital spending.  Last  year  they  spent  an 
estimated  $18.5  billion.  This  year  that 
figure  could  rise  as  much  as  15%,  to 
$21.3  billion. 
Some  industry  experts  worry  about 


STEADY  SPENDING 
ON  THE  FUTURE 

RESEARCH  EXPENDITURES  OF 
U.S.  CHEMICAL  PRODUCERS* 


▲  BILLIONS  OF  DOLLARS 
'EXCLUDING  DRUGS  AND  MEDICINES 

DATA:  NATIONAL  SCIENCE  FOUNDATION,  BW  ESTIMATES 


the  size  of  this  increase.  They  point  oi 
that  as  recently  as  1987  U.  S.  chemic 
companies  cut  capital  outlays  by  2.3%, 
$16.5  billion.  They  were  still  recoverir 
from  the  1982-83  recession  and  trimmir 
costs  to  restore  profitability.  Most  cai 
tal  spending  this  year  will  again  go 
removing  production  bottlenecks.  But 
some  cases  big  chunks  of  new  capacit 
are  planned.  In  Houston,  for  exam 
149  plants  or  plant  additions  are  on  tr 
drawing  boards.  "If  all  the  ethylene  c 
pacity  being  talked  about  is  built,"  sajB 
the  president  of  one  company  that  ■'». 
building  a  new  facility,  "the  market  wi  Ijtet  P 
be  swamped.  Prices  will  plummet,  and  ids.  It's 
lot  of  us  smart  guys  will  get  caugl  ttry  execi 
with  expensive,  unused  plants  on  ou  nety. The 
hands."  ins  dun 

He's  betting  that  some  of  the  tal  it  they  fa 
from  his  competitors  about  new  capacit  this  ws 
is  just  that — not  a  commitment  to  builc  l%er 
And  since  it  takes  three  to  four  years  t  So  far  th 
construct  a  billion-pound-per-year  ethy  L  And  sii 
ene  plant,  much  of  any  new  capacit  ars  of  i 
won't  be  in  operation  until  1991  or  1995  [{est  pea 
r&d  spree.  The  industry  is  trying  t  -k  Pe 
lessen  the  risks  of  expansion  by  develop  Is  of  mo 
ing  new  products.  In  1988,  U.  S.  chemica  osmore 
manufacturers  spent  $5.1  billion  on  proc  ({era si 
uct  development  and  research  into  nev  (public 
processes  for  plastics,  synthetic  fibers  Tighter 
and  agrichemicals.  This  year  spending  newwi 
on  research  and  development  will  rise  t<  pie  ol 
$5.3  billion.  iitoit 

Washington  encouraged  this  increase  imiers  t 
when  it  extended  the  20%  corporate  R&I  at  build 
tax  credit  last  year.  And  because  manj  m  and 
chemical  companies  have  .overseas  fanatic 
plants  and  laboratories,  the  govern  Idowi 
ment's  renewal  of  a  provision  to  hole  m  treai 
down  multinationals'  R&D  tax  liability  Se  don' 
also  encourages  spending.  helley,  p 

But  the  major  reason  chemical  makers  luctronic 
are  boosting  research  is  their  belief  that  Ms  h 
manufacturers  around  the  world  may  early  m; 
soon  begin  substituting  more  products  Kt,  ana 
made  from  chemicals  for  natural  materi-  mnual  gi 
als.  Among  those  already  finding  sub  *  next 
stantial  new  markets:  coatings  and  adhe-  ■jbwe 
sives  for  aerospace  and  defense  uses,  ftipe 
and  advanced  composites  for  automotive  irget  ft 
structural  parts.  The  free-world  marketp 
for  advanced  materials  will  grow  to 
billion  annually  by  the  year  2000,  up 
from  $20  billion  in  1987,  according  to 
Kline  &  Co.,  a  market  researcher  injector 
Fairfield,  N.  J. 

Like  many  executives,  Edward  L. 
Hennessy  Jr.,  chairman  and  CEO  of  Al- 
lied-Signal Inc.,  is  counting  on  such  new 
markets  to  keep  his  company  growing 
well  into  the  next  decade.  "An  outpour- 
ing of  new  technology  will  transform 
and  multiply  [chemical]  products  beyond 
imagining,"  he  predicts.  "New  business 
will  mushroom — and  so  will  profits." 

By  Jane  H.  Cutaia  i?i  New  York 
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DEFENSE 


DEFENSE'S  GRAVY  TRAIN 
THE  END  OF  THE  LINE 


'"orget  about  big  new  weapon  systems.  The  magic  word  is  'upgrade' 


re 
t 


be 


he  dollar  is  under  attack,  Gorba- 
chev   is    promising    military    pull- 
backs,  and  Washington's  incoming 
dget   planners   are   sharpening   their 
lcils.  It's  no  wonder  that  defense-in- 
\i  stry  executives  are  feeling  pangs  of 
xiety.  They  suffered  a  5%  drop  in  new 
lers   during   fiscal    1988;   they   know 
it  they  face  another  decline  of  at  least 
this  year.  And  there's  little  doubt 
i  it  bigger  cuts  lie  ahead. 
3o  far  the  reductions  have  been  mod- 
:.  And  since  they  have  come  after  11 
ars   of   rising   defense   budgets — the 
5gest  peacetime  buildup  in  U.  S.  histo- 
the  Pentagon  will  be  pumping  out 
s  of  money  for  at  least  a  couple  of 
more.  But  winning  fat  orders  is  no 
iger  a  simple  matter  of  queuing  up  at 
i4e  public  trough. 

tr  Tighter  Pentagon  budgets  mean  few- 
new  weapons  and  more  spending  to 
jgrade  old  ones — and  this  will  create  a 
»w  defense  industry  pecking  order.  The 
•jiners  will  be  electronics  companies 
at  build  such  products  as  radar  jam- 
in  ers  and  systems  that  fire  weapons 
itomatically.  Makers  of  spy  satellites 
ill  do  well,  too,  thanks  to  arms-reduc- 
|)n  treaties  that  require  verification. 
r  Ne  don't  feel  too  bad,"  says  R.  Gene 
nelley,  president  of  Raytheon  Co.,  a  big 
lectronics  and  missile  contractor.  He  ex- 
acts Raytheon's  1989  sales  growth  to 
?arly  match  the  12%  of  recent  years.  In 
ict,  analysts  are  predicting  8%  to  10% 
inual  growth  in  defense  electronics  for 
*e  next  few  years. 

•2  blues.  The  losers  will  be  the  makers 
f  big  new  weapons  systems,  the  easiest 
urget  for  President-elect  George  Bush, 
ho  has  vowed  to  get  serious  about  defi- 
t  chopping.  "I  think  we're  going  to  see 
real  crunch,"  though  not  perhaps  until 
-J90,  says  Nathan  L.  Higginbotham,  di- 
^ctor  of  strategic  business  development 
jr  McDonnell  Douglas  Corp.'s  McDon- 
ell  Aircraft  Div.  A  few  new  programs 
'ill  keep  his  company's  overall  sales 
rom  dropping  much  this  year.  But  even- 
ually  "just  about  every  program  is  go- 
ig  to  slip,"  probably  even  including  the 
'  IS  lighter  McDonnell  Douglas  builds 
or  the  Navj 

As  with  the  F-1K,  most  budget  cuts 
/ill  come  from  production  stretchouts. 
I  prime  candidate  on  most  insiders'  lists 


is  Northrop  Corp.'s  new  B-2  Stealth 
bomber,  due  for  its  maiden  flight  in  Jan- 
uary or  February.  The  Air  Force  wants 
VA2  planes  and  is  promoting  the  plane 
heavily.  But  it  will  cost  a  mammoth  $500 
million  a  copy.  So  Congress  seems  in- 
clined to  build  up  production  more  slow- 
ly than  previously  planned.  "The  B-2 
strikes  me  as  a  sit- 
ting duck,"  observes 
Gordon  Adams,  exec- 
utive director  of  the 
Washington-based 
Defense  Budget 
Project,  a  watchdog 
group. 

Other  new  weap- 
ons are  vulnerable, 
too.  The  $40  billion  Advanced  Technol- 
ogy Fighter,  for  which  Northrop  and 
Lockheed  Corp.  are  competing,  is  almost 
certain  to  slip  past  the  Pentagon's  1993 
target  date  for  production.  Other 
stretchout  candidates  include  the  Army's 
Bradley  armored  personnel  carrier,  built 
by  FMC  Corp.,  and  McDonnell's  LHX  heli- 
copter and  C-17  cargo  aircraft,  which 
has  just  gone  into  production. 
takeover  talk.  Pentagon  watchers 
even  see  one  or  two  big-bucks  programs 
getting  the  ax,  including  the  rail-based 
MX  missile  built  by  Rockwell  Corp., 
Boeing  Co.,  and  Westdnghouse  Electric 
Corp.  Bush's  appointment  of  former  Air 
Force  Lieutenant  General  Brent  Scow- 
croft   as    National   Security   Adviser 


ANOTHER  BACKSTEP  FOR 
DEFENSE  CONTRACTORS 
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make?,    the    MX    |    likely    casualty,    says 

Lftwreuce  l    Korb,  a  former  AssJatsnl 

Defense  Secretary  who  now  work:,  ai 
the  Brookings  Institution   Scowcroft  in 

BO  MX  critic 

Fewer  programs  may  lead  Lo  fewer 
players.  Rockwell  and  Grumman  Corp. 
are  likely  dropout!  from  the  ranks  of 
military-aircraft  builders  since  neither 
has  prospects  of  a  major  new  program. 
And  mergers  may  lie  ahead.  Analysts 
cite  Northrop  and  I>ockheed  as  enticing 
takeover  targets.  Both  are  known  for 
their  strong  technology,  and  have  prom- 
ising programs  for  the  future.  "The  way 
things  are  heading,  we're  destroying  the 
aviation  defense  industry  of  this  coun- 
try," worries  General  Alfred  G.  Hansen, 
commander  of  the  Air  Force  Logistics 
Command,  which  buys  most  of  that  ser- 
vice's military  equipment. 

Even  if  he's 
wrong,  the  $120  bil- 
lion defense  industry 
is  looking  at  leaner 
profits.  Over  the 
past  year  or  so  the 

L__^^^^  Pentagon  has  been 
forcing  contractors 
to  share  more  of  the 
expense  of  weapons 
development.  It's  also  making  them  ac- 
cept more  fixed-price  contracts,  instead 
of  the  cost-plus  arrangements  that  have 
been  the  norm.  McDonnell  blames  such 
changes  for  a  three-point  drop  in  its 
combat-aircraft  operating  profit  mar- 
gins, from  8.7%  in  1985  to  5.7%  in  1987. 
Raytheon's  Shelley  even  expects  a 
profit  squeeze  despite  his  company's 
growing  sales.  "The  government  is  ne- 
gotiate^ harder,"  he  says.  And  with  the 
Pentagon  trying  to  develop  two  sources 
for  each  weapon,  "there's  more  competi- 
tion than  in  the  past."  Lockheed's  new 
chairman,  Daniel  M.  Tellep,  thinks  De- 
fense procedures  soon  may  be  eased  a 
little,  though.  "I've  seen  more  openness 
in  Washington  to  the  idea  that  maybe 
we've  gone  too  far,"  he  says. 
shopping  abroad.  Even  if  the  rules  are 
relaxed,  contractors  face  a  new  threat 
foreign  competition.  To  cut  the  federal 
budget  deficit,  Bush  will  prod  U.  S.  allies 
to  handle  more  of  their  own  defense 
needs.  If  they  do,  they'll  likely  use 
home-grown  weapons.  Even  the  Penta- 
gon is  shopping  more  abroad.  The  South 
Koreans  are  "great"  at  producing  parts, 
says  General  Hansen. 

Defense  executives  warn  that  these 
trends  add  up  to  a  weaker  U.  S.  defense 
establishment.  "We  have  to  be  sure  we 
don't  overreact"  to  calls  for  cuts,  says 
A.  William  Reynolds,  chairman  of  rocket 
motor-maker  GenCorp  Inc.  But  that  may 
be  inevitable.  Defense  contractors  pros- 
pered as  the  Pentagon  splurged.  Now 
the  pendulum  is  swinging  back. 

By  Stewart  Toy  in  Los  Angeles 
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AND  THE  TRIDENT  II  !£?«.« 

rence  was  eloquently  made  nearly  two  centuries  ag 
It  was  1804.  Napoleon  Bonaparte  stared  with  fru 
tration  across  the  English  Channel  toward  his  nemes 
Behind  him  was  the  invincible  Grande  Armee,  nearl 
200,000  crack  veterans,  all  straining  at  the  leash  I 
crush  the  hated  English. 

Everything  was  ready  for  the  invasion;  the  tran  u 
port  barges,  the  escort  fleet,  ammunition,  cavalr  ugh  tit 
artillery,  ambulance  wagons,  even  field  bakeries.  Ever 
last  detail  had  been  meticulously  planned.  It  wa  \ 


Oi 


Napoleon  at  Boulogne,  1804,  Maurice  Orange,  1901,  Musee  de  I'Armee  Paris 


a  matter  of  crossing  the  twenty  eight  miles  of 
a  single  nights  journey 

for  month  after  month  Napoleon  paced  the 
jt  Boulogne,  hesitating  to  act.  Finally,  after  over 
of  waiting,  he  suddenly  turned  his  huge  army 

and  marched  it  into  the  heart  of  Europe  The 

invade  England  was  laid  aside  forever 
_  thing  that  had  stopped  the  great  conqueror 
leight  of  his  career  was  the  Royal  Navy,  Britain's 
f  oak"  Out  of  sight,  just  over  the  horizon,  it  was 
neless  always  foremost  in  Napoleon's  doubts 
lough  the  future  Emperor's  own  fleet  outnum- 
the  British,  he  dared  not  test  it. 
is  is  the  power  of  deterrence,  that  the  true  effec- 


tiveness of  a  strategic  system  is  in  the  mind  01  the 
enemy  And  that  axiom  is  truer  than  BVBf  today 

Our  own  "wail  of  oak1'  has  long  been  the  f  leel 
Ballistic  Missile  Weapon  System,  soon  to  be  enhanced 
by  the  improved  performance  of  Trident  II  missitV 

Poised  under  the  sea,  the  Trident  Ms  awesome 
retaliatory  capability  will  present  an  unsolvable  prob- 
lem in  the  mind  of  a  would-be  enemy,  calculating  his 
chances  of  a  successful  first  strike  He  may  rant  and 
rave.  He  may,  like  Napoleon,  turn  on  someone  more 
vulnerable  But  he  will  never  fly  in  the  face  of  certain 
destruction 
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Giving  shape  to  imagination 
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Everyday 
Hewlett-Packard 
helps  IBM, 

DEC  and  Sun 
realize 
their  true 
potential. 


We've  been  planning  it  for  years. 
A  way  to  make  your  present 
computers  work  hand  in  glove 
with  HP  systems.  So  we  can 
build  multi-vendor  networks 
that  let  your  departments 
function  as  a  perfect  team. 

Our  system  is  as  advanced  as 
its  name:  AdvanceNet.  For  the 
first  time,  it  provides  the  con- 
nections you  need  to  integrate 
PCs,  servers,  minicomputers 


and  mainframes.  In  a  single 
office  or  around  the  world. 

Only  HP  has  what  it  takes  to 
build  systems  like  this.  Powerful 
computers,  instruments,  soft- 
ware, printers  and  plotters.  And 
networking  to  keep  the  infor- 
mation flowing. 

One  key  part  of  the  plan  made 
it  possible:  the  decision  to 
design  around  standards.  That 
protects  your  investment  today 
and  far  into  the  future. 

This  puts  us  in  the  best  position 
to  help  you  make  your  company 
more  competitive.  Well  work 
out  a  comprehensive  plan  with 
you.  Install  the  system.  Train 
your  employees.  Tailor  a  support 
program.  Shoulder  responsi- 
bility for  the  network,  even  one 
with  multiple  vendors. 

Call  us  at  1-800-752-0900,  Ext 

603M.  We'll  show  you  how  to 
make  the  most  of  your  potential. 
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STEEL 


STEELMAKERS  ARE  READY 
TO  CROSS  SWORDS  WITH  ANYONE 


Once  clobbered  by  imports,  the  U.S.  industry  is  on  the  attack 


■<>r  steel  executives,  1988  was  a  rev- 
Illation — a  delightful  one.  A  strong 
economy  boosted  steel  shipments 
,  to  84  million  tons.  Operating  profits 
major  producers  soared  156'/!,  to  $2.3 
on.  The  productivity  gains  and  weak 
ar  that  produced  those  results  should 
tinue  during  this  year,  helping  to  off- 
I  T  decline  in  shipments.  And  "we 
everal  more  good  years,"  says 
/id    M.    Roderick,    chairman   of  USX 

t  takes  a  short  memory  to  realize 
it  a  turnaround  this  is.  From  1982  to 
6,  domestic  steelmakers  lost  $12  bil- 
<  as  higher-quality,  lower-cost  imports 
Jbbed  their  markets.  To  survive,  the 
ustry  slashed  its  capacity  by  27%  and 
nt  $11  billion  to  modernize.  Now  it 
make  steel  cheaper  than  many  com- 
itors — even  in  West  Germany  and  Ja- 
i.  And  in  products  like  sheet  steel 
;d  to  make  autos,  its  quality  is  better 
n  most. 

<Io  longer  struggling  for  survival,  the 
ustry  is  on  the  attack.  This  year,  ac- 
ting to  a  business  week  survey,  ma- 
steelmakers  will  spend  at  least  $2.1 
ion  to  modernize,  up  23%  from  1988. 
major  new  mills  will  be  built.  In- 
•ad,  new  equipment  will  go  into  exist- 
j  plants — to  raise  productivity  and 
shion  the  profit  impact  of  this  year's 
■In i< ■  in  shipments.  Those  are  falling 
customers  work  off  inventories  they 
ilt  up  during  spot  shortages  last  year, 
e  industry's  ability  to  avoid  a  profit 
.lapse  despite  lower  sales  is  "a  very 
sitive  sign  for  its  long-term  health," 
ys  Christopher  Plummer,  an  analyst  at 
CFA  Group. 

erdue  conversions.  Steelmakers  are 
Bnting  on  higher  prices  for  some  sup- 
rt.  Nobody  is  predicting  that  increases 
II  be  as  large  as  last  year's  average  of 
\  But  gains  won  in  1988  with  auto 
mpanies  and  appliance  makers  will 
ill  over  into  1989,  since  the  contracts 
n  past  midyear.  That  will  help  push  up 
■rage  steel  prices  i>\  i     to  2  .  I  >per 

ing  profits  will  drop  10%,  to  about  $45 
tOI)  Bu1  experts  say  that  keeping  the 
«line  that  small  will  still  produce 
althy  earnings:  Last  year's  $2. .'5  billion 
pretax  earnings  on  $26  billion  in  sales 


made  it  one  of  the  industry's  best  years 
ever. 

Steel  will  face  other  challenges,  of 
course.  Perhaps  the  biggest  is  "to 
strengthen  the  industry's  position  inter- 
nationally," says  Robert  J.  Darnall,  pres- 
ident of  Inland  Steel  Industries  Inc.  The 
U.  S.,  for  example,  still  makes  only  60% 
of  its  steel  with  effi- 
cient, continuous 
casters,  while  Japan 
makes  nearly  95% 
this  way.  The  need 
for  modernization 
money  was  one  rea- 
son No.  5  Armco  Inc. 
announced  a  plan  in 
November  to  raise 
$525  million  by  selling  50%  of  its  steel 
business  to  Japan's  Kawasaki  Steel 
Corp.  in  a  joint  venture. 

The  industry's  other  thrust  is  winning 
an  extension  of  import  restraints  that 
expire  in  October.  Some  big  steel  cus- 
tomers, such  as  Caterpillar  Inc.,  com- 
plain that  the  so-called  voluntary  limits 
have  led  to  artificial  shortages  and  in- 
flated prices.  Thomas  C.  Graham,  presi- 
dent of  usx's  steel  unit,  argues  that  "it's 
essential  that  voluntary  restraints  be 
continued"  if  the  industry  is  to  stay 
healthy.  And  President-elect  George 
Bush  has  said  he  agrees.  But  pressure 
from  steel  customers  could  force  a  com- 
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LABOR   DEMANDS.    EN  I  -u      <     tin  v    Win    an 

.ion    of   quo  will 

have  to  intensify   their  COSt-CUtting 

forts  to  offset  rising  labor  rate-,.  In 
tract  talks  this  year,  steel  unions  will 
demand  that  the  industry  repay  many  of 
the  concessions  workers  granted  in  past 
contracts  when  the  companies  were  los- 
ing money.  Several  could  face  work 
stoppages  if  they  resist.  Major  steel 
companies  pay  up  to  $24  an  hour  in 
wages  and  benefits,  nearly  five  times 
the  $5  paid  in  South  Korea.  "It's  vital  we 
come  out  of  the  talks  competitive,"  says 
Herbert  Elish,  chief 
executive  of  Weirton 
Steel  Corp.  The  steel 
workers'  rebuttal  is 
that  they  have  a 
right  to  share  steel- 
makers' profits. 

The  U.  S.  compa- 
nies are  strident  be- 
cause "competitors 
are  closing  the  cost  gap,"  says  Peter  F. 
Marcus,  a  steel  analyst  at  PaineWebber 
Inc.  Today  it  costs  domestic  mills  $438  a 
ton,  on  average,  to  deliver  steel  in  the 
U.  S. — 19%  less  than  for  Japanese  pro- 
ducers. But  in  the  past  year,  French 
steelmakers  have  reduced  their  disad- 
vantage by  26c;,  to  $37.  And  efficient 
U.  S.  minwnills,  which  make  steel  from 
scrap,  now  are  moving  into  structural 
and  sheet  steel — businesses  dominated 
by  the  big  mills.  The  minis'  total  share 
of  the  U.  S  market  could  soar  from  more 
than  20%  today  to  36%  by  the  year  2000, 
predicts  market  researcher  Economic 
Associates  Inc. 

That's  the  formula  for  "a  major  indus- 
try shakeout,"  warns  PaineWebber's 
Marcus.  With  U.  S.  demand  projected  to 
ease  as  lighter  materials  replace  steel  in 
more  markets,  the  industry's  capacity. 
now  111  million  tons,  may  have  to  be 
trimmed,  perhaps  by  15  million  tons. 
And  if  there's  a  recession  in  the  next 
year  or  two,  the  timetable  could  get 
speeded  up.  The  severance  payments 
and  writeoffs  the  industry  would  incur 
could  drive  it  back  into  the  red. 

But  that  worst-case  scenario  wouldn't 
be  as  traumatic  as  the  struggle  of  the 
past  six  years.  "No  one's  going  to  leap- 
frog over  the  V .  S.  industry"  again.  - 
Daniel  A.  Marion,  a  top  materials  i 
at    Ford    Motor   Co.    U.S.    steelma 
have  come  through  a  crucible.  And  now 
they're  ready  to  compete  with  anyone. 
By  Gregory  /..  Mil*  -burgh 
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IN  THE  RACE  FOR  VIEWERS, 
IE  NETWORKS  FALL  FURTHER  BEHIND 


}ut  cable  TV  and  movies  are  grabbing  bigger  audiences  than  ever 


^ity  the  top  executives  at  Capital 
^Cities/ABC  Inc.  Even  before  their 
TV  network  aired  the  miniseries 
■  and  Remembrance  this  fall,  they 
v  the  $110  million  extravaganza 
Id  lose  $20  million.  That  turned  out 
B  wishful  thinking.  Even  though  NBC 
and  CBS  Inc.  ran  mostly  reruns  in 
same  time  slots,  viewers  tuned  out 
ir"  in  favor  of  local  stations,  cable, 
their  vCRs.  Analysts  now  estimate 
the  series  may  have  lost  $40  million, 
he  War  and  Remembrance  debacle 
ymptomatic  of  the  problems  the  Big 
ee  networks  will  face  again  this  year. 
ir  share  of  prime-time  viewership, 
h  dropped  from  92%  in  1978  to  66% 
■L988,  will  dip  to  near  60%  in  1989, 
iysts  say.  Meanwhile,  competitors  in 
ie  and  independent  TV  will  spend  lav- 
y  on  new  programming  to  steal  more 
#ork  viewers.  Ratings  are  even  up  at 
fledgling  Fox  network, 
or  the  Big  Three,  this  year  will  be 
i  easier  and  harder  than  1988.  It'll  be 
ier  because  they  aren't  facing  anoth- 
:  five-month  writers'  strike.  During 
t  walkout  last  spring,  resurrected  re- 
-s  and  canceled  programs  prompted 
vers  to  scan  their  dials  for  something 
ter  to  watch.  On  the  other  hand,  the 
Iworks  will  have  to  do  without  Olym- 
and  election  ads,  which  contributed 
re  than  $1  billion  to  1988  revenues. 
:0  ad  gain?  Indeed,  network  advertis- 
will  suffer  this  year.  Robert  J.  Coen, 
IcCann-Erickson  senior  vice-president, 
diets  that  national  TV  ad  revenues 
I  grow  by  4.57'  in  1989.  He  foresees 
ible-digit  ad  growth  for  cable  and  na- 
lal  syndication,  but  he  thinks  the  net- 
rks'  gain  will  "shrink  to  nearly  zero," 
vn  from  a  10.5'/f  increase,  to  $9.4  bil- 
i  in  1988.  The  slowdown  will  hurt 
st  at  top  rated  NBC,  says  Raymond  L. 
tz  of  Mabon,  Nugent  &  Co.  Without 
•  Olympics,  the  network's  revenues 
1  fall  7  ,  he  sa\s.  to  $2.7  billion, 
n  short,  the  networks  are  going  to 
;  more  practice  at  cost-cutting.  All 
•ee  want  to  slash  the  $120  million  or 
ire  thes  pa\  affiliates  to  air  network 
grains     And    they'll    probably    try 

ain  to  lower  the  even  bigger  payouts 

■v  make  to  Hollywood  studios  lor  TV 
)\vs.  If  costs  come  down,  Katz  thinks 
I   can  hoost  its  operating  earnings  this 


year  by  147',  to  $400  million.  ABC,  now 
firmly  the  second-ranked  network  with 
new  hits  like  Roseanne  and  a  revived 
Mission  Impossible,  could  earn  $70  mil- 
lion after  breaking  even  in  1988  on 
slightly  lower  revenues  of  $2.3  billion, 
says  Katz.  Third-place  CBS,  with  aging 
hits  such  as  Dallas 
and  Murder,  She 
Wrote,  will  be  lucky 
to  earn  $55  million, 
as  it  did  in  1988,  on  a 
3%  increase  in  reve- 
nues, to  $2.28  billion. 

Cable  TV  is  the 
networks'  nemesis. 
Now  reaching  approximately  54%  of  the 
country,  cable  broadcasters  will  spend 
an  estimated  $2  billion  this  year  for  non- 
sports  shows.  The  USA  Network  alone 
plans  to  spend  $300  million  in  the  next 
two  years  on  its  own  programming.  And 
such  Hollywood  talents  as  Steven  Spiel- 
berg and  John  Hughes  may  make  shows 
for  cable. 

Studios  also  are  upgrading  the  pro- 
grams they  syndicate  nationally,  usually 
in  competition  with  the  networks.  Para- 
mount Pictures  Corp.'s  Star  Trek:  The 
Next  Generation,  with  a  network-style 
budget  of  $1.4  million  per  episode,  now 
beams  into  236  stations  and  has  bumped 
shows  on  several  network  affiliates. 
Forming  an  ad  hoc  network  of  its  own, 
the  Gulf  &  Western  Inc.  unit  will  spend 
some  $120  million  in  1989  to  syndicate 
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eighl    thows,  including  Entertainment 
Tonight. 

The   network!  can'1    light 
with  such  moves   Unlike  the  unregulal 
ed  cable  operator  re  bam 

federal    rule-,    from   producing   mud 

news    program.-..    Bui    those    rule, 

expire  in  1990,  and  the  Big  Three  are 
planning  ahead    mbi    has  purchi 
small  pieces  of  Qintex  Ltd.,  an  Au 
lian  TV  producer,  and  New  World  Enter- 
tainment Ltd.,  a  studio. 
global  viewing.  Other  studios  are  likely 
to    change    hands    soon.    Debt-plagued 
MGM/UA  Communications  Co.  is  up  for 
sale,  along  with  several  smaller  cash- 
starved   studios.   And   Coke  USA  might 
sell  its  49%  stake  in  Columbia  Pictures 
Entertainment   Inc.   Among   the    likely 
bidders:  Sony  Corp.,  which  wants  soft- 
ware  for   its   video- 
cassettes,  and  diver- 
sification-minded 
Nippon  Steel  Corp. 

The  international 
interest  is  a  natural. 
Broadcasters  in  Ja- 
pan and  Europe  are 
eager  for  more  U.  S. 
TV  shows.  Color-tinted  reruns  of 
McHale  's  Navy  sell  well  in  Britain.  And 
satellite-delivered  TV  networks,  to  be 
launched  in  England  in  1989  by  Rupert 
Murdoch  and  a  British  consortium,  have 
signed  multimillion-dollar  deals  with  vir- 
tually every  major  Hollywood  studio. 

These  sales  will  be  the  topping  on 
what  looks  to  be  another  sweet  year  for 
movies — barring  a  strike  when  the 
Screen  Actors  Guild's  contract  expires 
this  summer.  Last  year  ticket  sales 
topped  $4,4  billion,  the  third  box-office 
record  in  a  row.  Sequels  to  three  of  Hol- 
lywood's top  10  blockbusters — Ghost- 
busters,  Raiders  of  the  Lost  Ark,  and 
Back  to  the  Future — will  probably  keep 
the  turnstiles  clicking  for  much  of  1989. 
Another  Ghostbusters-size  hit  can't 
come  too  soon  for  Columbia,  which 
hasn't  had  a  big  winner  in  years.  The 
company  is  slowly  returning  to  produc- 
tion after  its  1987  spinoff  from  Coke. 
Similarly,  Warner  Brothers  Inc.  needs  a 
hit  to  rejoin  Walt  Disney  Co.  and  Para- 
mount as  U.  S.  box-office  leaders.  Para- 
mount, which  is  producing  the  Indiana 
Jones  sequel,  should  have  another 
strong  year,  while  Back  to  The  Future 
II  will  help  MCa's  Universal  Studios 
overcome  a  recent  dry  spell. 

"The  formula  is  simple:  Make  a  good 
picture,  and  people  will  come  to  the  mov- 
ie," says  Mike  Medavoy.  executive  vice- 
president  of  Orion  Pictures  Corp.  May- 
be. But  with  the  networks,  cable,  and 
movies  all  offering  a  wider  variety  every 
year,  nothing  in  the  entertainment  busi- 
ness seems  simple  anymore 
Hi/  Ronald  (inn;  r  /'•   / 

Darn!  Lieberman  m  Nne  York 
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HEAITH  CARE 


THE  PROGNOSIS  ON  HEALTH  CARE: 
CRITICAL— AND  GETTING  WORSE 


Despite  higher  premiums,  insurers  and  HMOs  are  still  deep  in  the  red 


So  your  health  plan  doesn't  cover 
as  much  as  it  used  to.  The  premi- 
um is  higher,  and  so  is  your  de- 
ductible. And  your  company's  benefits 
department  says  you'll  soon  pay  even 
more.  Now  you  know  what's  going  on  in 
the  health  care  industry:  Costs  are  rising 
for  providers,  insurers,  and  consumers 
alike,  with  no  relief  in  sight. 

The  total  spent  on  health  care  signifi- 
cantly outpaced  inflation  again  in  1988, 
growing  an  alarming  10%,  to  $548  bil- 
lion. The  industry's  players  are  shifting 
the  burden  of  this  runup  like  a  hot  pota- 
to. But  almost  everyone  is  still  getting 
burned:  Hospitals  had  their  best  year 
since  1984,  but  that  isn't  saying  much. 
Insurance  companies  raised  premiums 
yet  suffered  underwriting  losses  of  $10 
billion  or  more  in  1988.  And  most  health 
maintenance  organizations  (HMOs)  are 
still  in  the  red  as  they  struggle  to  keep 
rates  low  and  costs  under  control.  Nurs- 
ing homes,  suffering  from  meager  gov- 
ernment reimbursements  and  soaring  la- 
bor costs,  are  bleeding  red  ink.  The 
nation's  600,000  physicians  kept  ahead  of 
the  game  by  increasing  their  fees  an 
average  8%  to  10%  last  year.  But  federal 
budget  cutters  keep  hinting  that  they 
want  to  clamp  down  on  doctors'  pay- 
ments under  medicare  in  1989. 

Across  the  industry,  every  silver  lin- 
ing has  a  cloud:  Last  year  hospital  earn- 
ings rose  8%,  to  $8.5  billion,  on  revenues 
of  $181  billion.  Yet  that  was  mostly  from 
nonpatient  revenues  such  as  interest  in- 
come, gift  shops,  and  subsidiary  busi- 
nesses. Margins  on  patients  were  expect- 
ed to  dip  below  0.1%,  a  tad  lower  than  in 
1987.  Though  hospitals  raised  prices  8%, 
higher  labor  costs,  inflation,  and  short- 
falls from  treating  medicare  patients 
dragged  margins  down.  It  doesn't  help 
that,  on  average,  hospitals  are  still  oper- 
ating with  35%>  of  their  beds  empty. 
hmo  hemorrhage.  None  of  these  prob- 
lems was  new  in  1988.  But  they  hit  espe- 
cially hard  because  insurers,  who  had 
been  holding  the  line  on  premiums  to 
stanch  the  flow  of  clients  to  HMOs,  final- 
ly caved  in.  They  "passed  along  last 
year's  losses  and  some  factor  for  1988 
cost  increases,"  says  David  J.  Lothson,  a 
securities  analyst  at  PaineWebber  Inc. 


Insurance  premium  increases  averaged 
about  20%  but  hit  60%  in  some  cases. 
Premiums  may  rise  as  much  again  in 
1989.  And  if  hospital  costs  keep  rising, 
insurers  won't  earn  very  much  on  the 
increase. 

Since  the  early  1980s,  HMOs  have  been 
promising  corporate 
customers  an  allur- 
ing alternative  to  in- 
surance: Prepaid 
health  plans  that 
charge  a  set  rate. 
But  that  has  yet  to 
work  really  well. 
HMOs,  too,  increased 
rates  in  1988,  by  10%  to  25%.  They'll 
likely  do  so  again  this  year.  Two  of  the 
largest,  United  HealthCare  Corp.,  a  Min- 
neapolis-based HMO,  and  Los  Angeles' 
Maxicare  HealthPlans  Inc.,  are  trying  to 
restructure  and  scale  back.  More  compe- 
tition lies  ahead,  as  insurers  attempt  to 
retain  corporate  customers  with  plans 
that  emulate  the  HMO  approach. 

The  turmoil  will  likely  put  health  care 
at  the  top  of  Congress'  1989  agenda. 
There  will  be  heated  debates  on  two  ma- 
jor initiatives:  Guaranteeing  minimum 
health  care  coverage  to  the  uninsured, 
and  government-mandated  long-term 
care  for  the  elderly.  "Sometimes  prob- 
lems get  to  be  so  great  they  can't  be 
ignored  any  longer,"  says  Representa- 
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tive  Henry  A.  Waxman  (D-C; 
man  of  the  Energy  &  Comm 
and  the  environment  subcomi 
Still,  Congress  may  not  do  r 
ness  is  bitterly  opposed  to  ai 
that  would  shift  the  burden  to 
ing  companies  to  provide  more  It  e 
coverage.  Thus,  Paine Webber'.Lo 
believes,  by  late  1989  the  numlf  i 
insured  Americans,  currently 
could  balloon.  "Insurance  pre  ur 
creases  are  taking  the  self-empl  ^ 
son  out  of  the  market  entirely," !  | 
Washington  insiders  expect  onh  ia 
al  increases  in  the  $35  billion  thtlcv 
ment  now  spends  on  prenatal  hah 
infant  care  for  low-income  famil 

The  $44  billion  nursing  home 
may  do  a  bit  better  this  yea 
changes  Congress  made  last  yegfctl 
criteria  for  ac|it 
some  medic 
tients    to    rl 
homes  could  l\| 
"significant    il 
on  revenues  ipj 
says  Chairmap 
ert   Van    Tu 
troubled  Bevej 
terprises  Inc.  That's  because  md 
pays  nearly  double  the  average  $1 
day  that  medicaid  pays  for  patient 
Van  Tuyle  thinks  the  rule  changes 
increase  Beverly's  medicare  popu 
now  3%,  to  10%  this  year. 

MEAGER  INCREASES,  two    industr 

ments   did   well   last   year — psycll 
hospitals  and  the  hospital  supply 
ness.  More  health  plans  a^e  addin 
chiatric  benefits,  leading  to  15%  g: 
for  such  care.  And  despite  nominal 
increases,   hospital  supply  comp 
prospered.  Baxter  International  Inc.1 
typical:  It  hit  its  10%  growth  fori 
and  expects  to  do  as  well  this  year 

For  most  of  the  industry,  how< 
there  will  be  little  relief  this  year, 
experts  think  that  Washington,  w' 
pays  40%  of  the  country's  health 
will  do  much  on  long-term  care.  |< 
creases  in  medicare  hospital  reimbul 
ment  again  will  be  a  parsimonious  2.1 
And  Congress  is  looking  for  waysf 
trim  two  other  components  of  medic 
that  have  been  growing  rapidly:  ph 
cian  and  outpatient  charges. 

Those  may  be  just  the  start.  As  A 
ica's  health  care  tab  spirals  upwa 
there's  speculation  that  frustrati 
among  health  care  consumers  will  int< 
sify  calls  for  rethinking  the  entire  s} 
tern — perhaps  even  leading  to  mo 
moves  toward  nationalized  health  car' 
One  thing  is  sure:  With  the  U.  S.  popu! 
tion  aging  rapidly,  the  cost  of  heal 
care  will  be  a  key  issue  well  into  t 
next  century. 
By  Joan  O'C.  Hamilton  in  San  Francisc 
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Aaron  Brothers  Art  Marls,  Inc. 

has  been  acquired  by 

Bridgehead,  Inc. 

$38000000 

Adler  &  Shaykin 

has  acquired 

Wherehouse  Entertainment,  Inc. 

$1 IH.000,000 

Allegheny  International,  Inc. 

has  sold  its  5094  stake  of 

Tel-Thermco  Engineering  Limited 

to 

Tokyo  Electron  Limited 

Value  not  disclosed 

Allegheny  International,  Inc. 

has  sold 

Thermco  Systems,  Inc 

to 

Silicon  Valley  Group,  Inc 

$22,710000 

The  Alpine  Group,  Inc. 

has  sold 
American  Trim  Products,  Inc 

to 

Emb-Tex  Holdings  Corporation 

$29500000 

AmeriFirst  Bank,  A  Federal  Savings  Bank 

,has  agreed  to  be  acquired  t>v 

rRANSOHIO  Savings  Bank 

$229£OO0OO 

Amstar  Corporation 
lias  agreed  to  sell 

kmftai  Sugar  Corporation 
to 

rated  LylePLC 
$305000000 

Atlas  Holdings  Inc., 
an  affiliate  ol  Wesray  Capital  Corporation, 

has  sold 

Alias  van  Lines,  lm 

lo 

Agent  v  quisition  Corporation 

$90000000 

A.U.  Smith  Corporation 

has  MM 

CADCOMPInc 

to 

McNeil  Si  hwindler  Inc 

value  not  disclosed 

Bank  of  lloiuewood 
lias  (greed  I"  be  at  mured  by 

Great  I  akes  I  man,  ial  Resources 
$23,100000 


Banks  of  Mid-America,  Inc. 

has  completed  a  restructuring  consisting  ol 

conversion  of  Preferred  Stock  to  Common  Stock. 

redemption  of  Notes,  sale  of  Common  Stock  and 

a  reverse  stock  split. 

$195000,000 

Berkshire  Partners,  Thomas  H.  Lee  Company 
and  Prudential  Capital  Corporation 

have  sold 

Chadwick-Miller.  Inc. 

to 

Thomas  H  Lee  Company 

Value  not  disclosed 


tBest  Products,  Inc. 

has  agreed  to  be  acquired  by 

Adler  &  Shaykin 

$684300,000 


The  BOC  Group,  Inc. 

has  sold  its 

Airco  Carbon  Division 

to 

Showa  Denko  K.K 

$78300.000 


Borg-Warner  Corporation 

has  sold 

BW-Chemicals  Corporation 

to 

General  Electric  Co 

$2310.000.000 


Bow  Valley  Industries  Ltd. 

has  sold  51W  of  lully-diluted 
voting  control 

to 

British  Gas  pic 

$668,400000 


Boys  Markets,  Inc. 

has  been  acquired  by 

Breco  Acquisition  Corporation 

(Subsidiary  of  American  Breco  Corporation 

$220300,000 


BSC  Acquisition  Corp. 

(INVESTCORP  Partners  Limited 

and  members  of  Burnham  Management) 

has  acquired 

Burnham  Service  Corporation 

$130300000 


'  California  Real  Estate  Investment  trust 

has  been  acquired  by 

BB  Keal  Estate  Investment  (  orp 

$32000000 


Carson  Pirie  Scott  &  Company 

has  sold 

Dobbs  Food  Service  Management  Inc 

to 

Morrison's  Inc. 

Value  not  disclosed 


Carson  Pirie  Scott  &  Company 

has  sold 

Ridgewells  Inc. 

to 

.An  Investor  Group 

Value  not  disclosed 

Carson  Pirie  Scott  &  Company 

has  sold 

Toddle  House  Restaurants  Inc. 

to 

Diversified  Hospitality  Group.  Inc. 

Value  not  disclosed 


Cheshire  Financial  Corporation 

has  acquired 

The  Monadnock  Bank 

$15,600,000 


'City  Savings  Bank  of  Meriden 

has  been  acquired  by 

Dime  Financial  Corporation 

$25,400,000 


CM)  Corporation 

has  acquired 

Templeton.  Kenly  &  Co 

Value  not  disclosed 


CKD  Corporation 

has  sold 

CKD-Createc  Corporation 

to 

T-K  Acquisition  Corp 

Value  not  disclosed 


'Columbia  Federal  Savings  Bank 

has  been  acquired  by 

Washington  Mutual  Savings  Bank 

$40,200,000 


Merrill  L>nch  Capital  Market*'  client*  appear 
In  bold  tact-  type. 
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A  STOREKEEPER'S  CAVEAT: 
LET  THE  SELLER  BEWARE 


As  the  consumer  binge  slows,  retailers  won't  have  it  so  easy 


Consumers  have  spent  much  of  the 
1980s  trying  to  prove  they  could 
live  beyond  their  means.  Now  they 
have  discovered  they  can't.  With  debt 
levels  high,  wages  stagnant,  demand  for 
many  goods  nearly  sated,  and  apparel 
prices  soaring,  consumers  are  likely  to 
be  more  restrained  in  1989.  Retailers  will 
be  lucky  if  their  sales  outpace  inflation. 
Says  Carl  Steidtmann,  chief  economist 
of  Management  Horizons,  the  retail  con- 
sulting division  of  Price  Waterhouse: 
"We're  in  for  an  extended  period  of 
sluggish  growth." 

Analysts  are  predicting  inflation-ad- 
justed increases  of  1%  to  2%  this  year  in 
sales  of  general  merchandise,  exluding 
autos.  That's  still  growth  for  the  $1.2 
trillion  industry.  But  it  pales  beside  the 
6%  and  7%  increases  back  in  1983  and 
1984.  And  the  market  psychology  has 
changed:  Retailers  who  once  contemplat- 
ed the  next  sales  surge  now  fear  the 
next  recession. 

Merchants  get  gloomier  when  they 
look  at  long-term  demographic  trends. 
Early  in  this  decade,  as  baby  boomers 
built  careers  and  started  families,  they 
bought  new  wardrobes,  furnished 
homes,  and  generally  spent  their  pay- 
checks with  abandon.  But  now  they're 
moving  out  of  the  prime  spending 
years — ages  25  to  40.  Worse,  there  are 
fewer  young  buyers  to  pick  up  the  slack. 
Between  now  and  1995,  the  number  of 
35-  to  44-year-olds  and  45-  to  54-year-olds 
will  increase  19%  and  29%-,  respectively, 
while  the  ranks  of  the  25-to-34  age  group 
will  decline  6.6%.  "Most  people  don't  rec- 
ognize the  magnitude  of  this,"  says  Da- 
vid W.  Ball,  vice-president  for  marketing 
and  strategic  planning  at  Marshall 
Field's  in  Chicago. 

knee-jerk  reaction.  But  the  shift  al- 
ready has  created  a  problem:  too  many 
retail  outlets  chasing  too  few  dollars. 
That  has  ignited  a  battle  for  market 
share  in  which  normally  manageable  irri- 
tants, such  as  labor  shortages  or  chang- 
ing public  tastes,  are  crucial. 

This  became  clear  in  1988.  Women 
gave  a  resounding  thumbs-down  to  the 
miniskirt  and  other  fashions  considered 
inappropriate  for  more  mature  lifestyles. 
"We  did  not  listen  well  to  the  demo- 


graphics," laments  Robert  C.  Grayson, 
president  of  the  Lerner  women's  apparel 
division  of  The  Limited  Inc.  "All  of  us 
were  late  in  marketing  to  the  right  cus- 
tomer." The  800-store  chain  has  compen- 
sated by  shifting  its  marketing  pitch 
from  young  adult  women  to  older  cus- 
tomers, described  by 
Grayson  as  "30- 
something,  fashion- 
able, and  budget-con- 
scious." Sales  at 
Lerner  stores  open 
for  at  least  a  year 
rose  more  than  30% 
in  November,  while 
same-store  sales  at  other  chains  fell — 
3.8%  for  J.  C.  Penney  Corp. 

There's  another  problem  looming  that 
retailers  can't  solve  so  easily:  rising 
costs.  In  the  past  year,  the  cost  of  silk 
has  shot  up  nearly  30%  and  woolen 
prices  have  more  than  doubled,  due  to 
worldwide  shortages.  Retailers  will  have 
to  swallow  some  of  these  increases,  but 
analysts  predict  that  prices  will  still  rise 
by  10%  or  more  this  spring.  Such  in- 
creases could  be  self-defeating  if  they 
reinforce  a  budding  tendency  of  women 
to  shop  more  like  men.  Instead  of  pur- 
chasing whole  new  wardrobes,  they  are 
"buying  mostly  to  replace  similar 
goods"  that  have  worn  out,  says  Jack  D. 
Miller,  chairman  of  the  Columbus  (Ohio)- 
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based  Lazarus  department  store 
Kenneth  A.  Macke,  chairman  of  1 
Hudson  Corp.,  hopes  the  improveme: 
apparel  sales  that  began  in  late  198! 
carry  into  1989. 

debt  drawback.  Even  if  that  hap 
though,  it  will  be  offset  by  weakne: 
hardgoods,  Macke  says.  Real 
hardgoods    should    decline    slight! 
1989,  following  a  3.3%  drop  in  1988,' 
Bernard  F.  Brennan,  chief  executive 
Montgomery  Ward  &  Co.  One  reasi 
Wharton  Econometric  Forecasting  As 
ciates  Inc.  says  consumer  debt  is  getti 
so  high— 19.2%  of  income  in  1989 
18.8%  in  1988— that  it's  affecting  ap; 
ance  and  electronics  purchases. 

So  what  types  of  retailers  will  pros] 
in  1989?  One  example:  stores  that  ant: 
pate  customers'   changing  priority 
With    people    spei 
ing  more  readily 
their  homes  than 
clothes,    Pier    1    ] 
ports    Inc.,    for 
stance,   has   carv 
out     a     profita 
niche  by  selling  mi 
erately  priced   de 
rative  items  for  the  home.  And  val 
driven    stores    will    be    winners, 
Brennan,  mentioning  Toys  'R'  Us  s[ 
Wal-Mart   Stores.    "General   merchai 
who  have  not  differentiated  their  sto: 
continue  to  flounder,"  he  says. 

A  case  in  point  is  Sears,  Roebuck 
Co.  The  825-store  chain  wants  to  tra: 
form  itself  from  a  general  merchant  i 
a  more  specialized  retailer  with  every 
low  prices.  That's  necessary  because 
tailers  from  discounters  to  electron! 
superstores  have  nibbled  away  at  Sea: 
franchise.  But  the  strategy  is  risky 
cause  Sears  trails  competitors  in  boj 
productivity  and  costs. 

Retailers  that  can't  adjust  quickly 
the  new  challenges  face  a  short  futu: 
A  number  of  apparel  chains  lost  mom 
or  entered  Chapter  11  in  1988,  includi 
Brooks  Fashion  Stores  Inc.,  a  unit 
Canada's  Dylex  Inc.  Others  will  be  v 
nerable  to  takeovers,  especially  by  f 
eigners.  The  Japanese  are  shopping 
the  U.  S,  and  so  is  Coles  Myer  Ltd.,  A 
tralia's  largest  retail  company. 

In  the  current  sales  environmenll 
though,  even  the  wiliest  acquirers  ha 
to  be  careful.  Canadian  real  estate  mi 
gul  Robert  Campeau  is  carrying  aboi 
$5.7  billion  in  debt  on  his  U.  S.-bas€ 
Federated  and  Allied  department  stoi 
empire.  The  $7  billion  retailing  operatic 
lost  $53.5  million  in  1988's  third  quarte 
and  analysts  expect  it  to  face  roug 
times  in  the  months  ahead.  Just  a  re- 
minder, perhaps,  that  retailers — like  con 
sumers — have  to  live  within  their  means. 
By  Amy  Dunkin  in  New  Yon 
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SoVlllgll      Hill    I    II. Ill     \1M>I    l.llHlll 

lias  MM  'A3      'i  111  i  mi hi  Mi  M  k 

to 

CF  Financial  Assoc  lain  I  i' 

Value  mil  ilisi  In  .i<l 
•t  .1  in wea  lili  I  i|ini\  Trust 

ins  agreed  to  a*  quira 

Del  E  Webb  investment  Properties,  in< 

130000000 

'Community  Saving*  Bank 

has  been  acquired  by 

Heritage  Bancorp,  Iik 

BOJDOOjOOO 

Compagnie  Generate  des  Eaux 

has  acquired 
Surra  Sprint-  Water  Company 

$38,000,000 

Continental  Illinois  Corporation 

has  sold 
Certain  Retail  Loans  and  Deposits 

to 

The  First  National  Bank  ol  Chicago 

Value  not  disclosed 

Continental  Illinois  Corporation 

has  sold 

Continental  Illinois  Bank  of  Deerfield,  NA. 

and 

Continental  Bank  ol  Buffalo  Grove.  NA. 

to 

First  Midwest  Bancorp,  Inc. 

Value  not  disclosed 

Continental  Illinois  Corporation 

has  sold 

Continental  Bank  ol  Oakbrook  Terrace 

to 

Suburban  Bancorp,  Inc. 

Value  not  disclosed 

Continental  Illinois  Corporation 

has  agreed  to  sell 

Continental  Illinois  Bank  of  Western  Springs,  N  A 

to 

Western  Springs  Bancorp.  Inc 

Value  not  disclosed 

Continental  Illinois  Corporation 

has  sold 

Continental  Illinois  Bank  -  South  Suburban 

to 

GreatBanc.  Inc 

Value  not  disclosed 

'Dickenson  Mines  Limited 

has  acquired 

Wharf  Resources  Ltd. 

$79,200,000 

Entex.lnc. 

•      has  been  acquired  by 
Arkia,  Inc. 

$572,000,000 

ESSEX  Industries,  Inc." 

has  agreed  to  be  acquired  by 

Merrill  Lynch  Capital  Partners 

$370,000,000 

Ell  Holdings  Inc. 

has  been  acquired  by 

American  Brands.  Inc. 

$1,129,000,000 

Falconbridge  Ltd. 

h.is  i  ompictt'd  a  recapitalization 

i  .insisting  of  share  repurchase 
and  special  cash  dividend 

$768,000,000 

Ealconbridge  Ltd. 
has  .ii>rerii  to  acquire 

M<  llltyrr  Minis 

152,000000 


First  Capital  Holdings  (  orp. 

has  -old  Common  si*m  k  to,  and 
exx  hanged  •  onvnon  Slot  k  lor  Prelerred  Stoi  k 

■  ii  i  Hibtidiary  held  by 
sin. ir%<  hi  Lehman  iiiiitiiii  Holdingi  in' 

Villur  mil  ill    i  In  .■  il 

I  IfSt  Interstate  of  Hawaii.  Inc. 

has  agreed  In  Ije  a<  quired  by 
An  Investor  Group 

01000000 

Elrmlng  Companies,  Inc. 

h.is  .ii  quired 

Malone  &  Hyde,  in< 
KOO0OO0OO 

Eleming  Companies,  Inc. 

has  sold 
M&H  Drugs.  Iik 

to 

Vestar  Capital  Partners.  Inc. 

Value  not  disclosed 

Franklin  Savings  Association 

has  acquired 

I.  F  Rothschild  Holdings.  Inc. 

$32,700,000 

Freeman  Spogli  &  Co 

has  agreed  to  acquire 

Duff  &  Phelps 

from 

Duff  Research,  Inc 

Value  not  disclosed 

Fruehauf  Corporation 

has  sold  its 

Canadian  Division 

to 

Trailmobile  Group  of  Companies  Limited 

$84,600,000 

Fruehauf  Corporation  and  Trailer  S.A. 

have  sold  their 

European  Trailer  Manufacturing  operation 

to 

An  Investor  Group 

Value  not  disclosed 

Fruehauf  Corporation 

has  sold 

M.C.  Aerospace  Corp. 

to 

Eddot  Co. 

$5,900,000 

Fruehauf  Corporation 

has  sold  20%  of  the  equity  of 

Paceco,  Inc. 

to 

Mitsui  Engineering  &  Shipbuilding,  Ltd 

$20,000,000 

G.  Heileman  Brewing  Company,  Inc. 

has  been  acquired  by 

Bond  Corporation  Holdings  Limited 

$1,260,000,000 

General  Instrument  Corporation 

has  acquired 

the  Dalmo  Victor  Division 

of 

The  Singer  Company 

$175,000,000 

Gibbons,  Green,  van  Amerongen,  L.P. 

through  its  affiliate 
Kash  N'  Karry  Food  Stores.  Inc. 

has  acquired 

substantially  all  of  the  assets  of 

the  Florida  Division 

of 

Lucky  Stores.  Inc 

Value  not  disclosed 

Gibbons,  Green,  van  Amerongen,  L.P. 

through  its  affiliate 

Kash  N'  Karry  Food  Stores,  Inc 

has  acquired 

certain  assets  of 

the  Florida  operations 

of  The  Kroger  Co. 

Value  not  disclosed 


II.imiim  lil.  !/•  i   Indinlrit  i    Iik 
.Id  it-. 

'  on*. inn  in ,ii  I  quipmeni  Division 

to 

i  entury  n  Iik 

I762W0OO 

Hayes  Inn  ni.iin.ii.il  (  nri> 

lias  been  .ii  quired  by 

l're<  ision  Sl.unl.ird  Inc 

Value  not  dis<  ioaed 

Hillsborough  Holdings  (  ...  |,..i.iiii.i, 

has  •okl 

Jim  Waller  Paper,  Iik 

to 

Great  Northern  Nekoosi  *  orporation 

1126,900000 

•IB&TCorp. 

has  been  acquired  by 

Key(  ur|i 

(58000000 

Inland  Natural  Gas 

has  acquired 

Certain  Natural  Gas  assets  from  the 

Government  ol  the  Province  ol 

British  Columbia 

$628000000 

Inspiration  Resources 

has  sold 

Inspiration  Gold 

to 

Joint  Venture  Partners 

Value  not  disclosed 

An  I  nvestor  Group  *  • 

has  acquired 

Bozel I.  Jacobs.  Kenyon  &  Eckhardt,  Inc 

$133,000,000 

An  Investor  Group 

has  acquired 

Josephson  International.  Inc. 

$33,400,000 

An  Investor  Group" 

has  acquired 

Redken  Laboratories.  Inc. 

$93200.000 

loptex  Research  Inc. 

has  agreed  to  be  acquired  by 

Smith  &  Nephew  pic 

$236,000,000 

ITEL  Corporation" 

has  acquired 

Signal  Carjital  Corp  and  Equilease 

and  investments  in  Santa  Fe  Southern  Pacific. 

American  President  Cos  .  and  Oak  Industries 

from 

Henley  Group 

$1200.000.000 

Ithaca  Industries 

has  completed  a  leveraged  recapitalization 

through  bank  financing. 

private  placement,  and 

dividend  paid  to  shareholders 

Value  not  disclosed 

Kohlberg  Kravis  Roberts  &  Co." 

has  agreed  to  acquire 
RJR  Nabisco.  Inc. 
$25,070,000,000 

*Lacana  Mining  Corp. 

has  been  acquired  by 

Corona  Corporation 

$1,000,000,000 


Merrill  Lynch  Capital  Markets'  clients  appear 

in  bold  face  type. 
Transactions  Initiated  In  Ml  I  M 

n  linns  im  which  bridge  financing  *.vs  provided 
I  render  offer  completed;  final  i  losing  pending 
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AMONG  RESTAURATEURS, 
IT'S  DOG  EAT  DOG 


Problems  include  high  labor  costs  and  an  abundance  of  eateries 


These  should  be  the  good  years  for 
restaurants  and  fast-food  joints. 
Two-income  families  abound.  The 
average  family  spends  35%  of  its  food 
budget  eating  out,  up  from  25%  two  de- 
cades ago.  But  because  of  myriad  prob- 
lems— including  a  labor  crunch,  higher 
commodity  prices,  and  a  glut  of  out- 
lets— the  $150  billion  food-service  indus- 
try may  need  Pepto-Bismol  in  1989. 

Industry  sales  should  be  up  2%  to  3% 
this  year,  analysts  say,  with  growth  of 
7%  or  so  in  the  $56  billion  fast-food  seg- 
ment offsetting  slower  growth  or  sales 
declines  at  traditional,  sit-down  restau- 
rants. But  profit  margins  will  be 
squeezed,  and  there's  not  a  lot  food  re- 
tailers can  do  about  it.  Analysts  estimate 
that  price  increases  of  as  little  as  5% 
could  start  chasing  customers  back  to 
their  kitchens. 

One  villain  in  this  scenario  is  labor 
costs,  which  account  for  about  20%  of 
the  total  costs  of  a  McDonald's  or  Bur- 
ger King  shop.  Recruiters  all  over  Amer- 
ica are  scouring  the  suburbs  for  teen- 
agers, working  mothers,  even  retirees — 
anyone  to  flip  burgers,  wait  on  tables, 
and  scour  dishes.  According  to  a  recent 
poll  by  the  National  Restaurant  Assn., 
there's  currently  a  shortage  of  about 
200,000  employees  willing  to  work  for 
the  average  $4.41  an  hour  the  food-ser- 
vice industry  pays.  And  demographic 
trends  assure  a  shortfall  for  the  next 
several  years.  Teens  are  dwindling  in 
number  as  the  U.  S.  population  ages.  By 
1992  there  will  be  roughly  1.5  million  of 
them,  10%  fewer  than  in  1986. 
prize  perks.  To  attract  recruits,  food 
retailers  will  roll  out  new  benefit  pro- 
grams, scholarships,  even  merit  bonuses. 
This  month,  for  instance,  Wendy's  Inter- 
national Inc.  will  begin  offering  medical, 
dental,  and  retirement  benefits  to  even 
its  lowest-paid  employees.  Pizza  Hut  Inc. 
is  testing  a  scholarship  program  that 
will  pay  up  to  $2,900  a  year  in  tuition 
money  to  employees  with  at  least  three 
months  of  service  who  work  an  average 
of  15  hours  a  week.  Moms  and  dads  can 
transfer  this  money  to  their  children. 
And  McDonald's  leads  the  pack  in  luring 
older  workers:  Its  McMasters  training 
program,    which   was   set   up   in    1986, 


teaches  elders  the  ropes  of  the  business. 

Such  pampering  is  a  far  cry  from  the 
1970s,  when  teen  workers  were  in  ample 
supply,  considered  disposable,  and  treat- 
ed as  such.  This  year,  Hardees  Food 
Systems  Inc.  will  spend  $2  million  on 
motivational  training  for  employees, 
complete  with  prizes 
for  the  best  students 
and  pep  rallies  to 
build  company  spirit. 
The  burger  chain 
also  has  an  advertis- 
ing campaign  aimed 
at  new  college  grad- 
uates, stressing 
quick  advancement  and  perks  such  as 
company-owned  cars.  A  Burger  King 
franchise  owner  in  Grand  Rapids,  Mich., 
even  offers  child-care  subsidies  to  em- 
ployees. 

Once  employees  are  trained,  however, 
the  problem  is  keeping  them.  The  aver- 
age annual  turnover  rate  among  restau- 
rant workers  is  a  staggering  250%,  ac- 
cording to  the  NRA,  while  management 
turnover  hovers  at  about  50%.  Many  em- 
ployees leave  within  30  days  of  taking  a 
job,  wasting  whatever  training  they've 
been  given.  "All  of  this  is  very  expen- 
sive," frets  Robert  L.  Barney,  chairman 
of  Wendy's.  "Turnover  is  the  biggest 
problem  facing  the  industry." 

So  big  that  notoriously  low  service- 


FAST  FOOD'S 
STEADY  CLIMB 


▲  BILLIONS  OF  DOLLARS 


•FAST  F000  OUTLETS,  CARRY0UIS,  FOOD  BARS,  PIZZERIAS 
DATA:  COMMERCE  DEPI ,  MONTGOMERY  SECURITIES 


busily  coming  up 


industry    wages    are    nearing    fact 
wage  levels  at  some  outlets.  In  la| 
starved   markets,   such  as   Boston 
Atlanta,  burger  flippers  now  make  $l| 
$6  an  hour.  And  Congress  this  year 
take  up  legislation  that  would  boost  | 
minimum  wage  to  $4.55  by  1992. 
would  ratchet  up  industry  labor  costs 
10%  in  1990,  says  Michael  Mueller 
tracks  food  businesses  for  Montgom| 
Securities. 

BOUNTY  OF  BEANERIES.  The  effect  CO 

be  compounded   by  price   increases  | 
commodities  such  as  beef,  poultry, 
beans,   and  corn.   Grain  price  hikes | 
1988  prompted  a  large  cattle  slaugh 
that  will  trigger  a  15%  run-up  in  b| 
prices  in  1989,  says  Merrill  Lynch  & 

Still,  such  increases  could  be  insigr] 
cant  in  the  long  run  compared  to 
industry's    biggd 
problem:    too    ma 
places  to  eat.  Ther 
now   one   restaur^ 
for      every      2,1 
Americans   vs. 
per   7,000   a   deca 
ago.  Thus,  the  fa 
food    peddlers 
with  new  lures. 
Donald's  Corp.  has  moved  into  salal 
Wendy's  has  expanded  its  buffet  bars! 
include  everything  from  tacos  to  fr| 
salad.  Menu  diversification  is  costly, 
it's  part  of  the  price  of  survival  in 
increasingly  cutthroat  market. 

The  tough  environment  is  leading  to 
familar  trend — mergers   and  acquil 
tions.    Last   year,    for   instance,    Foc[ 
maker  Inc.,  which  owns  Jack  in  the  Be 
swallowed   up   the   Mexican-food  cha 
Chi-Chi's.  In  late  December,  A.  CopelaJ 
Enterprises  Inc.,  owner  of  the  Popeycj 
chicken  chain,  was  hungrily  pursuing 
val   Church's   Fried   Chicken   Inc.    AJ 
the   fate    of   the    No.  2   burger   chai] 
Burger  King  Corp.,  remained  uncert 
after  its  parent,  Pillsbury  Co.,  agreed 
be  bought  by  Britain's  Grand  Metropc 
tan  PLC. 

Five  years  ago,  the  five  largest  corj 
panies  accounted  for  33%  of  sales  of  tl) 
top  100  restaurant  chains,  according 
figures   compiled   by  Nation's  Restal 
rant  News.   Todayi   it's   38%.   The   bl 
chains  also  account  for  757'  of  the  indu| 
try's  expansion,  and  their  clout  is  gro\ 
ing.  "The  benefits  will  continue  to  go 
the  larger  companies,"  says  Richard 
Mayer,    chairman    of    Kentucky    Frie 
Chicken  Corp.,  the  No.  3  chain.   "The 
can   spread   their  costs   over  a   large 
base."  With  the  end  of  the  salad  days- 
when  labor  was  cheap  and  growth  wa 
easy — that  fact  increasingly  will  dictatj 
the  structure  of  the  industry,  and  prob^ 
bly  the  diets  of  its  customers,  too. 

By  Brian  Bremner  in  Chica 
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I  -il.it  K*  Copper  S.A. 

has  .u  i|inrr(t 

1 ,900000  ShaMo! 

\.nic  01  Holdings  iii* 
$47500000 

■I.i«<ini  Mardon  i  .r..n|.  I  mill.  . I 

has  sold  its 

Business  hirins  liivisiiin 

to 
Maclean  Hunlrr  1  united 

$13000000 

•  I  h.  Liberty  Mutual  Insurance  Company 

has  acquired 

Keystone  Provident  Life  Insurance  Company 

Irom 

Travelers  Corporation 

$330000000 

A  Management  Group 

has  agreed  to  acquire 
AAlE.Inc 
$57000000 

Marble  Financial  Corporation 

has  agreed  to  be  acquired  by 

KeyCorp 

$66000000 

Matrix  Corporation 

has  been  acquired  by 

Agla-Gevaert  Inc. 

$130,000,000 

McGraw-Hill,  Inc. 

has  sold  its  49S  stake  in 

Nikkei-McGraw-Hill.  Inc. 

to 

Nihon  Keizai  Shimbun.  Inc 

$283,000,000 

•Merrill  Lynch  Capital  Partners" 

has  agreed  to  acquire 

the  Ann  Taylor  unit 

ol  Allied  Stores  Corporation. 

a  subsidiary  ol  Campeau  Corporation 

$430,000,000 

•Merrill  Lynch  Capital  Partners 

has  agreed  to  acquire 

Gemini  Industries  Inc. 

$1 15.000.000 

•Merrill  Lynch  Capital  Partners 

has  acquired 

General  Felt  Industries 

$90,000,000 


I  li.    N.ii  i.Mi.il  Mutual  I  It.   4mm  lallon 
of  Australasia  I. Id. 

ha*,  a.  (|llir..l 

Integrity  Life  Insurant  e  <  ompany  and 
National  Integrity  Life  Imuran)  c '  ompany 

Irom 

I  he  i  qultabfe  Lite  Assurai*  e  5 I) 

ol  the  United  State* 
1160000000 


NCNB  Corporation 

lias  a<  quln  rutty  Interest 

i  with  an  option  lo  a<  quire tne  remaining 

in  NCNH  I'ex.is National  Hank, 

wimh  sir  i  eeded  to  the  lormei  lens  subsidiary 

banks  of  First  RepubUcBank  Corporation 

in  a  FI)K '-assisted  transaction 

$4.200000000 


New  Bedford  Institution  for  Savings 

has  acquired 

Taunton  Savings  Bank 

$55000000 


Newell  Company 

has  sold  certain  assets  of 

Imperial  Arts  Corporation 

to 

World  Tableware  International  Inc 

Value  not  disclosed 


Newell  Company 

has  sold  its 
Shenango  China  Division 

to 

Canadian  Pacific  (US.)  Inc 

Value  not  disclosed 


Nortek.lnc. 

has  agreed  to  sell 

Gemaire  Distributors.  Inc. 

to 

Watsco  Inc. 

Value  not  disclosed 


North  Fork  Bancorporation 

has  acquired 
Southold  Savings  Bank 

$122,200,000 


•North  Side  Savings  Bank 

has  acquired 

Richmond  Hill  Savings  Bank 

$159,000,000' 


fa  In.  II.  ...  h  lloldlnga.  I... 

has  been  -.■  quln 
■  Brandt  In 

I  he  Plllshury  (  ompany 

hai  told 
Godfathers:  Pizza  li" 

to 
A  Management  Group 

Value  not  (lis.  lo  led 

Placer  Dome  Inc. 

has  acquired 

Kiena  Gold  Mines  Limited 

$54400000 

Placer  Dome  inc. 

lias  ai  quired 

Sigma  Mines  (Quebec )  Limited 

$34,400,000 

The  Plessey  Company  pic 

has  acquired 

Leigh  Instruments  Limited 

$88000000 

PPG  Industries,  Inc. 

has  sold  certain  assets  of 

PPG  Biochemicals 

to  « 

American  Cyanamid  Co. 

Value  not  disclosed 

PPG  Industries,  Inc. 

has  sold  certain  assets  ol 

PPG  Biochemicals 

to 

Chevron  Corporation 

Value  not  disclosed 

The  Rank  Organisation  Pic 

has  acquired 

BHCP  Video 

(Subsidiary  of  Bell  &  Howell  Company. 

Columbia  Pictures.  Inc.  and 

Gulf  +  Western,  Inc.) 

$120,000,000 

Redman  Industries,  Inc. 

has  agreed  to  be  acquired  by 

Wingate  Partners. LP 

$98500.000 

Reuters  Canada  Holdings  Ltd. 

has  sold 

Promise  Systems  Corporation 

to 

A  Management  Group 

$5600.000 


•Merrill  Lynch  Capital  Partners 

has  acquired 

Peter  J  Schmitt  Co.  Inc. 

(Subsidiary  of  Loblaw  Companies  Inc. ) 

$140,000,000 

•Merrill  Lynch  Capital  Partners 

has  acquired 

While  Swan  Fix)d  Service  Division  of 

Fleming  Companies.  Inc 

Value  not  disclosed 

MGI  Properties 

has  agreed  to  acquire 

Turner  Fquity  Investors.  Inc. 

$35300.000 

tMohasco  Corporation 

has  agreed  to  be  acquired  by 

An  Investor  Group 

$504000000 


The  One  Bancorp 

has  acquired 

Southstate  Bank  for  Savings 

$42200,000 


Pace  Industries,  Inc. 

has  sold  the  Container  Division  of 

Rheem  Manufacturing  Company 

to 

KAL  Pacific  Holdings 

Value  not  disclosed 


Pace  Industries,  Inc. 

has  sold 

Rheem  Manufacturing  Company 

to 

Paloma  Industries  Limited 

Value  not  disclosed 


The  Rochester  Community  Savings  Bank 

has  acquired 

Investors  Home  Mortgage  Corporation 

from 

Investors  Savings  Bank 

$85000.000 

Safeway  Stores,  Incorporated 

has  sold  its 

Houston  Division 

to 

Duncan.  Cook  &  Co. 

Value  not  disclosed 

Safeway  Stores,  Incorporated 

has  sold  its 

Kansas  City  Division 

to 

Morgan  Lewis  Githens  &  Ann,  Inc 

Value  not  disclosed 


•NAFCO  Financial  Group  Inc. 
has  Issued  a  24  '>""  equity  interest 

to 
Interlakr  I  main  la]  Group  Inc. 

$15,100000 


Pacific  First  Financial  Corporation 
has  acquired 

Prudential  Bancorporation 
$34,700,000 


Merrill  Lynch  Capital  Markets'  cllrnts  appear 
tn  bold  face  type. 
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TRANSPORTATION 


THE  AIRLINES  HIT 
CRUISING  ALTITUDE 


Now  that  those  upstarts  are  gone,  there's  no  fare  like  full  fare 


1 

r 


|he  economy's  the  big  'if.'  "  That's 
how  Herbert  D.  Kelleher,  chair- 
man of  Southwest  Airlines  Co.  in 
Dallas,  sizes  up  1989  for  the  airline  in- 
dustry. Both  for  medium-size  carriers 
such  as  Kelleher's  Southwest  and  for 
major  ones  such  as  Delta  Air  Lines  Inc. 
and  USAir,  the  first  half  seems  in  the 
bag.  As  in  1988,  profits  should  benefit 
from  higher  fares  and  stronger  traffic. 
It's  only  a  possible  second-half  recession 
that  makes  some  analysts  queasy:  They 
predict  $3  billion  in  operating  profits  in 
1989,  about  the  same  as  last  year. 

The  prospect  of  profits  for  two  years 
running  is  a  startling  one  for  the  air- 
lines. Since  deregulation  their  annual  net 
profit  margins  have  averaged  less  than 
1%.  That's  low  for  a  service  industry 
that  should  thrive  when  times  are  good. 
But  through  most  of  the  1980s  a  swarm 
of  new  airlines  forced  the  established 
carriers  to  compete  on  fares.  Travelers 
did  well  in  the  free-for-all — better  than 
the  airlines. 

The  upstarts,  however,  are  gone — 
failed,  merged,  or  bought  out.  Now  the 
majors  can  compete  on  schedules  and 
service  rather  than  on  cheap  fares.  With 
the  cost  of  fuel  dropping  all  year  and 
passenger  traffic  up  24%  since  1986,  the 
airlines  raised  fares  about  8%  in  1988, 
outstripping  inflation  for  the  first  time 
in  years.  Even  Frank  Lorenzo,  whose 
low-fare  strategy  increased  traffic  at 
Continental  Airlines  Inc.,  raised  prices. 
Airline  operating  profits  jumped  16%. 
wild  card.  Industry  executives  intend 
to  follow  the  same  path  this  year.  "Give- 
away fares  have  disappeared,"  asserts 
Edwin  I.  Colodny,  chairman  of  USAir. 
"The  industry  couldn't  afford  them  with- 
out going  bankrupt."  Seasonal  price  cuts 
will  remain.  But  "having  a  January 
white  sale  is  one  thing,"  says  Edmund  S. 
Greenslet,  publisher  of  The  Airline 
Monitor.  'Taking  out  a  meat-ax  to  chop 
down  fares  is  another."  Greenslet,  one 
of  the  most  bullish  analysts,  believes 
that  if  fares  hold,  net  income  for  the 
nine  biggest  carriers  in  1989  could  dou- 
ble, to  $1.7  billion. 

Whatever  the  increase,  international 
travel  will  contribute  heavily  to  it.  In 
late   1988,  U.  S.  overseas  airline  traffic 


was  running  17%  ahead  of  1987  levels. 
Business  travel  to  the  Orient  is  booming, 
prompting  United  Airlines  Inc.  and 
Northwest  Airlines  Inc.  to  add  new 
Boeing  747400s  to  their  Asia-bound  ser- 
vice this  year.  Leisure  travel  to  Europe 
has  held  up  as  U.  S.  tourists  learned  to 
cope  with  the  weak- 
er dollar.  "Ameri- 
cans are  now  accus- 
tomed to  worldwide 
travel,"  says  Morton 
Ehrlich,  president  of 
Lifeco  Services 
Corp.,  a  national  cor- 
porate travel  agency. 
"If  there's  no  radical  change  in  the  dol- 
lar they  will  keep  going  abroad." 

Still,  for  the  first  time  in  a  couple  of 
years,  fuel  prices  could  be  a  wild  card. 
Fuel  accounts  for  15%  of  airline  operat- 
ing expenses,  and  last  year's  4%  price 
drop,  to  an  average  of  53.5$  a  gallon, 
accounted  for  about  9%  of  operating 
profits.  There's  still  plenty  of  fuel 
around,  but  if  OPEC  forces  up  prices,  the 
hike  will  quickly  be  passed  along.  That 
"could  chip  right  away  at  profits,"  says 
Lee  R.  Howard,  executive  vice-president 
of  Airline  Economics  Inc.,  an  industry 
research  firm  in  Washington  D.  C.  "A 
change  of  a  penny  a  gallon  could  take 
away  $130  million  in  operating  income." 

It's   these   little   uncertainties   that 
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make  Texas  Air  the  most  interestin 
eration  to  watch  this  year.  The  hoi 
company  recorded  an  estimated  $650 
lion  in  losses  for  1988  as  its  Eastern 
Lines  Inc.  grappled  with  unions  an 
Continental  struggled  back  to  profi 
ty.  If  Eastern  solves  its  problems 
Continental  keeps  improving,  Lor 
could  regain  the  four  points  he  lost 
year  from  his  20%  market  share  in  l! 
To  do  so,  he  would  probably  cut  fare 
Eastern  to  bring  passengers  back, 
would  pressure  rivals  American  and 
ta  to  cut  fares  themselves.  If  Lor 
can't  pull  out  of  his  dive,  Eastern 
shrink  into  a  regional  airline  and  C 
nental,  saddled  with  debt,  will  fall 
ther  behind  the  industry  leaders. 

Many  carriers  will  be  more  expi 
than   usual   should  the  economy  s 
They    are     in ' 
midst  of  a  $40  bil 
program    to    exp 
and     update     t 
fleets.   Capacity 
1989  is  expected 
increase  6%,  in 
with  passenger 
jections.  If  a  r© 
sion  hits  after  Labor  Day,  many  of  t 
new   seats   could   fly   empty,    and 
temptation  to  fill  them  with  cheap  f; 
will  be  great.  "It  only  takes  one  air 
to  start  a  fare  war,"  says  Raymon 
Neidl,  an  airline  junk-bond  analyst 
McCarthy,  Crisanti  &  Maffei  Inc.,  a 
York  investment  research  firm. 
tie-ins.  United  and  American  are  pr< 
bly  best  placed  to  weather  a  downti 
They  have   plenty  of  heavily  trave 
routes,  including  the  Chicago-New  Yi 
run  and  profitable  nonstop  flights  to 
kyo.  They  have  sophisticated  compu 
programs  that  can  design  selective 
counts  to  stimulate  traffic  without 
ting  too  deeply  into  margins.  Both 
lines  also  have  relatively  strong  bala: 
sheets — unlike  Pan  Am  and  TWA. 
Am's  bookings  could  suffer  even  furt 
after  the  recent  crash  of  one  of  its  !■ 
in  Scotland. 

But  even  the  strong  carriers  hi 
plenty  to  ponder.  U.  S.  airlines  face 
growing  challenge  from  foreign  comp 
tors  such  as  Lufthansa,  which  sho 
increase  its  strength  in  the  Europ< 
market  after  1992.  There's  also  Sin 
pore  Airlines,  rapidly  expanding  in 
Far  East  with  its  modern  fleet  and  qu 
ty  service.  To  offer  flights  worldwi 
United  has  formed  a  marketing 
scheduling  tie-in  with  British  Airwa 
Continental  is  working  on  a  similar  s 
up  with  Scandinavia's  SAS  Airlines.  M( 
such  alliances  are  likely  as  the  fie: 
competition  that  marked  the  U.  S.  airl 
business  in  the  1980s  goes  global 

By  Christopher  Power  in  New  F1 
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Si-iiii<o,  i  iii  iimi  i  in-  S|>roiii  Onup  »i 

Donaldson.  I  iilkln  K  .lenrelle,  Iiii    *• 

haw  at  quired 

I  iM-huialins.  ||M 
from 

May  I  ii'|i.irliiii  nt  Mori'.  (  oin|i.uiv 

$1711,000.1100 
Soclete  Generate  de  Im. mi  du  Quebec 

ll.is  Slllll 

Bio  Mega 

lo 

Boehringei  Ingleheliti 

$20,000.111111 


Spiegel,  Inc. 

has  .11  quired 

Eddie  Bauer,  Inc 

Iroiii 

General  Mills,  Inc. 

$26(1.000.000 


si. ill  \  Continental,  Inc. 

has  Imvii  acquired  lis 

lateA  LyfePLC 

$1,500,000,000 


Standard  Brands  Paint  Company 
has  completed  a  recapitalization 

through  repurchase  ol  6j0OOj0O0  shares 

ol  its  common  slock  and  private 
placement  ol  debt  and  prelerred  stock 

$150.0(111,11011 


Sysi  u(  orporntliMi 

bansoiil 
Staley  Beverage  <  orporatlon  and 

(  i >iitiinrit.il  t  olli  ■ 
to 

Quaket  Oal  iCo 
Value  nut  dla< 


Syaco  Corporation 

has  sold 

Havi  (  orp 

to 

An  Investor  Group 

Value  not  disclosed 


Tech/Ops,  Inc. 

has  completed  a  Kll-Bquidating  spin-oil  of 

lech  ( )ps  I-andauer.  InC  and 

li<  h i  i|is Sevcon, Inc. and 

a  cash  distribution 

$6(1.000.000 


Television  South,  PLC. 

has  acquired 

MTM  Entertainment.  Inc. 

$320,000,000 


Terravista  Resources  Ltd. 

has  acquired 

76%  of  the  common  stock 

of 

Strathfield  Oil  &  Gas 

$6,000,000 


•l.iilveralty  Savings  Hank 
■  i|  lo  in  ai  quired  by 
<,l  l  MHi  In 
I75JD00/M0 


•Wagner*  Br.mn" 

h.i .  ai  quired 
Inalli  o '  orporatlon 

UIOOjlOO.OOu 


Walgreen  Co. 

has  sold  its 
Wag's  1  aunlv  Restaurants  Business 

to 

Marriott  (  orp 
Value  not  disclosed 


•Waynesboro  Textiles,  Inc. 

has  sold  its 

AFA  Division 

to 

An  Investor  (iroup 

Value  not  disclosed 


•Waynesboro  Textiles,  Inc. 

has  sold  its 

Wayn-Tex  Division 

to 

Dominion  Textile  (USA)  Inc. 

$130,000,000 


Standard  Federal  Bank 

has  agreed  lo  acquire 

First  Federal  Savings  and  Loan 

Association  ol  Kalamazoo 

$54,000,000 


Triangle  Industries,  Inc. 

has  agreed  to  be  acquired  by 
PechineySA 
$1260.000,000 


WestPoint-Pepperell,  Inc. 

has  acquired 

JP  Stevens  &  Co..  Inc. 

$1318.000.000 


St.  Anthony  National  Bank 

has  agreed  to  be  acquired  by 

First  Wisconsin  Corporation 

$15,200,000 


The  Susquehanna  Corporation 

has  been  acquired  by 

SA.  Financiere  Klernit 

$27,600,000 


Sysco  Corporal  ion 

has  acquired  the 
Food  Service  Distribution  anil 

Manufacturing  Division 

of 

Staley  Continental,  Inc. 

from 

Tate  &  Lyle  PLC 

$700,000,000 


Sysco  Corporal  ion 

has  sold 

Fresh  Start  Bakeries  and  Interstate  Shortening 

to 

An  Investor  (iroup 

Value  not  disclosed 


Tripac  Holding  Corp 

(owner  of  Triangle-Pacific) 

has  been  acquired  by 

An  Investor  Group 

Value  not  disclosed 


Tyler  Corporation 

has  sold 

Hall-Mark  Electronics  Corporation 

to 

Freeman  Spogli  &  Co. 

$220,000,000 


US  West  Financial  Services,  Inc. 

has  acquired  the 

Fixed-Asset  Lending  Division 

of 

Westinghouse  Credit  Corporation 

Value  not  disclosed 


Uarco  Incorporated 

has  been  acquired  by 
Settsu  Corporation 
Value  not  disclosed 


WestPoint-Pepperell,  Inc. 

has  sold  certain 
Bed  &  Bath  Assets  of 
J.P.  Stevens  &  Co.,  Inc. 

to 

The  NTC  Group,  Inc. 

$144,000,000 


West  Point-Pepperell,  Inc. 

has  sold  the 

Carpet,  Automotive  Products.  Industrial  Fabrics, 

Converter  and  Yarn,  and  Elastomerics  Divisions  of 

J.P  Stevens  &  Co..  Inc. 


Odyssey  Partners 
$530,000,000 


•Yoo-Hoo  Industries,  Inc. 

has  been  acquired  by 

Pernod  Ricard 

Value  not  disclosed 


+Vork  International,  Inc." 

has  been  acquired  by 

An  Investor  Group 

$750,000,000 


Sysco  Corporal  ion 

has  sold 

Staley  Foods  Corporation 

to 

Borden,  Inc 
value  not  ihsi  losed 


•Union  Enterprises  Ltd. 

has  sold 

Canbra  Foods  Limited 

to 

Pocklington  Financial  Corp 

$10,400,000 


Merrill  Lynch  Capital  Markets'  clients  appear 
in  bold  face  type. 

•Transactions  initiated  by  Ml  l  M 

"  I  r.insai  In  ins  tor  win.  ti  limine  financing  was  provided 
'Tender  otter  completed;  final  closing  pending 
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UTILITIES  ARE  MAKING  MORE 
BY  SELLING  LESS 


Thanks  to  state  incentives,  conservation  is  the  new  way  to  turn  a  buck 


c 


jonservation"  once  was  a  dirty 
word  in  the  utility  industry.  It 
Imeant  less  demand,  which  trans- 
lated into  lower  efficiency  for  huge  gen- 
erating plants  and  disappointing  profits. 
Even  if  a  utility  promoted  conservation, 
state  regulators  didn't  want  to  hear 
about  it  at  rate-set- 
ting time.  Why 
should  a  company 
earn  a  return  for  re- 
straining growth  in 
energy  demand?  For 
utilities,  it  was 
smarter  just  to  stoke 
the  furnace. 

Not  anymore.  Strong  electricity  de- 
mand and  public  opposition  to  new  pow- 
er plants  have  made  conservation  a 
must.  Moreover,  no  utility  wants  to  be 
blamed  for  the  greenhouse  effect,  the 
excess  warming  of  the  earth  that  fossil- 
fuel  emissions  cause.  Most  of  all,  conser- 
vation suddenly  appeals  to  regulators. 
About  11  states  let  utilities  earn  10%  to 
15%  on  expenditures  they  make  to  help 
customers  cut  demand — the  same  as  on 
power  generation.  A  dozen  more  states 
are  considering  such  measures. 

With  construction  costs  at  record 
highs  and  utility  commissions  increasing- 
ly reluctant  to  let  them  be  passed  on  to 
the  public  entirely,  conservation  provides 
utilities  a  quick  and  uncontested  return. 
That  makes  it  one  of  the  industry's  top 
priorities  in  1989 — and  "that's  a  real 
switch,"  says  Arnold  P.  Fickett,  director 
of  energy  management  programs  for 
the  Electric  Power  Research  Institute, 
an  industry  R&D  group  in  Palo  Alto, 
Calif. 

backyard  syndrome.  Demand  reduc- 
tion, as  the  industry  calls  it,  took  hold  in 
New  England  in  the  mid-1980s.  The 
booming  regional  economy  was  boosting 
power  demand  by  6%  a  year.  But  when- 
ever new  plants  were  mentioned,  espe- 
cially nuclear  ones,  a  "not  in  my  back- 
yard" chorus  arose.  "We  had  to  make 
conservation  part  of  our  long-term 
plans,"  says  Earle  F.  Taylor  Jr.,  director 
of  conservation  and  load  management 
for  Northeast  Utilities  Services  Co.  in 
Hartford.  Now  it's  a  national  trend. 

By  the  end  of  this  year,  90%  of  the  208 


publicly  held  utilities  in  the  U.  S.  will  be 
spending  at  least  $1  billion  a  year  on 
conservation,  based  on  data  collected  by 
the  Investor  Responsibility  Research 
Center  Inc.,  an  activist  group  in  Wash- 
ington, D.  C.  That  will  save  21,000  mega- 
watts of  power  vs.  13,000  Mw  five  years 
ago — equal  to  the 
output  of  21  large 
nuclear  plants  that 
might  have  cost  $5 
billion  each  to  build, 
according  to  epri. 
Conservation  "is 
happening  on  a  large 
scale  now,"  says  Ne- 
vada Public  Service  Commissioner  Ste- 
phen Wiel.  "It's  about  time." 

The  new  programs  aren't  just  another 
round  of  mailings  urging  customers  to 
freeze  in  the  dark.  After  a  $46,250  light- 
ing study,  Northeast  Utilities  suggested 
ways  to  shave  $300,000  a  year  off  United 
Technologies  Corp.'s  electricity  bill  at  its 
Pratt  &  Whitney  Co.  jet  engine  plant  in 
East  Hartford,  Conn.  The  cost  to  UTC: 
$420,000.  Altogether,  Northeast  spent 
$10  million  on  a  dozen  such  programs  in 
1987.  This  year  it  has  budgeted  $24  mil- 
lion more  for  projects  aimed  at  saving 
customers  at  least  $65  million. 

Lighting,  which  accounts  for  40%  of 
the  electrical  bills  of  most  commercial 
customers,  offers  the  greatest  conserva- 


THE  GROWING  PAYOFF 
FROM  CONSERVATION 
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tion.  After  checking  out  the  Bos 
Globe  last  summer,  Boston  Edison 
suggested  $1.5  million  in  changes  | 
as  more  efficient  light  bulbs — and  pic , 
up  half  the  tab.  The  Globe  cut  its  enei1 
needs  by  25%  and  expects  to  earn  b; 
its  investment  in  18  months.  The  uti 
plans  to  double  its  conservation  bud 
this  year  to  $20  million. 

Little  of  this  would  have  happei] 
without  imaginative  regulation.  Gene: 
ly,  utilities  have  hiked  earnings  by  b 
ing  more  plants  and  getting  the  publi 
pay  them  a  return  on  the  investm* 
Now,  in  states  that  allow  it,  a  dol 
spent  on  conservation  earns  as  muchf1' 
one  spent  on  a  boiler.  "Never  before 
we  discuss  rebate  programs  for  ener 
efficient   refrigerators    in   the    sa  r' 
breath  with  coal  plants,"  says  Wiel. 

Utilities  have  caught  on  fast.  The  N 
England  Electric  System  will  rebate 
Honeywell  Bull  some  $200,000  after    f 
computer  maker  installs  a  $2.8  mill 
air  conditioning  system  in  its  new  he 
quarters  in  Billerica,  Mass.  The  syst 
will  use  less-expensive  nighttime  pov  K 
to  make  ice  to  cool  air  during  the  day.  !fc 
costs  $400,000  more  than  conventioi  ™ 
air  conditioners,  but  it  will  save  H< 
eywell  Bull  $220,000  a  year,  or  30%  of 
electricity  bill.   New  England  Electi  * 
which  is  boosting  its  conservation  bi 
get  by  60%  this  year,  to  $40  million,  h  $ 
already  cut  130  Mw  from  its  annual  pe 
demand  and  hopes  to  increase  that 
230  Mw  within  three  years. 
image  booster.  High-tech  gadgetry  is llr 
boon  to  such  efforts.  Potomac  Elect 
Power  Co.  uses  computers  to  ask  t  w'|( 
customers  to  cut  back  when  their  pow )rt  ! 
demands  exceed  a  preset  level.  Sor  ^ 
customers  even  let  Pepco  turn  down  s 
conditioning   and    other   energy-hung 
systems  by  remote  control. 

Some  experts  say  more  needs  to 
done.  Arthur  H.  Rosenfeld,  head  of  co 
servation  research  at  the  Lawren 
Berkeley  Laboratory  in  Berkeley,  Cali  wles 
thinks  utility  commissions  should  app1WlK 
more  pressure  and  offer  larger  rewarc '?  M 
He  puts  potential  savings  from  consc  mT" 
vation  at  50%  of  the  current  500,000  M  ^ss 
peak  demand  in  the  U.  S.  Edison  Electr m  * 
Institute,  the  industry's  lobbying  arm,  r  k 
less  sanguine.  "Last  summer  v  f& 
reached  demand  peaks  we  weren't  e  N  "i 
pecting  until  the  1990s,"  says  an  EEI  of  tell 
cial.  "We  still  need  new  capacity." 

Still,  utility  executives  relish  the  ted 
progress — and  think  it  softens  their  ir  k 
age  as  power  wastrels.  To  emphasize  tl » 
new  era,  utilities  even  call  themselvc-  «a 
"energy  services"  companies.  Saj  ^ 
Northeast  Utilities'  Taylor:  "We  s€ lp 
comfort  and  light,  not  kilowatt  hours.'  K 

By  Corie  Brown  in  Boston,  ivith  Denn  "•'■ 
Melamed  in  Washington 
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WHOLESALERS 
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MOM  AND  POP 
MOVE  OUT  OF  WHOLESALING 


Consolidation  is  reshaping  the  $1.6  trillion  industry 


I 

r 


ie!f 


istributors  who  sell  up  to  $1  mil- 

lion-a-year    worth    of    industrial 

glass  can't  seem  to  resist  Donald 

trshall.   The   affable    Philadelphia- 

ed  wholesaler  buys  out  these  inde- 

dents,  then  hires  them  to  run  their 

shops  for  his  Sun  Distributors  net- 

ck.  Over  the  past  14  years,  Marshall 

snapped   up  20  glass  distributors, 

nuts-and-bolts  wholesalers,  and  15 

lpanies    that    sell    everything    from 

ptric  supplies  to  industrial  pumps.  To- 

,,3   her  they  posted  $450  million  in  sales 

year.  And  Marshall  wants  more.  The 

ne  takeover  binge  "that  took  place  in 

m-and-Pop  grocery  stores  is  now  tak- 

place  in  distribution,"  he  says. 

'hat's  putting  it  mildly.  Consolidation 

reshuffling    the    deck    in    the    U.  S. 

olesaling   industry,    a   business   that 

idled  close  to  $1.6  trillion  worth  of 

rchandise  last  year.  Wholesalers  of 

srything  from  drugs  to  doors,  from 

»•  tiles  to  fabric,  are  merging.   By 

X)  the  mating  dance  will  leave  just 

>,000    independent   companies,    down 

in  320,000  in  1985,  according  to  Ar- 

Air  Andersen  &  Co.  And  after  all  that 

jjlpsolidation,    "we're    going   to   see 

^Jpre,"  says  Steve  Samek,  an  Arthur  An- 

^  ffsen  distribution  expert. 

r .  ,rhe  acquirers  are  acting  on  the  pre- 

I  be  that  bigger  is.  better.  Pretax  profits 

wholesaling  grew  6.5%  last  year,  to 

114.4   billion.    But   the   improvement 

ould  slip  to  about  57'  in  1989,  accord- 

l  to   the   National   Association   of 

Dolesaler-Distributors.  The  reason:  A 

•wing  economy  will  lead  to  price  cut- 

ig  and  tougher  competition. 

.  ititrust  concern.  These  same  pres- 

res  already  are  shaving  the  industry's 

in  net  margins,  which  range  from  19! 

r  food  distributors  to  .7  <    for  durable 

bds  wholesalers.  In  such  a  tight  busi- 
ss  "efficiency  is  the  byword,"  says  Mi- 
tel W.  Wright,  chairman  of  $10  billion 
Ibex  \  alu  Stores  Inc.,  a  Minneapolis- 
led  food  distributor.  Mergers  help 
e  efficiency  and  give  wholesalers 
ore  leveraj 
Really     big    wholesalers    have     more 

lout    with    manufacturers.    And 

6J    can    Often    parlay    it    into   deals   as 

pgle  source  suppliers.  That's  a  trend 
at   even  the   Reagan   Administration, 

ith    its    relaxed    attitude    on    antitrust 


matters,  lias  noticed.  I>ast  year,  for  in- 
stance, the  Federal  Trade  Commission 
(plashed  a  proposal  by  McKesson  Corp. 
of  San  Francisco,  the  No,  1  U.  S.  drug 
wholesaler,  to  take  over  No.  4  Alco 
Health  Services  Corp.  of  Valley  Forge, 
Pa.  Its  reason:  The  merger  would  reduce 
competition  in  drug 
distribution  and  give 
McKesson  90'''  of 
the  market  in  some 
states. 

McKesson's  execu- 
tive vice-president, 
Rex  R.  Malson,  says 
the  FTC  action  may 
make  wholesalers  "a  little  more  wary" 
about  merging.  But  it  won't  stop  them. 
"It's  gobble  or  be  gobbled,"  says 
Charles  E.  Reiser  Jr.,  senior  vice-presi- 
dent for  $700  million  Cardinal  Distribu- 
tion Inc.  in  Dublin,  Ohio.  Since  1979  the 
number  of  U.S.  drug  wholesalers  has 
shrunk  from  133  to  86. 

Such  concentration  is  forcing  whole- 
salers to  specialize.  McKesson  once  was 
a  big  force  in  distributing  chemicals  and 
wine  and  spirits.  But  it  decided  to  focus 
on  drugs,  which  are  more  profitable. 
Exiting  the  liquor  business  wasn't  hard, 
since  declining  consumption  was  hurting 
business.  Moreover,  liquor  is  one  of  the 
products  in  which  local  companies  still 
hold  sway. 

Size  also  gives  wholesalers  access  to  a 
crucial  competitive  tool:  modern  technol- 


A  GOOD  YEAR  AGAIN 
FOR  THE  MIDDLEMEN 


GROSS  PROFITS  FOR  MERCHANT 
WHOLESALER-DISTRIBUTORS 
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into  coin 

puter   ly  item  i  thai  expedite  the  order 

delivery,     and     handling     of 
tori     '  omputer 

lome  whole  a  to  plan  the  load 

nt  delivery    i  bed 
.lack  Twyman,  chairman  of  .-.\  ti  bil- 
lion Super  Food  Service-,  Inc.  m  Daj 
"To  be  competitive  and  support  our  cu 
tomers  in  the  1990     .  •    have  to  take 
advantage   of  all   the   technology   avail- 
able." 

PENNY  PINCHERS.  Food  and  drug  whole 
Balers  are  leading  the  way.  Some  are 
tying  their  computers  into  buyers'  inven- 
tory systems  with  custom  software  that 
will  soon  permit  automatic  reordering. 
Experimental  systems  are  being  used  to 
predict  the  hour  when  drugstores  will 
sell  out.  That  way  wholesalers  can  re- 
supply  them  in  time, 
but  not  too  early. 

Some  distributors 
are  even  using  their 
computers  to  help  in- 
dependent retailers 
manage  their  opera- 
tions. Super  Valu 
Stores,  for  example, 
does  the  accounting,  payroll,  and  tax 
work  for  more  than  half  the  2,800  stores 
it  supplies.  McKesson  offers  retailers  a 
computer  system  that  lets  them  main- 
tain medical  profiles  on  customers. 

Managed  correctly,  technology  could 
reduce  the  biggest  risk  many  wholesal- 
ers may  face  in  1989.  If  the  economy 
slows,  those  with  good  computer  sys- 
tems will  sense  it  immediately  and  rein 
in  purchases  to  keep  inventories  in  line. 
That's  a  defensive  skill  they  have 
worked  hard  to  perfect  over  the  years. 
Says  Jack'  Miller,  president  of  $240  mil- 
lion office  products  distributor  Quill 
Corp.  of  Prairie  View,  111.:  "We  always 
operate  on  the  basis  of  not  being  in  a 
position  to  get  hurt." 

Again  this  year,  however,  many  dis- 
tributors may  decide  it's  simpler  to  sell 
out  and  let  someone  else  worry  about 
such  problems.  Even  foreign  investors 
want  in  on  some  of  these  deals.  Britain's 
Wolseley  PLC  nearly  doubled  its  Ameri- 
can presence,  to  more  than  $1  billion  in 
sales  last  year,  by  buying  plumbing-  and 
heating-supply  distributors  in  California 
and  Oregon.  Another  plumbing  and 
heating  company,  Montreal's  United 
Westburne  Inc..  added  to  its  position  in 
the  U.  S.  bv  snapping  up  San  Francisco's 
P.  E.  O'Hair  &  Co. 

Such  deals  amount  to  a  sea  change  in 
what  once  was  mostly  a  local  or  regional 
business.  "This  industry  has  evolvt 
says  Lloyd  U.  N'oland  ill,  chief  executive 
of  74-year-old  N'oland  Co.,  a  plum] 
and  heating  wholesaler  in  Newport 
News,  \'a  :  "We're  in  a  world  economy 
now." 

By  Josi ..  iladelphia 
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COMPUTERS 


COMPUTERS  ARE  GETTING 
MORE  PERSONAL  THAN  EVER 


Desktop  networks  will  lead  growth — at  the  expense  of  minis 


il  prices  are  up  or  they're  down. 
Steel  companies  all  do  well,  or 
they  don't.  Detroit's  profits  are 

r  they're  lean.  But  the  computer 
try  has  never  been  that  simple. 
(  some  companies  die,  new  ones  are 
t  If  mainframes  are  down,  personal 
uters  are  up.  This  is  going  to  be 
ter  one  of  those  years, 
st  experts  think  that  overall  sales 
th  will  slow  a  bit — not  surprising  as 
omputer  industry  matures.  At  the 

time,  however,  powerful  desktop 
uters,  usually  arranged  in  net- 
s,  will  start  to  blossom  as  replace- 
s  for  large  machines,  notably  milli- 
liters. And  that  should  keep  the 
dl  industry  healthy — if  not  quite  as 
nt  as  it  has  been  in  the  past, 
e  expected  slowdown  will  reflect  an 
table  moderation  of  growth  in  the 

dynamic  segment,  personal  corn- 
's. With  (56  million  machines  already 
lied  and  16  million  new  ones  sold 

year,  the  PC  business  simply  has 
m  too  big  to  keep  growing  at  strato- 
Kc  rates.  "We're  not  close  to  a  satu- 
n  point,"  argues  Rod  Canion,  presi- 

of  Compaq  Computer  Corp.  "I 
:  we're  five  years  away  from  that." 
it  where  PC  sales  once  expanded  by 
to  30%  annually,  they  will  grow  only 
in  1989,  predicts  market  researcher 
•national  Data  Corp  (IDO.  And  be- 
>■  PCs  are  now  the  biggest  chunk  of 
industry's  business,  that  means 
er  overall  growth.  IDC  expects 
dwide  equipment  sales  by  U.S.- 
d  computer  makers  to  rise  just  7 
189,  down  from  a  97<  increase  in  1988 
an  11'  gain  the  year  before. 

0  rock.  Still,  those  numbers  tend  to 
8  major  trend  that  will  keep  many 

panies  Hying  high — what  Sanford  C. 

IStein  &  Co,  analyst  Marc  Stahlman 

a  "dramatic  Shift"  to  a  new  style  of 

onal  computing.  Apple's  Macintosh 

is  well  as  the  top  IBM  and  Compaq 

limes  using  the  powerful  Intel  80386 

»chip,    will   quickly    increase    their 

■  of  the  desktop  market.  Revenues 

those  computers  should  jump  12591 

k  169,  Stahlman  figures. 

s  that  happens,  producers  that  pri- 
il\  make  less  sophisticated  PCS,  such 
•lours    of   IBM's   older   PC   or   PC   \  I'. 

1  find    themselves    between    a    rock 


and  a  very  hard  place,"  says  Stahlman. 
He's  predicting  that  shipments  of  such 
machines  will  grow  by  27'  this  year  but 
that  revenues  from  those  sales  will  fall 
by  8%  as  suppliers  cut  prices.  Although 
manufacturers  of  PC  knockoffs  will  keep 
trying  to  break  into  the  more  sophisti- 
cated part  of  the  market,  they'll  have 
trouble  getting  dealers  to  push  their  ma- 
chines. "Apple,  Compaq,  and  IBM  have 
pretty  much  saturat- 
ed the  distribution 
channels  at  the  high 
end,"  says  Enzo  N. 
Torresi,  the  former 
vice-chairman  of  the 
Businessland  Inc. 
computer  chain  who 
recently  became 
president  of  startup  Clustrix  Corp. 

The  switch  to  more  powerful  PCs  will 
dramatically  affect  the  demand  for  big- 
ger machines.  The  new  PCs,  as  well  as 
workstations  from  companies  such  as 
Sun  Microsystems  Inc.  and  Digital 
Equipment  Corp.,  are  expected  to  domi- 
nate the  desktop  market  in  the  1990s. 
Once  the  necessary  software  becomes 
available,  networks  of  such  machines 
will  be  able  to  do  most  of  the  work  now 
handled  by  minicomputer  systems.  This 
trend  helped  to  slow  minicomputer  sales 
growth  to  4'a  last  year,  reducing  profits 
and  stock  prices  of  minicomputer  mak- 
ers. That,  in  turn,  has  set  the  stage  for 
an  industry  consolidation  that  could  in- 


SLOWER  GAINS  FOR 
COMPUTER  MAKERS 

WORLDWIDE  SALES  OF  U.S.  BASED 
MANUFACTURERS 
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elude  more  ho  itile  tal  eover  atten 
lUCh  a  the  current  bid  by  M  '•  i  M. 
Pour  Inc  for  Prime  Computer  Inc 

iih  predict    thai 
hound  to  'i'  ir  for  mi 

that's  riot  necessarily  a  break  for  most 
suppliers  Much  of  the  improvement  will 
have  to  do  with  thi  nee  of  IBM  in 

the  midrange  market.  The  companj 
cently  said  it  has  sold  25,000 
the  new  minicomputer  it   started  .-.hip- 
ping  in   August.   Many  of  th> 
were  replacements  of  old  IBM  machines, 
but  30 ';   have  been  to  new  customers — 
at  the  expense  of  other  suppliers. 

To  many  analysts,  Big  Blue  seems 
well-positioned  to  bounce  back  this  year. 
idc  forecasts  a  flat  mainframe  market. 
But  there's  some  indication  that  demand 
for  IBM's  big  machines  will  be  stronger. 
Before  the  election  last  November,  cor- 
porate computer  buyers  seemed  worried 
about  how  the  economy  would  perform 
in  1989.  Thus,  many 
weren't  planning  ma- 
jor increases  in  main- 
frame purchases. 
But  a  postelection 
survey  by  Sierra 
Group,  a  market  re- 
searcher based  in 
Tempe,  Ariz.,  found 
a  change  in  sentiment.  Some  43$  of  the 
companies  polled  now  report  that  they 
intend  to  increase  their  mainframe  pur- 
chases in  1989.  That's  up  from  25$  be 
fore  the  election. 

'A  winner.'  More  confidence  in  the  econ- 
omy is  part  of  the  reason.  But  another 
factor  is  new  IBM  software  that's  extend- 
ing the  lifespan  of  the  company's  cur- 
rent generation  of  mainframes.  "IBM 
really  comes  out  of  this  a  winner,"  says 
Steven  M.  Milunovich,  a  First  Boston 
Corp.  analyst.  He  expects  IBM's  1989 
earnings  to  reach  $11.25  per  share,  up 
from  a  projected  $9.80  this  year. 

In  short,  1989  shapes  up  as  a  water- 
shed year  for  the  industry.  While  corpo- 
rations will  increase  their  computer  buy- 
ing at  a  slower  rate,  they  will  be 
investing  heavily  in  networks,  software, 
and  communications  systems  that  will 
make  it  far  simpler  for  office  workers  to 
share  information  with  one  another  and 
to  extract  information  from  the  corpo- 
rate mainframe.  Charles  E.  Exley  Jr., 
chairman  of  NCR  Corp.,  predicts  that  in 
1989  "we'll  be  delivering  the  capability 
to  do  things  that  have  been  talked  about 
for  years." 

That's  good  news  for  customers  who 
have  longed  to  get  more  out  of  their 
computers.  But  it's  bad  for  computer 
makers  that  lack  the  technical  sawy  or 
marketing  clout  to  sell  the  more  complex 
setups.  In  the  1990s,  their  part  of  the 
industry  may  grow  too  slowly  to  1 
many  of  them  atloat. 

By  Geoff  Lewis  "< 
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A  PLEASANT  SURPRISE 
FROM  THE  GREAT  COMMUNICATORS 


Prices  may  drop  in  long  distance,  equipment,  and  office  networks 


uyers,  rejoice:  1989  is  all  yours. 
Two  years  of  cost-cutting  consoli- 
dations have  left  most  of  the  ma- 
jor players  in  the  U.  S.  telecommunica- 
tions industry  in  fighting  trim  and 
determined  to  gain  market  share.  And 
their  biggest  customers — corporations — 
should  benefit  most  from  the  battle. 

Take  the  skirmish  in  long  distance. 
Since  its  breakup  in  1984,  American 
Telephone  &  Tele- 
graph Co.  has  lost  al- 
most 30%  of  its  mar- 
ket share  to  No.  2 
MCI  Communications 
and  No.  3  U.  S. 
Sprint  Communica- 
tions. Marketing 
blunders  have  stalled 
its  expansion  overseas.  So  this  year, 
AT&T  is  looking  for  greater  growth  at 
home.  After  cutting  prices  40%  since 
1984,  it  will  drop  them  again  and  offer  a 
wealth  of  new  services. 

AT&T  tipped  its  hand  with  a  pretax 
write-down  of  $6.7  billion  in  1988's 
fourth  quarter  that  will  cause  its  first 
annual  loss  ever.  It  took  the  charge  to 
speed  up  the  retirement  of  older  equip- 
ment and  replace  it  with  an  ultramodern 
system  that  could  help  it  win  back  mar- 
ket share.  Says  Jack  B.  Grubman,  tele- 
communications analyst  for  PaineWeb- 
ber  Inc.:  "AT&T's  days  of  being  the 
benevolent  giant  are  over." 
'SPLINT.'  No  wonder,  for  its  competitors 
are  stronger  than  ever.  MCI  Chairman 
William  G.  McGowan  used  to  call  the 
No.  3  player  "Splint."  Now  Sprint  is 
breathing  down  MCl's  neck.  Sprint,  based 
in  Kansas  City,  Mo.,  recently  beat  MCI 
for  a  40%  share  of  a  10-year  government 
communications  contract  that  could 
reach  $12  billion.  AT&T  got  the  rest. 
Sprint  is  also  trimming  losses:  A  $165 
million  deficit  in  1987's  third  quarter 
shrank  to  $19  million  in  last  year's  third 
period,  and  Sprint  could  break  even  in 
1989.  What's  more,  it  should  be  nimbler 
now  that  its  parent,  United  Telecom- 
munications Inc.,  is  no  longer  sharing 
management  control  with  GTE  Corp. 

MCl's  future  is  less  certain.  A  year  of 
massive  restructuring  left  it  more  effi- 
cient  and   profitable   in    1988.    And   its 


stock  price  tripled  to  a  high  of  24 lfa. 
MCl's  strength  comes  mainly  from  the 
robust  business  market,  where  compa- 
nies will  spend  about  $3  billion  to  trans- 
mit data  over  phone  lines  this  year,  up 
about  43%,  says  Grubman.  And  MCl's 
share  of  the  toll-free  service  market 
grew  9%,  to  $540  million  in  1988. 

Still,  the  No.  2  carrier  faces  a  squeeze. 
Its  network,  based  heavily  on  microwave 
transmission,  is  no 
match  for  AT&T's 
system  or  Sprint's 
optical  fiber  high- 
way. And  MCI  must 
deal  with  AT&T's  ag- 
gressive plan  to  of- 
fer advanced  voice- 
and-data  services  to 
corporations,  including  a  27%  discount 
on  some  data  services. 

AT&T  could  get  a  further  boost  from  a 
Federal  Communications  Commission 
proposal  to  cap  its  prices  rather  than  its 
profits — letting  it  earn  more  as  it  lowers 
its  costs.  The  agency  already  has  given 
AT&T  tacit  permission  to  offer  multiyear 
and  discount  pricing  to  large  accounts. 
This  led  to  megacontracts  last  year  with 
companies  such  as  General  Electric  and 
Holiday  Corp.  AT&T  expects  to  win  100 
such  deals  this  year.  While  the  FCC  fid- 
dles over  approving  such  plans  perma- 
nently, rivals  are  burning.  Warns  MCI 


GROWTH  ACROSS 
THE  SPECTRUM 
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President  Bert  C.  Roberts:  "All  of  th: 
going  to  end  up  in  court." 

The  battle  in  phone  equipment  wil 
no  less  fierce.  AT&T,  the  market  lea 
continues  to  fight  No.  2  Northern 
com  for  dominance  in  the  $12.5  bi 
market  for  central-office-switching 
transmission  equipment  used  by  ph 
companies.  Offshore  suppliers,  such  — 
West  Germany's   Siemens,   Swed< 
Ericsson,  Britain's  GPT,  and  Japan's 
and  Fujitsu  are  still  jockeying  for 
tion.    But   Bell    company    orders 
these  suppliers  continue  to  lag  bel 
expectations — leaving  AT&T  and  No 
ern  stronger  than  ever. 

That's  not  the  case  in  equipment  c 
panies  use  to  run  their  own  phone 
terns.  Cutthroat  pricing  in  so-called 
telephone  systems  and  in  office  pr 
switches  (PBXs)  have  all  but  killed  pr< 
for  U.  S.   suppliers.   On  Dec.   21 
accused  Japan's   Toshiba   and   Kor 
Gold  Star  of  dumping  goods  in  the  U  ■" 
a  violation  of  trade  agreements. 

But  AT&T's  strongest  rival  could 
Siemens.  Backed  by  a  $13  billion  < 
hoard,  the  Munich-based  electronics 
ant  is  pushing  feverishly  into  the  o: 
equipment   market.    Siemens   is   tal 
Europe  by  storm  and,  next  to  AT&T, 
erates  the  largest  distribution  netw 
for  PBXs  in  the  U.  S.  Now  it's  after  II 
vast  base  of  office  customers  thro 
Rolm,  which  it  bought  from  IBM  in 
cember.  A  joint  venture  with  the  c  Eie"tl 
puter    titan    will    market    and    serf/ 
Rolm's  PBX  equipment. 
hitting  RECORD  lows.  The  $3  billion 
market  is  a  minefield,  however.  Dem 
is  flat,  at  $1  billion  a  year,  for  the  dig ' 
Centrex  services  local  phone  compa;  'i: 
sell   as  an   alternative  to  office  ph  J1 
switches.  Still,  Centrex  is  chipping  a  J*"1 
at  the  PBX  share  of  the  small  bush  ™ m 
market.  And  PBXs  are  quickly  becorr  * 
commodities. 

The  result  is  that  PBX  prices  will 
to  record — and  in  most  cases  unpr  i 
able — lows  this  year.   Says  Delbert 
Staley,    chairman    of    Nynex    Corp, 
Baby  Bell  that  is  slowly  extricating  fltM|i 
self   from  PBX  competition:    "Noboi 
making  money  in  this  business." 

This  conflict  helps  underscore 
much  things  have  changed  in  the 
years  since  Uncle  Sam  broke  up  A 
and  opened  its  market  to  competit  " 
That  forced  AT&T  and  its  rivals  to 
come  better  companies.  And  though 
cal  phone  rates  are  up,  the  Baby  B  * 
have  had  to  do  more  for  their  ph 
customers  by  offering  new  calling 
vices  and  greater  efficiencies.  At  a  t  * 
when  service  for  just  about  everytl 
else  seems  to  be  deteriorating,  it's  h 
to  argue  with  such  results. 

By  John  ,/.  Keller  in  Neu 
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ELECTRONICS 


IIS  TIME,  THE  CYCLE  WON'T  BE  QUITE 
SO  VICIOUS  FOR  CHIPMAKERS 


Having  expected  the  worst,  they're  running  leaner 


or  the  semiconductor  industry,  1989 

shapes  up  as  a  tunc  of  testing:  Will 

adjustments    made    in    response   to 

j  knocks  in  the  mid-1980s  ease  the 

takers  through  another  slowdown'.' 

1  i  industry  is  trying  to  get  out  of  its 

Jj'ical  rut:  A  couple  years  of  heady 

J[ises,  then  a  major  slump  that  takes 

X  many  of  the  gains.  Over  the  past 

lie  these  cycles  have  left  the  U.S. 

'a  try  with  a  respectable   l\r'<   com- 

jli  growth  rate.  But  after  solid  im- 

4'ments  in  1987  and  1988,  it  again 

is  time  to  gird  for  the  worst.  The 

iiakers  just  hope  that  the  downside 

IS9  won't  be  as  steep  as  in  the  past. 

.fere's  reason  to  be  optimistic — de- 

1  the  slowdown  in  new  orders  that 

£'d  late  last  year,  trimming  1988's 

Ith  to  "only"  about  3(K  in  the  U.  S. 

j|$57'  worldwide.  On  the  whole,  1988 

J  |  't  a  repeat  of  the  buying  sprees 

J     have    triggered    past    market 

''■I  jes.  Close  to  half  of  the  dollar  gains 

J  ,ned  from  unusually  high  prices  for 

j  jry  chips  and  microprocessors,  both 

;ht  supply. 
J  [  signals.  Moreover,   the   bottom 
lrfi  't    dropped    out    of    the    closely 
j  laed  book-to-bill  ratio — new  orders 
hipments.  It  slumped  below  parity 
'  ;?ptember  for  the  first  time  in  22 
,'H  jhs.  But  then  it  leveled  off  at  0.92  in 
^  per  and  bounced  back  slightly.  By 
J  last,  when  the  1984  recession  began, 
t  ook-to-bill  ratio  plummeted  steadily, 
I  (ng  below  parity  in  September  and 
J  kg  0.64  in  December,  1984. 
edit  continuing   healthy   demand 
several   big-volume  chip   markets 
"ae  soft  letdown  so  far.  Laptop  corn- 
's,  telecommunications,   facsimile 
lines,  and  industrial  equipment  are 
dding  up.  And  chip  buyers  are  be- 
IDch  more  cautious  about  amassing 
itories,  encouraged  by  the  semicon- 
>r   industry's    concerted   efforts   to 
jve  customer  service  and  assure  on- 
delivery.    Market   researcher   VLSI 
ardi  Inc.  estimates  that  inventories 
stand   at   about   11   weeks'   supply, 
half  of  the  overhang  in  late  1984. 
e  stalling  situation  is  encouraging, 
Because  chipmakers  didn't  load  up 
people  when  good  times  returned  in 
the  industry  isn't  bloated  now.  And 
:  workers — up  to  15'     of  the  produc- 


tion hands  at  some  companies — are  tem- 
porary hires.  That  will  make  it  easier  to 
trim  costs  if  demand  falls  short.  Thus, 
even  if  111*!)  ends  up  with  only  a  small 
sales  gain — 5';  to  10''  is  usually  cited — 
the  leaders  should  post  profits  just 
slightly  below  last  year's  $1.1  billion. 

Still,  industry  leaders  can't  help  being 
worried.  "People  always  get  nervous  at 
inflection  points,"  notes  Benjamin  M. 
Anixter,  marketing 
vice-president  at  Ad- 
vanced Micro  De- 
vices Inc.  (AMD).  "Ev- 
eryone wants  to 
know  how  deep  it's 
going  to  go."  Some 
experts  warn  that 
even  57'  growth  is 
too  bullish.  In  a  worst-case  scenario, 
says  John  H.  Beedle,  president  of  mar- 
ket researcher  In-Stat  Inc.,  the  U.  S. 
semiconductor  business  could  shrink  as 
much  as  127  this  year.  His  best  guess 
calls  for  1%  growth — and  Beedle's  crys- 
tal ball  has  historically  been  more  accu- 
rate than  that  of  other  pundits. 

The  problem  for  Silicon  Valley  is  that 
demand  seems  to  be  skewed  away  from 
U.  S.  strengths.  Sales  of  memory  chips 
are  holding  up,  but  these  integrated  cir- 
cuits dCs)  are  made  mostly  by  the  Japa- 
nese. Demand  is  hurting  for  the  so- 
called  logic  chips  used  in  PC  clones  and 
low-end  office  computers.  As  a  result. 
National  Semiconductor  Corp.  and  AMD 
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•COMPANIES  Willi  MORE  THAN  S200  MILLION  IN  CHIP  SALES  ANNUALLY 
DATA  ROBERTSON  (0LMAN  &  STEPHENS 


lioili   prepared    foi 

lo  le  ,  and    '•n>  laid  ofl  ^, i'*' 

And  Intel  ("orp    Imallv     av.  demand 

<-n   for  it     laic  i    -w.'.-i;  nnicroproct 

Intel  knew  a  lalloll   in  the  chip'     fanta 
tic  growth     sale  .  tripled  last  year 
inevitable.  "Still,"  •    ior  Vice  P 

ident  David  I.  Ho  i  e     when  it  hap] 

it's  always  a  BUTpi 

MICROSCOPIC  ADVANCES.  The  main 

tion  now  is  whether  the  Mime  lute  could 

befall  the  memory  chips  knowi 
DRAMS.  Japanese  producers  own  roughly 
!)<)'•  of  this  market,  and  they  have  | 
cautious  about  adding  capacity — a  re- 
cent spate  of  expansions  will  not  be  on 
stream  soon  enough  to  affect  supplies 
this  year.  NEC  Corp.  predicts  that  only 
80  of  DRAM  demand  will  be  satisfied  by 
summer,  and  Toshiba  Corp.  expects  even 
tighter  supplies  to  continue  throughout 
the  year. 
But  some  market  watchers  disagree. 
"Japan's  public  mes- 
sage is:  'We're  not 
worried.'  But  there's 
concern  behind 

closed  doors,"  insists 
Thomas  Murtha,  an 
analyst  with  Baring 
Securities  (Japan) 
Ltd.  That's  because 
Korean  companies  such  as  Hyundai  and 
Samsung  are  jumping  into  memory  ICs, 
and  Texas  Instruments,  Motorola,  and 
Micron  Technology  will  soon  be  cranking 
out  DRAMs  from  new  plants. 

When  supply  does  catch  up  with  de- 
mand— perhaps  as  early  as  spring — the 
Japanese  will  no  doubt  step  up  output  of 
other  types  of  ICs.  Japan's  share  of  the 
world  IC  market  has  already  jumped 
ahead  of  America's — 507  vs.  389',  ac- 
cording to  consultant  Integrated  Circuit 
Engineering  Corp.  U.  S.  producers  hope 
to  halt  their  slide  by  doing  more  busi- 
ness in  Japan:  The  Electronic  Industry 
Association  of  Japan  says  that  U.  S. 
chipmakers  are  gaining  market  share  in 
Japan.  But  that  is  disputed  by  the  U.  S. 
Semiconductor  Industry  Assn. 

Now,  Japan  is  also  eclipsing  the  U.  S. 
in  building  the  equipment  that  makes 
chips — and  installing  the  newest  ver- 
sions. Only  half  of  U.  S.  plants  can  turn 
out  it's  with  circuit  lines  smaller  than 
two  microns,  or  millionths  of  a  meter, 
notes  VLSI  Research.  By  comparison, 
three-quarters  of  Japan's  chip  plants  can 
do  so.  That's  crucial  because  plants  pro- 
ducing 1.5  micron  line  circuits  and  small- 
er are  running  fiat  out,  while  the  rest 
are  operating  at  40'-  of  capacity. 

U.  S.  chip  manufacturers  won't  get 
more  competitive  soon:  A  lackluster  year 
will  keep  the  lid  on  capital  spending  even 
as  Japan  upgrades  its  facilities.  And  for 
I  S.  producers,  that  can  only  spell  deep- 
er trouble  down  the  road. 

By  Richard  Brandt  in  San  Francisco 
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Arkwright  has  one  purpose.  To  help  its  customers  throughout  the  world  minimize  their  long* 
term  cost  of  risk.  To  do  this,  we  provide  a  wide  range  of  risk  management  services,  which 
we  apply  in  a  disciplined  and  straightforward  way.  First,  working  with  our  customers  to 
identify,  evaluate  and  reduce  risk  through  engineering.  Then,  tailoring  a  program  to  pro- 
tect exposures  that  cannot  be  eliminated.  This  job  requires  a  sustained  effort  on  every- 
one's part,  there's  no  room  for  excuses.  Just  performance.  We're  not  saying  we're  perfect. 
Only  that  at  Arkwright,  you'll  find  a  bias  for  action  you  may  not  have  encountered  before. 
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ARKWRIGHT 


Arkwright  Mutual  Insurance  Company 
Hobbs  Group.  Inc. 


PHARMACEUTICALS 


DRUG  PROFITS 
SEEM  TO  BE  ON  STEROIDS 


ompanies  are  using  record  revenues  to  pump  up  their  R&D  arms 


IBt  when  it  looks  us  though  the 
J.  S.  pharmaceutical  industry  can't 
lo  much  better,  it  comes  up  with  a 

like  1988.  U.  S.  sales  of  prescription 
companies  topped  $32  billion  last 
—nearly  a  159!  increase  from  1987. 
rtax  profit  margins  may  have  ex- 
id  14% — up  from  10.5'  '<  the  year  be- 

The  sizzling  pace  will  continue:  An- 
s  expect  that  pharmaceutical  sales 
jump  another  10'a  to  1595   in  1989, 

aftertax  profits  headed  for  a  rise  of 
ast  12%. 

at's  heady  progress  for  an  industry 
ig  with  rising  development  costs — 

about  $130  million  per  new  drug — 

toughening  competition  and  pres- 

on  prices.  But  there's  no  secret  how 
)een  accomplished:  plain  hard  work 
planning  for  the  long  run. 
te  pharmaceutical  industry's  annual 
>tment  in  research  has  doubled  ev- 
five  years  since  1970,  according  to 

Pharmaceutical  Manufacturers 
I.  (PMA).  Worldwide,  its  research  ex- 

Ilitures  topped  $6  billion  in  1988  and 
d  reach  $6.5  billion  this  year.  Merck 
o.,  the  world's  largest  prescription 
:maker,  put  $650  million  into  drug 
arch  last  year  and  will  shell  out  $700 
on  in  1989.  As  a  result,  asserts 
rman  P.  Roy  Vagelos,  "no  compet- 
company  can  match  our  record  of 
>r  drug  introductions  over  the  last 
ral  years." 

L  stages.  At  the  end  of  last  year,  15 
Vlerck's  drugs,  in  nine  therapeutic 
gories,  had  annual  sales  of  more 
i  $100  million  each.  Sales  of  its  top 
w,  Vasotec,  which  is  used  to  treat 
\  blood  pressure  and  congestive 
•t  failure,  crossed  the  $1  billion 
k  Another  market  leader,  Squibb 
).,  also  had  a  $1  billion  bonanza:  Ca- 
•n,  used  to  treat  hypertension, 
i  fact,  cardiovascular  disease,  the 
ing  cause  of  death  among  old  peo- 
is  now  the  top  target  of  l:.S.  drug 
panics.  Some  47  of  them  are  develop- 
ST  new  drugs  just  to  treat  heart 
■se,  hypertension,  and  stroke,  ac 
Bng  to  the  PMA.  All  are  in  the  final 
[68  of  testing  or  are  awaiting  apprOV- 
y  the  Food  &  Drug  Administration. 
esearch  is  accelerating  in  other  mar- 


kets as  well,  notes  Joseph  T.  Stewart  Jr., 
an  executive  vice-president  at  Squibb. 
Besides  Capoten,  his  company  has  sever- 
al drugs  whose  sales  are  growing  faster 
than  20'/<  a  year.  There's  Azactam,  an 
injectable  antibiotic  that  Stewart  says 
may  have  reached  $110  million  in  sales  in 
1988.  There's  also  Isovue,  a  $150  million 
drug  used  during  X-ray  procedures  to 
help  doctors  see  what's  going  on  inside 
arteries. 

At  Warner-Lam- 
bert Co.,  whose  cur- 
rent star  is  Lopid,  a 
$200  million  drug 
that  cuts  the  buildup 
of  fatlike  substances 
in  the  bloodstream, 
Chairman  Joseph  D. 
Williams  says  he's  not  worried  that  the 
flow  of  new  products  will  slow  down 
anytime  soon.  In  fact,  as  many  as  35 
new  drug  entities  may  be  approved  this 
year  by  the  FDA,  a  7595  improvement 
over  1988  (chart). 

Still,  even  the  smartest  company  can 
hit  dry  spells,  and  many  drugs  now  be- 
ing developed  have  extremely  complicat- 
ed molecular  makeups.  That  makes  test- 
ing them  expensive  and  tedious. 

Fortunately  for  the  industry,  the  cost 
of  drug  testing,  which  in  the  mid-1980s 
rose  about  10%  a  year,  is  now  increasing 
at  only  about  47  to  5%,  says  Williams. 
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That':,   parti)    bccau  .<•   the   indn 

learned  to  do  H  better,  And  the  i  D 
:  some  requirements:  For  in  itance, 

under  certain  conditions,   H    now  a<<  ■ 
Qg  done  abroad,  where  many  dl 

are  told  lie),, ,-e  reaching  the  U.  S. 

Drug  companies  do  have  a  few  head 
aches.  One  is  building  staff  fast  enough 
to  keep  up  with  expanding  research  pro 
jects.  More  and  more,  to  find  qualified 
experts,  the  industry  is  hiring  outside 
the  U.S. 

patent  ending.  The  market  threat  from 
generics  is  also  growing.  Nonbranded 
drugs  probably  will  grab  more  than  33! ; 
of  the  U.  S.  prescription  drug  business 
this  year,  up  from  29%  in  1988,  says 
Warner-Lambert's  Williams.  "We're  un- 
doubtedly going  to  see  heavier  generic 
drug  usage"  as  hospitals  struggle  with 
skyrocketing  costs,  he  adds.  This  may 
temporarily  hurt  profits  at  companies 
such  as  Pfizer  Inc.,  which  just  happens 
to  have  two  big 
heart  drugs — Mini- 
press  and  Procar- 
dia— coming  off  pat- 
ent over  the  next 
two  years. 

Still,  the  major 
producers  have  sev- 
eral defensive  strate- 
gies. Warner-Lambert,  Ciba-Geigy, 
American  Cyanamid  Co.'s  Lederle  Lab- 
oratories, and  American  Home  Products 
Corp.'s  Wyeth  Laboratories  all  have  big 
generic  businesses  now.  They're  improv- 
ing the  marketing  of  their  branded 
drugs  as  well. 

But  research  to  develop  new  patent- 
able products  is  the  drug  companies' 
real  strength.  And  they're  moving 
steadily  to  broaden  it.  Most  have  tradi- 
tionally concentrated  on  test-tube  drugs. 
Now,  they're  pushing  further  into  molec- 
ular biology— deriving  medicines  from 
naturally  occurring  substances.  Warner- 
Lambert  was  a  late  entry,  concedes  Wil- 
liams. "The  patent  situation  wasn't  too 
clear  to  us."  But  others  have  been  more 
aggressive.  At  least  81  biotechnology- 
based  drugs  and  vaccines  are  now  in  the 
R&D  pipeline,  says  PMA.  Some  67  are  in 
human  clinical  trials,  and  14  are  await- 
ing FDA  approval.  Two  were  given  the 
green  light  in  November.  Both  are  alpha 
interferons — one  from  Schering-Plough 
Corp.,  the  other  from  F.  Hoffmann-La 
Roche  &  Co. — and  are  aimed  at  treating 
Kaposi's  sarcoma,  a  cancer  that  affects 
10'  i  of  all  AIDS  patients. 

"Nearly  every  major  C.  S.  pharmaceu- 
tical company  is  now  involved  in  biotech- 
nology," says  PMA  President  Gerald  J. 
Mossinghoff.  And  for  the  drug  industry. 
that  could  signal  the  opening  of  a  highly 
profitable  new  frontier. 

By  June  H.  Cutaia  in  New  York 
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AGRICULTURE 


WITH  A  LITTLE  BIT  OF  LUCK, 
FARMERS  COULD  CLEAN  UP 


ecause  of  the  drought,  normal  rain  in  1989  might  mean  big  bucks 


Vhat   will   this  year's   weather 
bring?  It's  an  important  ques- 
tion every  winter.  But  rarely 
t  caused  as  much  anxiety  for  farm- 
s  it's  causing  this  year,  on  the  heels 
,st  summer's  drought.  Another  se- 
shortage  of  rainfall  this  year,  says 
ttard  L.  Gady,  a  vice-president  at  Con- 
Mi  Inc.,  "would  cause  massive  live- 
I.  liquidations  and  food-price  hikes, 
an  overwhelming  impact  on  U.  S. 
•ulture  for  years  to  come." 
lances    are    that    won't    happen, 
ther  experts  believe  that  average 
leratures  and  rainfall  are  more  like- 
icause  droughts  rarely  occur  back- 
ick,   notwithstanding  the  gradual 
ning  of  the  earth's  atmosphere. 
it  even  if  1989's  weather  is  good, 
msiness  will  continue  to  feel  the  ef- 
.  of  1988.  Rainfall  during  the  grow- 
season  was  about  5095  below  aver- 
in    the    nation's    breadbasket   last 
,  causing  "the  most  severe  one-year 
ne  in  the  world's  grain  stocks  ever 
rded,"  according  to  Ewen  Wilson, 
stant  Agriculture  Secretary  for  eco- 
ics.  By  next  fall,  U.  S.  wheat  and 
>ean  reserves  will  be  60'/'  below  nor- 
Corn  stocks  could  drop  to  1.4  billion 
lels  by  then,  down  677f  from  a  year 
ier,  says  George  Dahlman,  an  agri- 
ire  analyst  at  Piper,  Jaffrav  &  Hop- 
d  Inc. 

zed  beef.  As  recently  as  last  spring, 
U.  S.  didn't  have  enough  grain-stor- 
capacity.  Now,  experts  say,  stock- 
I  are  so  low  that  if  there's  another 
year,  the  shortage  of  feed  would 
e  ranchers  to  cut  their  herds  for  the 
ml  year  in  a  row.  Beef  could  become 
ce  in  supermarkets,  and  the  effect 
prices  would  be  stunning.  "You'll 
i  food  inflation  not  just  in  the  double 
ts.  You'll  have  20'^,  at  least,"  says 
i  McMillin,  an  analyst  at  Prudential- 
he  Securities  Inc. 

these  possibilities,  however  re- 
e,  that  make  this  a  risky  year  for 
casts.  A  few  things  do  seem  certain, 
ever.  Seed  companies  will  have  a 
,rh  row  to  hoe.  Last  year's  heat  led  to 
•r  than  normal  yields  in  crops  of 
Is  used  for  planting.  That  will  boost 
price  of  hybrid  corn  seed  1>>  12    to 

,  for  instance,  and  mean  that  prodttC 
will    have    to    plant    additional    seed 


crops  this  year.  These  costs  will  more 
than  offset  their  profit  gains. 

The  huge  commodity  grain  dealers 
will  face  the  same  uncertainties.  Compa- 
nies such  as  Cargill  Inc.  made  it  through 
1988  in  reasonably  good  shape,  mainly 
because  their  reserves  were  ample  and 
exports  were  up. 
That  kept  the  prices 
of  most  commod- 
ities reasonably  low 
for  the  year.  This 
year,  by  contrast, 
supplies  will  be  thin, 
exports  spotty.  And 
the  price  of  most 
grains  will  be  high. 
Makers  of  farm 
equipment  have  their  fingers  crossed, 
too.  Deere  &  Co.  and  Ford  Motor  Co. 
enjoyed  a  solid  recovery  early  last  sum- 
mer. But  now  many  farmers  are  putting 
capital-spending  plans  on  hold  until  they 
see  what  Mother  Nature  has  in  store. 

The  paradox  is  that  despite  all  the 
anxiety,  normal  weather  in  1989  could 
produce  a  glowing  farm  year.  Corn 
prices,  for  instance,  climbed  86%,  to 
$2.80  a  bushel,  in  the  midst  of  the 
drought.  Pru-Bache's  McMillin  says  they 
are  likely  to  settle  at  about  $2.50  this 
year  if  weather  is  normal.  Wheat,  which 
reached  $4.40,  could  ease  back  to  about 
$4.00.  And  soybeans,  which  boomed  to 
$10  a  bushel,  could  fall  to  $7.  Such  prices 
are  well  above  the  averages  for  the  past 
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decade,  and  thin  mid  keep 

them  from  falling  further 

Beef  price  .  moi  »l  up 

dramatically    (lee  thinned 

year  a.-,  the  drOUghl  CUl  into  feed  gl 

re   nit,  anal . 

m  L989  will  he  down  about  89!    p., 
and  pork  supplies  are  adequate,  ho. 

er,    and     prices     for    them     should 

dy. 
Unlike    many    times    in    the    past,    if 

farmers  get  a  decent  harvest,  th( 
likely  to  prosper  along  with  middlemen 
and  retailers  this  year.  The  Agriculture 
Dept  is  predicting  that  higher  produc- 
tion costs  and  a  cut  in  government  subsi- 
dies due  to  higher  grain  prices  could 
reduce  farm  cash  flow  by  about  10' ;  in 
1989.  But  net  farm  income — which  in- 
cludes crops  put  in  storage — could  shoot 
up  by  20'a,  to  about 
$48  billion. 

If  it's  a  good 
year,  agribusiness 
could  end  up  on  the 
spot  in  Washington. 
President-elect 
George  Bush  seems 
certain  to  look  to 
farm-subsidy  and 
loan  programs  for 
help  in  cutting  the  federal  deficit.  While 
they're  only  half  the  size  they  were 
three  years  ago,  these  programs  will  pay- 
out $13  billion  to  $15  billion  in  the  year 
ending  next  September,  including  $3.5 
billion  in  drought-relief  aid.  The  Agricul- 
ture Dept.  will  fiercely  resist  any  cuts, 
arguing  that  price  support  levels  have 
been  lowered  significantly  in  the  past 
couple  of  years.  Says  a  senior  Agricul- 
ture official:  "If  Congress  wants  any 
more,  it  will  have  to  throw  out  the  farm 
bill" — leaving  farmers  at  the  free  mar- 
ket's mercy  for  the  first  time  in  decades. 
no  deal.  That  isn't  likely,  at  least  not 
soon.  At  international  trade  talks  in 
Montreal  in  December,  the  U.  S.  pushed 
hard  to  end  all  farm  subsidies  in  devel- 
oped nations,  arguing  that  the  world's 
farm  economies  should  stand  on  their 
own.  But  European  nations,  fearing  the 
economic  and  political  consequences  of 
leaving  their  farmers  unprotected, 
wouldn't  agree.  Until  they  do,  Washing- 
ton is  afraid  to  end  its  own  subsidies. 

So  it  all  comes  back  to  the  weather. 
The  Farm  Belt  got  a  little  rain  last  fall. 
but    not    enough    to    replenish    subsoil 
moisture,   which   in   big   wheat-growing 
areas    such    as    eastern    Montana    and 
North    Dakota    is    far    below    normal. 
Snowfall  will   help,   but   most    run- 
before  the  spring  thaw.  What's  needed 
is  heavy  rain — hut  not  too  heavy — start- 
ing in  late  March  in  the  upper  Midv 
Without  it,  the  farm  crisis  of  1989  could 
he  the  worst  one  since  the  Depression. 
By  Russell  Mitchell  iii  Minneapolis,  with 

Vicky  ('(limn  in    Washington 
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FOR  THE  OIL  COMPANIES 
DOWNSTREAM  IS  MAINSTREAM' 


Cheap  oil  is  keeping  refiners  pumped  up  and  drillers  in  a  hole 


There  was  a  time,  about  six  years 
back,  when  Ronald  W.  Williams 
felt  that  petroleum  refining  was 
passe.  Like  most  of  his  peers,  the  presi- 
dent of  Gary-Williams  Oil  Producer  Inc. 
in  Denver  saw  little  sense  in  selling  gas- 
oline when  he  could  make  several  times 
as  much  finding  oil.  Not  anymore.  Bat- 
tered by  wild  swings  in  oil  prices,  Wil- 
liams has  reeled  in  his  exploration  and 
production  rigs,  cut  his  geology  staff  in 
half,  and  spent  $12  million  to  dust  off  a 
mothballed  refinery.  Now,  Gary-Wil- 
liams earns  enough  from  refining  to 
more  than  offset  its  exploration  losses. 

Across  the  oil  industry,  refining  is 
back.  Thanks  to  so-called  downstream 
operations,  the  top  dozen  domestic  oil 
companies  nearly  doubled  their  earnings 
last  year,  to  an  estimated  $6.8  billion. 
While  profits  may  drop  by  15%  in  1989, 
refining  will  remain  the  mainstay,  pro- 
vided that  prices  for  crude  oil — the  refin- 
er's raw  material — don't  recover. 

OPEC  may  oblige.  Its  member  nations 
agreed  in  November  to  cut  production 
by  about  16fA.  But  as  prices  rise,  so  will 
world  production.  Thus  oil  may  not  go 
above  $18.  Natural  gas  may  stay  in 
check,  too.  Analysts  say  that  its  well- 
head price  on  the  spot  market,  which 
averaged  $1.74  per  thousand  cubic  feet 
in  1988,  may  reach  only  $2  this  year. 
full  tilt.  Cheap  crude  is  good  for  refin- 
ers. So  is  running  full  tilt,  a  virtual  cer- 
tainty this  year,  since  117  U.  S.  refiner- 
ies have  been  closed  since  1980,  says 
Robert  McClements  Jr.,  chairman  of  Sun 
Co.  Last  year  the  combination  of  the  two 
was  spectacular.  Refining  produced  94% 
of  the  net  income  of  the  largest  domestic 
companies  during  1988's  third  quarter. 
Salomon  Brothers  Inc.  estimates  that 
those  12  integrated  producers  boosted 
their  refining  profits  by  127%  in  1988,  to 
$2.9  billion.  The  firm  expects  refining 
earnings  to  rise  by  4%  this  year.  Richard 
I.  Robinson,  vice-president  for  refining 
at  Phillips  Petroleum  Co.,  noted  the 
change  in  a  speech  in  December:  "Down- 
stream has  become  mainstream." 

So  the  companies  are  spending  more 
on  it.  Texaco  Inc.  will  test  a  new  2,500- 
square-foot  convenience  store  in  Atlanta 
to  boost  traffic  past  its  pumps.  Amoco 


Corp.  is  spending  $200  million  to  spiff  up 
its  stations  and  plans  to  plunge  into  car 
care,  in  competition  with  Midas  Muffler 
and  Goodyear  Tire  &  Rubber  Co. 

It's  a  strategy  that  can  be  overdone. 
If  President-elect  George  Bush  tries  to 
cut  the  federal  bud- 
get deficit  by  in- 
creasing gasoline 
taxes,  consumers 
might  conserve 
more  and  pull  back 
to  cheaper,  lower-oc- 
tane fuels.  And  if 
only  a  few  compa- 
nies add  to  refinery 
capacity — now  55.3 
million  bbl.  of  crude  per  day — an  over- 
supply  could  cut  gasoline  prices. 

But  most  oil  companies  aren't  worried 
about  that.  They're  more  concerned  with 
turning  around  their  declining  explora- 
tion and  production  divisions.  E&P  earn- 
ings in  1988  plunged  an  estimated  28%, 
to  $2.1  billion,  at  the  12  largest  domestic 
companies,  says  Salomon  Brothers.  It 
expects  exploration  profits  to  stay  flat 
this  year.  The  impact  on  drilling  has 
been  severe.  Few  companies  spent  all 
they  budgeted  in  1988.  This  year,  Shell 
Oil  Co.  expects  to  hold  spending  flat, 
and  Dallas-based  Enserch  Corp.  will 
cut  E&P  expenditures  by  30%.  Amoco 
says    that    it    will    cut    its    E&P    staff 
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because  the  oil  price  outlook  is  so  b 
Such  decisions  will  soon  add  i 
nation's  oil  trade  deficit.  Proven  U. 
reserves  have  fallen  from  36.2  b 
bbl.  in  1973  to  25.3  billion  bbl.  tc 
Increasingly,     exploration     is     b 
pushed  overseas,  where  a  barrel  o 
can  be  brought  to  the  surface  fo 
little  as  50$  vs.  an  average  $6.12  ir 
U.  S.  Amoco,  for  example,  boostec 
overseas  E&P  spending  last  year  to 
of  its  budget,  from  about  30%  in  1| 
•neanderthals.'  There's    also    a 
from  searching  for  oil  to  exploring 
natural  gas.  Its  price  is  low,  too.  Bui 
still  cheap  to  find,  making  the  long-t  |_ 
payoff  for  gas  more  attractive.  T 
when  Tenneco  Inc.'s  big  gas  reserve 
the  Rocky  Mountains  and  Gulf  of  IV 
co     went     on 
block  in  May,  C  | 
ron       Corp 
Amoco        snap 
them    up    as 
term   investme^ 
Says    Mobil    C< k 
Chairman   Allen 
Murray:       "Wr! 
bullish  on  gas." 
Natural 

prices  won't  rise,  however,  as  longl! 
crude  stays  cheap.  This  promises  a  E 
mal  1989  for  independent  oil  and    ' 
producers.  Few  investors  will  be  wi!  '  *' 
to  stake  them,  and  most  independe  lffi!l1* 
can't  afford  to  drill  on  their  own.  Pre  !J  Pr 
of  36  independents  fell  15%,  to  $638  i " ,»' 
lion,  last  year,  according  to  Energy  I  !™ 
formance  Review,  a  Washington  ne  | r 
letter.  And  they  earned  much  of  tha  m 
the  first  quarter.  Says  J.  O.  Kiser,  e?  "jf 
utive    vice-president    of   Houston-ba ® 
Sunny  South  Oil  &  Gas  Inc.:  "I  ne  ■> 
saw  such  a  mess." 

Low  crude  prices  seem  to  ensure  t  i  ™ 
domestic  oil  companies  will  buy  m  '■  °' 
reserves  than  they  drill  for  this  yeillia 
That's  bad — again — for  oil-service  cc5tac 
panies.  The  drilling  rig  rate  in  the  G1,  ^ 
of  Mexico  dropped  11%  in  1988.  Drill  * 
are  barely  generating  enough  cash  fl* 
to  operate.  Zapata  Corp.,  for  examr.'!lci 
now  gets  only  $12,000  for  a  day's  di1  ■} 
ing,  vs.  $20,000  a  year  ago.  Its  chairm;  % 
Ronald  C.  Lassiter,  says  the  best  so'P 
tion  may  be  for  drillers  to  merge.  L  ;ei 
siter  would  like  to,  but  he  can't  fine  ;ti  a 
partner  among  his  independent-mind 8D1I 
peers.  "It's  the  same  old  bunch  of  Ne<!,; 
derthals,"  he  says. 

Oil  and  gas  companies  always  ha e 
lived  and  died  with  price  swings.  But  t "}'f 
late  1980s  have  been  especially  harsh  f ; 
the  exploration  side  of  the  business.  Tr  * 
year  won't  be  any  better.  The  refine  s! 
will  do  a  little  more  living,  while  evel  £ 
one  else  dies  a  bit  more. 

By  Todd  Vogel  in  HousW 
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PAPERMAKERS  WILL  BE 
AS  BUSY  AS  BEAVERS 


But  new  capacity  may  crimp  prices  by  the  end  of  the  year 


the  time  in  the  business  cycle 
hen  executives  in  the  $180  billion 
rot-products  industry  get  giddy. 
;wo  years  paper  demand  has  out- 
>ed  supply,  and  prices  have  soared, 
low  dollar  has  boosted  exports  of 
and  wood,  and  even  Canadian  lum- 
mports,  a  menace  for  the  past  de- 
aren't  so  worrisome  anymore. 
w  comes  the  tricky  part — living 
a  vibrant  but  cooler  market.  Paper- 
rs  upped  capital  spending  last  vear 
to  $11.4  billion.  By  1990  it  could 
i4  billion,  creating  some  overcapaci- 
hat  could  set  up  a  price  slide  in 
—just  as  a  cutback  in  harvests  from 
•al  forests  will  be  pushing  up  timber 
and  pinching  profits  for  companies 
don't  own  their  own  trees.  By  late 
year,  in  fact,  supplies  of  some 
es  of  paper  could  exceed  demand, 
t  most  of  these  worries  are  a  year 
•.  Strong  paper  markets,  offsetting 
ening  demand  for  wood,  drove  in- 

jly  profits  up  44%,  to  a  record  $14 
n  in  1988.  They  could  go  up  5% 
this  year.  "We're  still  looking  for  a 

^  jy  robust  1989,"  says  Mead  Corp. 
man  Burnell  R.  Roberts.  U.  S.  pa- 
Jmtput  grew  by  3.2%  last  year,  to  a 

J  ."d  77  million  tons,  and  could  climb 

more    this    year.    Paper   exports, 

h  jumped  by  10%  in  1987  and  &<  in 

should  grow  again.  The  average 

of  paper  products,  up  14.5%  last 

,  may  rise  6%  in  1989.  Demand  is 

^  standing,"   says  Stone  Container 

lj  .  Chairman  Roger  W.  Stone. 

jjj  JNi.  The  outlook  is  brightest  for 
med  paperboard,  the  kind  used  for 
tic  packaging  of  foods  and  bever- 
.  And  hot  new  laser  printers  are 
ring  sales  of  uncoated  papers.  Dou- 
igit  price  hikes  are  likely  for  both 
es,  which  will  help  boost  operating 
ts  at  the  paper  units  of  26  integrat- 
ompanies  by  6r/<,  to  $11.8  billion  in 
,  according  to  Merrill  Lynch  Capital 
kets.  Best  of  all,  the  weak  dollar 
es  U.  S.  producers  "extremely  conn- 
ive in  both  pulp  and  paper  world- 
',"  says  Andrew  C.  Sigler,  chairman 

'X  Champion  International  Corp.  That, 
ays,  "could  help  sustain  us"  through 
conomic  downturn  if  one  occurs  ka- 
lis year. 
deed,  hints  of  market  saturation  are 


appearing.  Demand  is  beginning  to 
waver  for  two  grades  of  paper  that  pro- 
vided most  of  the  industry's  recent  mo- 
mentum. Prices  of  linerboard,  used  to 
make  corrugated  boxes,  rose  13%  last 
year,  hitting  $410  per  short  ton.  But  now 
domestic  orders  for  boxes  are  slowing. 
And  exports  may,  too,  if 
imports  of  durable  goods 
decline:  They're  often 
packaged  in  U.  S.-made 
boxes. 

Newsprint  is  suddenly 
weaker,  too.  Its  average 
price  jumped  10%  in  1988, 
to  $635  a  metric  ton.  But 
discounting  started  late 
last  year  as  consumption 
dropped  because  of  cut- 
backs in  financial  and  re- 
tail advertising.  More- 
over, an  expected  9% 
increase  in  new  capacity 
over  the  next  two  years 
is  "stimulating  aggres- 
sive sales  approaches,"  says  John  B. 
Fery,  chairman  of  Boise  Cascade  Corp. 
Starting  in  1990,  a  4%  increase  in  sup- 
plies of  wood  pulp  could  force  a  retreat 
in  its  price,  which  rose  23%  last  year. 
"The  real  risks  in  this  business  are  the 
three  darlings — linerboard,  newsprint, 
and  pulp,"  says  Lynn  O.  Michaelis,  chief 
economist  for  Weyerhaeuser  Co.  Those 
products  account  for  more  than  half  the 
industry's  production.   Michaelis  says 


THE  PRESSURE'S  STILL 
ON  AT  THE  MILLS 


OPERATING  RATE  OF  U.S.  PAPER 
AND  PAPERBOARD  MILLS 
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they    look  attractive  now  imi  could  \»- 
hardeel  hit"  If  the  economy  slows  down 
Papermakera  can  mitigate  the  pain. 
,  aco  I  orp.,  for  one,  \» 

million    in    versatile    impri 

fur  a  Kentucky  mill:  It  will  be  ab  • 
switch  quickly  between  making  coated 
and  uncoated  stock. 

housing  woes.  Wood  product!   makers 
aren't  as  lucky.  Execu'  ect  climb- 

ing interest  rates  to  slow  housing  starts, 
which  dropped  11' ;  in  1988  to  1.45  mil- 
lion units.  In  1989  the  number  of  new 
units  could  fall  to  1.37  million — the  few- 
-ince  the  1982  recession  (page  110). 
Even  growth  in  the  home-repair  and  re- 
modeling market,  which  has  averaged  a 
robust  9''  for  the  past  decade,  could  fall 
to  about  3'<  in  1989,  analysts  say. 
All  told,  production  of  lumber  and 
wood  panelling  slumped 
49!  in  1988  and  could  slide 
3%  more  this  year,  pro- 
ducers say.  And  average 
lumber  prices  could  sag 
by  similar  amounts.  As  a 
result,  analyst  Sherman 
Chao  of  Salomon  Broth- 
ers Inc.  expects  operat- 
ing profits  from  wood 
products  at  the  10  largest 
companies  to  fall  about 
10%  in  1989,  to  $1.1  bil- 
lion, on  top  of  a  23%  drop 
in  1988  mostly  blamed  on 
strikes  in  the  West. 

The  brightest  markets 
last  year  for  wood  pro- 
ducers were  overseas.  Exports  of  lum- 
ber and  logs  surged  by  32%,  to  $5.3  bil- 
lion, and  that  number  could  grow  again 
in  1989.  But  exports  may  be  tempered  by 
slower  Japanese  housing  starts.  More- 
over, U.  S.  unions  are  mounting  increas- 
ing pressure  against  uncontrolled  ex- 
ports, which  chew  up  raw  materials 
needed  to  keep  domestic  mills  running. 
Weyerhaeuser  and  others  have  already 
shuttered  mills  for  lack  of  wood  to  cut. 
Indeed,  the  industry's  greatest  con- 
cern heading  into  the  1990s  may  be  an 
insufficient  supply  of  timber.  A  U.  S. 
Forest  Service  plan  for  regulating  tim- 
ber-cutting in  the  1990s,  combined  with 
court  victories  by  environmentalists 
seeking  to  preserve  wildlife  acreage, 
could  cut  harvests  by  30c'<  or  more  on 
federal  lands  in  the  Northwest.  Those 
lands  supply  nearly  one-third  of  the 
country's  timber  needs.  In  the  past  year 
an  increase  in  raw-material  costs  has  al- 
ready chopped  gross  margins  at  Louisi- 
ana-Pacific Corp.  by  one-third,  to  about 
10%.  And  Operations  Vice-President  Lee 
C.  Simpson  expects  an  even  tighter 
squeeze  this  year.  "The  battle  for  timber 
is  getting  pretty  harsh,"  he  says.  That's 
another  reason  the  industry  will  count 
on  paper  again  in  1989. 

By  Jonathan  B.  Ltrine  in  San  Francisco 
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Quality,  Innovation,  and  Customer  Satisfaction. 


At  Acer,  we  have  transformed  our  cor- 
porate values  of  quality,  innovation,  and 
customer  satisfaction  into  a  full  spectrum 
of  computing  solutions  to  meet  all  of  your 
needs. 

Acer  quality  comes  from  investment.  An 
investment  in  technology.  An  investment 
in  human  prowess.  Acer  quality  is  the 
result  of  globally  orchestrated  teamwork 
and  comes  from  channeling  over  20  per- 
cent of  our  human  talent  into  innovative 
research  and  development. 
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Innovation  is  a  way  of  life  at  Acer.  C 
decentralized  management  philosop 
gives  our  people  free  reign  to  maxir 
their  creative  potentials,  giving  you 
technological  innovations  as  our  uni 
No  Waste™  multiprocessor  technolo 
and  a  full  line  of  award  winning  corr 
products.  And  Acer  innovation  doesi  I 
stop  here.  Acer's  proximity  to  the  wt  I 
markets  keeps  us  in  touch  with  your  I 
changing  needs  to  ensure  you  a  cor 
stream  of  innovative  products  tailore 
suit  your  toughest  demands.  Giving 
the  power  to  create  innovative,  total 
business  solutions. 
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at  this  means 
you  is  simple, 
matter  how  small 
start,  or  how  far  you  want 

'  )o,  Acer  can  meet  your  needs. 

»i;  of  them.  And  Acer  backs  up  its 
nputing  solutions  with  over  12  years  of 
lenence  and  a  global  distributorship 
:ompassing  more  than  70  countries 
i  over  10,000  dealers  worldwide,  putting 
itomer  service  only  a  phone  call  away. 
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Super  386 


8086  PC 


,*W  Laser  Printer 

Mouse 


Business  Scope 

-  Mini  Computers,  Super-minis 

-  PC/XT/AT,  Super  386,  PS/2  Series 

-  LAN,  Servers,  Stations,  Modems 

-  Laser  Printers,  Mice,  Monitors 

-  Application  Specific  Integrated  Circuits  (ASIC) 


XT  AT  and  PS/2  ate  registered  trademarks  ol  International  Business 
Machines  Corporation  386  is  a  trademark  ol  Intel  Corp 
No  Waste  is  the  trademark  ol  Acer  Counterpoint  Inc 
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The  Word  for  Value 
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BANKING 


BANKS  LOOK  SOLID 
—IF  NOT  ROCK-SOLID 


Ifhey  bounced  back  from  a  grim  1987 — but  a  few  worries  remain 


ome  of  the  largest  U.S.  banks 
|spent  most  of  L988  clawing  their 
"way  out  of  holes  they  had  dug 
[selves.  Finally  conceding  the  inev- 

they  set  aside  huge  reserves  for 
[uially  had  loans  to  developing  coun- 
— and  racked  up  losses.  At  the  be- 
Dg  of  last  year,  hank  stocks  sank  to 
•d  lows  as  investors  bet  that  the 
tsl  IT.  S.  lenders  couldn't  bounce 
quickly. 

-tead,  hanks  rebuilt  their  balance 
ts  m  little  more  time  than  it  takes  to 
i  big  mortgage.  Thanks  to  cost-cut- 
Brazil's  resumption  of  interest  pay- 
s  on  its  mountainous  debt,  strong 
lincome,  and  steady  loan  demand, 
Digs  soared  to  near-record  levels, 
ks  rebounded — even  at  troubled 
(America  Corp. — and  the  industry 
red  1989  looking  stronger  than  it 
in  years. 

>vv  some  bankers  are  sounding  cau- 
;.  A  few  money-center  banks  are 
in  the  woods  on  Third  World  loans, 
souring  real  estate  loans  could  take 
)11  on  outwardly  healthy  regional 
ffi.  First  Fidelity  Bancorp,  stunned 
Industry  in  mid-December  by  report- 
a  big  loss.  That  cost  the  Newark 
I.)  bank  259  of  its  market  value — 
its  CEO  his  job.  Everyone  worries 
.it  leveraged  buyouts,  too — that 
'II  grind  to  a  halt  and  end  a  rich 
•ce  of  revenue,  or  that  raiders  won't 
e  their  payments,  and  put  hanks  in 
cigarette  and  retailing  businesses. 
er  control.  To  calmer  observers, 
igh,  1989  looks  like  another  decent 
•,  barring  a  recession.  The  industry's 
rebound  was  built  on  a  combination 
uird  work  and  luck.  Money-center 
<s  cut  Staff  and  sold  assets,  includ- 
sonie  businesses  that  once  seemed 
tegically  important,  such  as  Manu- 
urers    Hanover    Corp.'s    eonsumer-li- 

ee  unit.  The  1987  crash  drove  inves- 
oiit  of  stocks  and  into  cash,  and 
raged-buyout  fever  generated  well 
•  $100  billion  in  loans  to  raiders. 
ankers  Trust  Co.  Chairman  Charles 
Sanford  Jr.  thinks  the  same  hectic 
■  of  LBO  lending  may  continue  in  1989 
n  spread  to  Europe.  By  selling 

manj  loans  to  other  hanks  and  diver- 
Dig  their  portfolios,  hankers  believe 
f  risk  is  under  control:  Of  $10.2  bil- 


lion in  LBO  credits  that  Hankers  Trust 
has  hooked  in  the  past  three  years,  only 
one  has  had  to  he  written  off. 

Still,  some  hanks  have  contingency 
plans  in  case  their  business  has  peaked. 
J.  Terrence  Murray,  chairman  of  Fleet/ 
Norstar  Group  in 
Providence,  R.  I., 
says  that  slower  loan 
growth  in  1989  will 
mean  even  tighter 
emphasis  on  cost 
control.  Jerry  L.  Jor- 
dan, senior  vice-pres- 
ident at  First  Inter- 
state Bancorp  in  Los 
Angeles,  foresees  a 
mild  recession  later 
this  year  that  will 
hurt  some  LBOs  and  their  lenders.  Says 
Jordan:  "Some  lumps  will  be  taken." 

Another  worry  is  that  foreign  banks, 
which  buy  most  lbo  credits,  could  decide 
that  the  economic  and  political  risks  are 
too  high — and  put  an  end  to  the  take- 
over party.  "The  U.  S.  M&A  market  now 
depends  on  the  Japanese  as  much  as  the 
U.  S.  bond  market  does,"  says  James  B. 
Lee,  a  Chemical  Bank  managing  direc- 
tor. Even  if  LBO  lending  bustles,  Wash- 
ington may  clamp  down.  Regulators  are 
already  urging  banks  to  limit  their  LBO 
exposure. 

Regulation  may  be  one  of  the  biggest 
worries  for  the  banking  industry  this 
year.  One  battle  concerns  the  Federal 
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I >epo  il  lo  u ranee  ' lorp  .  ■••.  hich  ha   been 

•  d    with    big    lo  ''ii    hank    fail 

in  the  Southwe  '    Bank  i 
that  it-,  fund     hould  not  he  diverted  to 
refloat  nior  banl 

■  i  Congri  on  tapping  the 

i  dii   to  re  cue  thrift    rather  than 
the  political  damage  of  dome;  it.  solely 
with  taxpayer  fund 

SEVERE  LIMITS.  Tim-,  despite  official  in- 
dustry opposition,   some  commercial 

hanks  have  hecome  resigned  to  helping 
their  sicker  COU8U18.  In  return,  they  want 
a  few  gifts  from  Congress,  such  as  the 
power  to  underwrite  securities  or  insur- 
ance that  they  failed  to  gain  in  1988. 
Even  if  the  banks  win  these  powers — 
and  the  odds  are  not  strong — they  may- 
have  to  accept  severe  limits  on  them. 
Compared  with  the 
clout  that  the  insur- 
ance industry  wields 
in  Washington,  says 
H.  Rodgin  Cohen,  a 
partner  at  law  firm 
Sullivan  &  Cromwell, 
"effective  bank  lob- 
bying remains  an 
oxvmoron." 

third  World  debt 
will  also  test  the 
banks'  lobbyists.  Al- 
though money-center  banks  sold  or 
swapped  many  LDC  loans  last  year,  their 
exposure  still  exceeds  their  net  worth. 
And  with  inflation  raging  and  elections 
looming  in  Argentina  and  Brazil — and 
Mexico  likely  to  seek  new  loans — the 
banks'  bargaining  position  in  debt  talks 
"probably  will  deteriorate  this  year," 
says  Robert  L.  Thaler,  executive  vice- 
president  at,  Security  Pacific  Corp. 

Already,  President-elect  Bush  says  he 
plans  to  take  a  fresh  look  at  the  debt 
issue.  Democratic  Party  leaders  are  call- 
ing for  a  new  U.  S.  policy  that  would 
ease  the  debtors'  burden  and  force  the 
banks  to  write  off  more  loans  now.  Oth- 
er countries  want  a  faster  resolution, 
too.  Bengt  Dennis,  governor  of  Sweden's 
central  bank,  complains  that  the  crisis 
has  entered  its  eighth  year,  and  "we  are 
still  at  the  stage  of  muddling  through." 
Banks  lucky  enough  or  wise  enough 
to  refrain  from  past  lending  to  LDCs  or 
LBOs  could  still  face  unpleasant  sur- 
prises in  1989.  As  Bank  of  New  York 
showed  in  its  year-long  hostile  takeover 
of  Irving  Bank  Corp.,  times  have 
changed.  Most  experts  agree  that  take- 
over activity  in  banking  can  only  in- 
crease. In  the  minds  of  many  otherwise- 
smug  bankers,  says  James  M. 
McCormick.  president  of  First  Manhat- 
tan Consulting  Group,  "there  is  always 
the  nagging  doubt  'Can  I  stand  up  to 
being  put  in  play'.''  "  For  those  who  will 
have  to  answer  that  question.  1989  could 
he  a  memorable  year  indeed. 

By  Frederic  .1   Miller  In  New  York 
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someone 
says  their  long  distance 

rates  are  20%  less  than  our: 
you  should  be  very  wary 
What  they're  really 
doing  is  comparing  apples 
to  oranges." 

— Elroy  Cart wright,  AT&T  District  Sales  Manager 


SISI 

iimfi 
b 

ant 


bli 


©  1988  AT&T 


3 out  get  me  wrong.  I  love  competi- 
tion. Competition  keeps  me  alive, 
makes  me  better  and  better.  But  I 
i  honest  fight. 

low,  some  of  our  competitors  have  been 
;  that  their  long  distance  rates  are  20% 
than  ours. 

know  how  they're  getting  that  number, 
e  doing  things  like  comparing  just  the  first 
eofa  long  distance  call, 
irst  of  all,  what  business  call 
>ne  minute?  If  you  compare  the 
•  call  or  one  month's  bill,  you'd 
•prised  at  what  the  difference 
is  between  us. 
Jot  apples  and  oranges, 
-lore  like  peanuts, 
m  not  saying  you  won't  pay  a 
nore  for  the  quality  of  the  AT&T 
3rk.  I'm  just  saying  that  the  dif- 
;e  is  minimal  and  what  you  get 
jrn  for  that  small  difference  is 

fou  know,  quality  in  a  network  is  more  than 
ig  someone  say  hello  clearly  It's  how  easily 
an  connect  with  your  customers,  how  easily 
:an  reach  you,  how  reliable  your  service  is. 
fyour  business  is  important,  you  should  be 
:he  greatest  network  in  the  world. 
sn't  your  business  worth  that?" 

f  you'd  like  more  information  about  how 
uality  of  the  AT&T  Network  can  help  your 
less  grow;  call  1  800  222-0400. 
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INSURERS  ARE  ARMING 
FOR  ANOTHER  RATE  WAR 


They'll  cut  premiums  to  gain  market  share — and  avoid  more  lawsi 


i:, 


It  always  seems  to  be  feast  or  famine 
in  the  property  and  casualty  insur- 
ance business.  Profits  have  been  fat 
for  the  past  couple  of  years.  So  natural- 
ly 1989  is  looking  skinny,  and  analysts 
are  pessimistic:  "Using  almost  any  stan- 
dard,  the  property 
and    casualty    insur- 
ance    industry     is 
sick,"   says   Oppen- 
heimer  &  Co.'s  My- 
ron Picoult.  £ 

The  last  cycle  of 
pain  began  in  the  jj 
early  1980s.  Insurers 
eagerly  cut  premi- 
ums to  win  huge  cor- 
porate accounts  and 
invested  the  money 
in  high-yielding  bonds,  a  primary  source 
of  their  earnings.  But  the  price-cutting 
went  too  far.  Losses  mounted,  and  the 
"insurance  crisis"  of  the  mid-1980s  fol- 
lowed: Carriers  jacked  up  prices,  sharply 
reduced  coverage,  and  just  quit  offering 
some  types  of  insurance.  That  ushered 
in  good  times.  Profits  for  the  $200  billion 
industry  soared  from  $800  million  in 
1984  to  $13.8  billion  in  1987.  Then  the 
cycle  started  again:  In  1988,  insurers 
sacrificed  profits  for  market  share.  In- 
dustry net  income  fell  about  12%,  to  less 
than  $13  billion.  And  this  year,  analysts 
say,  earnings  could  slide  a  further  20%. 
tax  shock.  So  far,  at  least,  price-cutting 
hasn't  been  "as  crazy  as  it  was  in  the 
last  cycle,"  says  Larry  V.  Rand,  vice- 
president  at  Aetna  Life  &  Casualty  Co. 
He  argues  that  it  won't  get  to  be,  either. 
Interest  rates  aren't  high  enough  now  to 
tempt  insurers  to  abandon  time-honored 
underwriting  standards  just  to  get  mon- 
ey to  invest,  says  Michael  G.  Fitt,  presi- 
dent of  Employers  Reinsurance  Corp.,  a 
General  Electric  Co.  subsidiary.  Beyond 
that,  insurers  may  be  too  preoccupied 
with  other  problems  this  year  to  engage 
in  unrestrained  competition. 

Taxes  are  one  shock.  According  to  the 
Insurance  Information  Institute,  the  in- 
dustry had  a  $300  million  tax  credit  for 
the  first  nine  months  of  1986.  For  the 
same  period  last  year,  reflecting  passage 
of  the  Tax  Reform  Act  of  1986,  its  tax 
bill  was  $2.9  billion.  That  leaves  a  lot 
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less  leeway  than  before  for  rate-cutt 
Compounding  this  cash  drain  are 
surance  company  insolvencies.  Heaj 
insurers  make  good  on  bankrupt  com| 
itors'  losses  through  state  "guarar. 
funds.   Insolvencies   are   down   fror 
peak  of  21  in  1989 
11  in  1987.  But  id 
er    guaranty    fd 
contributions    k 
rising,   from  $3^ 
million    in    1985  I 
$910     million 
years     later, 
drain  seems  likely 
^.       get   worse.    For    ar  n 
ample,      Oppenh  ps 
mer's   Picoult  sa 
that    in    Februa: 
1987,  the  California  Dept.  of  Insurai 
estimated  the  cost  of  liquidating  Missi 
Insurance  Group  at  $520  million.  1  ased i 
most  recent  estimate:  $1.5  billion.       ;  the  | 
The  other  big  incentive  for  avoidinj  ft  er 
rate  war  is  that,  paradoxically,  it  drw ;,  4.; 
away  big  customers.  Corporate  cliei  epair 
like  low  premiums.  But  many  are  fri  ie  ind 
trated  by  wild  fluctuations  in  price  a  1  j: 
coverage.  More  and  more  they  use  ma  f  re 
stream    insurers    only    for    catastrop  1  oth 
coverage.    For   nearly   everything   e  -Aetr 
they  use  self-insurance — paying  loss  Fire 
themselves — or   join    mutual    insuran  p, 
companies  sponsored  by  industry  tra  'one 
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INDUSTRY  OUTU 


t|is.    Self  insurance    accounted    for 
the  property  CM  Ualty  mar 
re  the   1985-86  crisis.  Now,  it's 
than  80 

the  meantime,  there's  another  I>jk 
.  Consumers  are  pressuring  state 
nee  commissioners  to  beef  up  the 
vision  of  property  and  casualty  in- 
California's  Proposition  103, 
d  last  November,  is  the  prime  ex- 
.  It  aims  to  lower  auto  insurance 
by  20%,  with  another  207'  off  for 
drivers.  And  it  requires  that  the 
irnia  insurance  commissioner  be  an 
d  official  who  must  approve  most 
g  changes. 

in  court.  Proposition  103  drama- 
how  angry  consumers  are.  Proper- 
d  casualty  insurers  offered  a  coun- 
)posal,  a  "no  fault"  initiative.  It 
1  have  held  down  rates  by  getting 
accident  victims'  claims  settled  out- 
he  legal  system,  except  in  certain 
!  cases.  The  insurers  also  wanted  to 
il  lawyers'  fees  and  limit  state  reg- 
m.  They  spent  $60  million  promot- 
es approach.  The  consumer  group 
d  Proposition  103  spent  just  $2  mil- 
-and  won. 

3  California  law  has  spurred  talk  of 
ir  measures  elsewhere.  Consumer 
js  and  legislators  from  about  30 
5  have  been  in  touch  with  the  au- 
}f  Proposition  103.  And  an  expected 
jump  in  auto  rates  would  add  fuel 
e  controversy.  Aetna,  for  instance, 
ased  its  rates  by  nearly  8%  in  1988. 
the  giant  insurer  says  the  hike 
't  enough  to  cover  rising  claim 
,  which  reflect  soaring  medical  and 
'epair  bills. 

e  industry  is  challenging  Proposi- 
:3il03  in  court,  where  it's  spending  a 
I  f  time  these  days.  Along  with  two 
io  l  other  defendants,  four  big  insur- 
Aetna,  Cigna,  Allstate,  and  Hart- 
Fire — have  been  sued  by  the  attor- 
i  general  of  several  states,  including 
ornia.  The  suits  allege  a  conspiracy 
strain  competition  and  manipulate 
for  commercial  insurance  in  the 
1980s.  While  they  fight  this  battle, 
ers  worry  about  Congress,  too.  It's 
:ing  about  ending  the  industry's  lim- 
exemption  from  antitrust  laws.  In- 
rs  aren't  allowed  to  fix  prices,  but 
have  been  permitted  to  share  infor- 
on  such  as  data  on  losses.  Insurers 
e  that  such  pooling  is  needed  to  set 
stic  rates  and  design  coverage, 
every  measure,  it  seems,  property 
casualty  insurance  is  tottering  on 
dge  of  another  precipice.  Some  com- 
es may  merge  to  avoid  falling  off: 
{ "idling  up  competitors  is  one  way  to 
d];er  weak  balance  sheets.  That  may 
c,  but  too  late  for  some  insurers.  For 
i.  this  year's  famine  may  be  the  last. 
Hi/  Christopher  Fan-ell  in  Xeie  York, 
h'esii  King  in  Hnrtfonl 
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HOW  TO 

CHOOSE  A  TAX-FREE 

PORTFOLIO 


STEP  I:  CONSIDER 
YIELD  POTENTIAL  In  a 

bond  fund,  other  things  being  equal, 
lower  costs  mean  higher  yields.  The 
Vanguard  Municipal  Bond  Fund  has 
virtually  the  lowest  operating  costs 
in  the  industry:  0.29  of  1%*— with 
no  commissions,  no  fees.  Minimum 
investment:  $3,000. 

STEP  2:  CHOOSE  MATURITY  LEVEL. 

The  longer  the  average  maturity 
length  of  the  bonds,  the  higher  the 
market  volatility— and  potential 
returns. 

Vanguard  offers  you  two  short- 
term  portfolios  for  lowest  risk;  two 
intermediate-term  portfolios  for 
higher  yields  with  some  volatility; 
three  long-term  portfolios  for  high- 
est yield  potential. 

STEP  3:  CALL  1  800  662 -SHIP for 

our  free  Tax-Free  Investing  Kit. 

*Lipper  Directors'  Analytical  Data,  Winter  '88 
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Please  send  me 
the  free  Vanguard 
Tax-Free  Investing 
Information  Kit. 

I  understand  the  Kit 
contains  a  prospectus 
with  more  complete 
information  on  the 
Vanguard  Municipal 
Bond  Fund,  including 
advisory  fees,  distribu- 
tion charges  and  other 
expenses.  I  will  read  it  carefully"" 
before  I  invest  or  send  money. 

Vanguard  Municipal  Bond  Fund 

Investor  Information  Department  95 

Valley  Forge,  Pennsylvania  19482 

Name 


Address. 


City. 


State. 


.Zip. 
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REAL  ESTATE  IS  GIRDED 
FOR  A  SO-SO  YEAR 


Construction  will  fall,  but  builders  will  still  have  plenty  of  cash 


ome  buyers  will  be  scarcer  this 
year,  and  office  and  store  ten- 
ants will  be  harder  to  find.  But 
you  won't  hear  complaints  from  the  real 
estate  industry.  That's  because  there's 
still  plenty  of  cash  to  finance  projects. 
"As  long  as  there's 
money,  developers 
will  keep  on  build- 
ing" whatever  the 
demand,  says  Antho- 
ny Downs,  a  senior 
fellow  at  the  Brook- 
ings Institution. 

It  adds  up  to  a 
year  that's  not 
great,  but  not  bad. 
The  National  Associ- 
ation of  Home  Build- 
ers expects  a  6%  drop  in  housing  starts, 
to  1.37  million  this  year.  That  mostly 
reflects  a  decline  in  apartment  building 
due  to  high  vacancy  rates  in  existing 
complexes.  Single-family  home  starts 
will  be  about  1  million  again.  But  build- 
ers will  be  cushioned  by  the  expensive 
tastes  of  trade-up  buyers,  who  continue 
to  feed  the  $106  billion  industry.  Reve- 
nues "this  year  will  be  about  the  same 
as  last,"  shrugs  Paul  R.  Seegers,  chair- 
man of  Dallas-based  homebuilder  Centex 
Corp. 

bear  growls.  Commercial  developers 
won't  be  so  blase\  The  F.  W.  Dodge 
Group,  a  unit  of  McGraw-Hill  Inc.,  says 
the  value  of  office  building  contracts 
will  drop  15%  this  year,  to  less  than  $18 
billion,  vs.  the  $25.5  billion  peak  in  1985. 
Contracts  for  retail  space  will  fall  19%, 
to  $10.4  billion.  That  leaves  the  industrial 
market,  and  it's  good:  Contracts  for  fac- 
tories should  rise  17%,  to  $9.6  billion. 

There's  a  debate  over  whether  build- 
ing is  slowing  enough  to  balance  de- 
mand without  a  crash.  The  commercial 
brokerage  Cushman  &  Wakefield  Inc. 
thinks  the  office  market  has  stabilized 
after  vacancies  rose  last  year — in  Man- 
hattan because  of  Wall  Street's  re- 
trenchment, in  Los  Angeles  because  of 
furious  building.  With  modest  recoveries 
in  Texas  and  other  overbuilt  states,  says 
C&w  President  Arthur  J.  Mirante  II, 
"things  are  improving  very  gradually." 
Nonsense,  grumble  the  bears.  Compa- 


nies that  lease  space  now  just  want  to 
capture  cheap  rents,  they  say.  And  of- 
fice starts  aren't  in  step  with  employ- 
ment, notes  Michael  Sumichrast,  editor 
of  the  newsletter  Real  Estate  Perspec- 
tives. Sumichrast  recently  studied  40  of- 
fice markets  and 
found  that  develop- 
ers added  332  sq.  ft. 
of  space  for  each 
new  worker  in  1988 
vs.  205  sq.  ft.  in 
1986. 

Fortunately  for 
developers,  foreign 
investors  and  U.  S. 
pension  funds  aren't 
listening  to  the 
bears.  Both  want  a 
haven  away  from  Wall  Street,  and 
they'll  accept  a  lower  return  to  get  it. 
"Real  estate  investments  are  growing 
even  though  the  actual  returns  have  not 
been  good,"  says  Rodger  F.  Smith,  a 
partner  in  Greenwich  Associates,  a  con- 
sulting firm  specializing  in  pension  fund 
investments. 

Such  investors  will  have  to  be  more 
creative  this  year,  however,  as  their 
choice  narrows  to  the  most  expensive 
buildings  or  the  emptiest.  Many  are 
looking  beyond  "trophy"  buildings  that 
represent  the  safest  bets  and,  paradoxi- 
cally, are  becoming  developers  or  finan- 


THE  BUILDING  BOOM 
SUBSIDES  SOME  MORE 
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ciers  to  get  better  returns.  Distinct 
are  blurring  between  institutional  ir 
tors,  developers,  and  commercial  tenjj 
as  each  tries  to  control  its  risk.  Los  J 
geles-based  Maguire-Thomas  Parti 
supplanted  Dallas'  Trammell  Crow  J 
as  the  top  U.  S.  developer  in  1988 
venture  deals  with  IBM  and  First  III 
state  Bancorp.,  destined  also  to  bee 
major  tenants  in  new  projects. 

Developers  also  are  studying 
booming  trade  sector  for  golden  of 
tunities.  The  U.  S.-Canada  trade  a£ 
ment,  for  example,  brought  the  per 
clients  of  Lehndorff  &  Babson  R( 
Advisors  to  Detroit  to  build  an 
tower.  Explains  President  G.  And] 
Smith:  "We  think  those  border  cities 
in  for  a  pop  in  their  economies."  A 
trade  is  making  the  Pacific  North 
attractive.  Two  office  projects  ;u 
way  in  Seattle  are  being  financec 
Japanese  interests. 

And  Japanese  investors  are  movir 
on  the  regional  trade  and  transport; 
hubs  of  the  nation's  interior.  S? 
Corp.,  for  example,  invested  in  Chic; 
Quaker  Tower  last  August,  and  S 
tomo  Life  wants  to  buy  the  IBM  Tow 
Atlanta.  "The  Japanese  are  still  bio 
with  cash,"  says  Greenwich  pai 
Smith.  "They  have  to  put  it  somewb 
GO  west.  Even  depressed  Texas  is 
ting  a  second  look.  In  November, 
Michigan  state  pension  fund  paid  46 
the  dollar  for  the  largest,  emptiest  ( 
building  in  downtown  Houston.  D; 
role  as  a  regional  trade  center  is 
ping  away  at  its  oversupply  of  oi 
and  stores.  A  revival  of  the  state's  p 
chemical  industry  has  launched  $5. 
lion  in  new  industrial  construction. 

In  homebuilding,  U.  S.  Home  Cor 
Houston  and  Pulte  Home  Inc.  in  Dc- 
are  shaking  off  the  five-year  collaps 
the  oil  patch.  Los  Angeles-based  P 
man  &  Broad  Inc.,  however,  is  the 
builder,  thanks  to  a  boom  in  Sout 
California,  where  home  prices  are  r 
20%  to  30%  a  year.  An  expected  mic 
spike  in  mortgage  rates  to  12%  <  | 
dampen  enthusiasm  even  there.  Bi 
dustry  leaders  are  trying  to  blunt  it 
adjustable  rates  and  easy  initial  tei 

A  bigger  problem  for  trade-up  1 
buyers  will  be  cashing  in  the  equit 
their  current  homes.  This  late  in  a  c 
warns  Downs,  these  are  "harder 
harder"  to  sell.  The  National  Associ 
of  Realtors  figures  1989  home  re 
will  drop  5%  from  last  year's  3.5  mi  I 

The  nar  said  the  same  a  year 
Instead,  1988  was  as  good  as  '87. 
forecasters  are  growing  embarra 
But  it's  hard  for  them  to  forget 
more  building  cycles  end  in  free 
than  parachute  landings. 

By  Todd  Mason  in  D 
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INDUSTRY  O! 


SECURITIES 


YOU  MIGHT  CALL  IT 
THE  INSECURITIES  INDUSTRY 


Wall  Street  is  cutting  costs  and  looking  for  growth  in  M&A  work 


»n  Wall  Street,  times  have  gotten 
so  tough  that  brokerage  execu- 
tives are  getting  downright  wist- 
There's  the  old  Chinese  proverb:  In 
y  crisis,  there's  an  opportunity." 
Bfl  Stephen  Robert,  chairman  of  Op- 
leimer  &  Co.  "You  just  have  to  look 
he  opportunities." 

lose  are  getting  harder  to  find.  Indi- 
al  investors,  who  pay  Wall  Street's 
est  commission  rates,  have  sharply 
ed    their    activity    since    the    1987 
h.  The  big  institutions  have  slowed 
trading  as  well.  If  not  for  robust 
?er-and-acquisition    businesses,    the 
nues   of  the  securities   industry- 
Id   be    sliding    rather   than    merely 
ing  even.  Experts  think  the  indus- 
;  revenues  will  be  about  $51  billion 
year — the    third    consecutive    year 
no  significant  growth. 
le  challenge   for   1989,   then,   is  to 
•  up  profits  by  containing  costs.  At 
same  time  brokerages  will  have  to 
id  to  maintain  an  edge  against  such 
petitors  as  big  banks,  foreign  bro- 
lirms,  and  even  startup  invest- 
oi  rt  banking  boutiques. 
i$i  slips.  Wall  Street's  workers  will 
•r  the  consequences.  Compensation 
i   s  up  about  40c  of  each  $1  in  reve- 
r  S   the   Street   takes   in.    More   than 
K)  individuals,  or  nearly  79!   of  the 
.;•  ■  k    force,    have    been    sent    packing 
lie  the  crash.  But  these  folk  largely 
ked  in  the  back  offices.  Now  the  big 
are    forcing   out    low-producing 
by  slicing  their  share  of  reve- 
cample,  at  Prudential-Bache 
es    Inc.,   some  brokers'  payouts 
m  37     in  1987  to  33$  last  year. 
it ies  companies  are  also  becom- 
increasingly  active  in  ditching  mar- 
entures  that  in  good  times  would 
ii  more  time  to  thrive.  For  exam 
inklin  Savings,  the  new  owner  of 
•  '  '.  Rothschild  Holdings  Inc.,  has  shut 
df  the  company,  including  Roth- 
arbitrage    trading    division. 
Inklin  also  sold  retail  offices  and  the 
ual    funds    division.    And    it    scuttled 
-"  hschild's  entire  equity    research  and 
operations,  leaving  it   mainly  in 
• '  fixed-income  business. 
'  hai    makes    cost-cutting    especially 
1  is  the  big  runup  in  short-term  inter- 
rates    Because  dealers  must  borrow 


to  finance  their  inventories  of  securities, 
they  can  slash  interest  expenses  only  so 
far  without  hurting  their  ability  to  trade. 
And  interest  expense  accounts  for  about 
30' ">  of  a  firm's  costs. 

About  the  best  that  Wall  Street  can 
hope  for,  in  fact,  is 
more  mergers  and 
acquisitions  in  1989. 
Takeovers  generate 
enormous  fees  for 
advising  clients  and 
arranging  financing. 
The  recent  leveraged 
buyout  of  RJR  Na- 
bisco Inc.,  for  exam- 
ple, was  worth 
roughly  $230  million 
in  fees  to  Drexel 
Burnham  Lambert  Inc.  and  $109  million 
to  Merrill  Lynch  &  Co. 

The  problem  is  that  the  M&A  business 
is  getting  riskier.  In  most  cases,  invest- 
ment banks  must  make  multibillion-dol- 
lar  bridge  loans — short-term  loans  to 
complete  the  acquisition  until  permanent 
financing  can  be  arranged.  To  bolster 
returns,  investment  banks  increasingly 
are  putting  up  their  own  money,  as  well, 
as  equity  in  leveraged  buyouts.  This  can 
prove  lucrative.  But  it  also  can  tie  up 
capital  for  years. 

Managing  an  M&A  operation  is  getting 
more  difficult,  too,  in  light  of  an  exodus 
of  star  talent.  For  instance,  Bruce  Was- 
serstein  and  Joseph  Perella,  First  Bos- 
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ton  Corp '     leadii 

left    thai    firm    after    montl 

over   it.-,   commitment    to   moi  t 
trading  operation     Thej  ha  n   takei 
collea  '  ii  thorn,  and  their 

tore,    W:  PerelL 

thriving.  Salomon  Brothers  Inc.,  another 

trading  powerhouse,  al 

including  th< 
cent  departures   of   Vice  <  hairman    Wil 
liam  J.  Voute  and  William  Wight,  head 
Of  corporate  bond  trading,  who  left  with 

no  specific  plans. 

MAKING  AN  'unbundle.'  With  the  mar- 
kets in  a  funk,  Wall  Street's  creative 
minds  will  be  busier  than  ever  hatching 
new  financing  and  investment  schemes. 
The  way  out  of  the  current  malaise  is  to 
develop  innovative  products,  says  Don- 
ald B.  Marron,  chair- 
man of  Paine  Webber 
Inc.  One  of  the  most 
intriguing  ideas  to 
date:  Shearson  Leh- 
man Hutton  Inc.'s 
"unbundled  stock 
unit,"  which  will 
swap  stockholders' 
shares  for  a  package 
of  securities  that  in- 
cludes a  bond,  pre 
ferred  stock,  and  a 
warrant  (BW — Dec.  19).  Another  idea 
that  could  get  hot  is  asset-backed  securi- 
ties. The  latest  wrinkle:  repackaged  De- 
fense Dept.  loans. 

Despite  such  razzle-dazzle,  many  pros 
think  that  some  Wall  Street  firms  may 
not  make  it  through  another  year — un- 
less the  financial  markets  turn  bullish.  A 
harbinger  was  Smith  Barney.  Harris 
Upham  &  ,  Co.,  which  changed  hands 
when  its  parent,  Primerica  Corp.,  was 
acquired  on  Dec.  15  by  Commercial 
Credit  Co.,  the  company  run  by  Sanford 
I.  Weill.  The  same  day,  Smith  Barney- 
announced  layoffs  of  120  U.  S.  employ- 
ees. On  Dec.  19,  the  broker  furloughed 
50  in  London,  leaving  it  with  a  work 
force  of  6,300. 

The  betting  is  that  Weill,  who  built  the 
Shearson  empire  in  the  1960s  and  1970s 
by  snapping  up  beleaguered  brokerage 
houses  during  slumps,  is  looking  for 
more  acquisitions.  Last  year  three  New 
York  Stock  Exchange  specialist  firms 
also  merged  with  each  other.  And  more 
consolidation  is  expected  as  regulators 
press  such  companies  to  boost  capital. 

Look  for  a  lot  more  of  that  if  the 
market  continues  to  stagnate.  "Some  se- 
curities firms  haven't  been  structured  to 
make  money  at  this  level  of  husin. 
says  Richard  D.  McFarland,  chairman  of 
Inter-Regional  Financial  Group  Inc.  in 
Minneapolis.  Like  many  manufacture 
few  years  ago.  they  may  discover  that  a 
raider  or  competitor  is  ready  to  do  that 
job  for  them. 

By  Jon  Friedman  in  New  York 
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THE  BIG  PICTURE 


You  may  not  be  a  computer  scientist,  but  you  can  still  customize  a  setup  for  you- 
specific  business.  HyperCard"  software  gives  you  the  power — exclusively  on  Mack 


Given  our  recent  performance  at  the 
box  office,  it  is  most  imperative  that  Gigantic 
Pictures  rebound  with  at  least  one  major  rw 
during  the  coming  year 

To  that  end.  we 
have  abandoned  our  old 
method  ot  evaluating  new 
scripts  by  wetght  alone 
We  now  use  market  re- 
search  to  identity  trends, 
allowing  us  to  commis- 
sion more  targeted 
scripts.  For  example. 

Audience  surveys 
reveal  trial  a  good  Viking 
theme  strikes  a  respon- 


En>oy  Vikings        E rt|oy  Musicals 


srve  chord  in  moviegoers  ol  all  ages.  Yet 
surprisingly,  the  last  known  Viking  movie  was 
lS56's  Across  the  GreH  Fjord  Smsiaity.  al 
age  groups  exhibit  a 


positive  response  to 
the  musical  gen re. 

This  research 
has  ted  us  to  identify  a 
vast  market  with  ex- 
ptosrve  potential. 
Which  has  led  us  to 
develop  a  new  hybrid 
genre -the  Viking 
musical.  We  proudly 
otter  this  preview  ot 
our  1989  offerings: 


Use  all  your  resources.  With  a  connected  Macintosh,  accessing  work- 
group files  is  just  as  easy  as  getting  files  from  your  own  computer. 
Point.  Click.  And  you  have  a  group  effort — minus  the  effort. 

With  our  new  Apple"  Scanner,  anything  in  print  can  become  part 
of  a  Macintosh  document.  Photos,  artwork,  you  name  it.  Add  Omni- 
Page software  and  you  can  even  scan  entire  pages  of  text — then 
edit  with  a  word  processing  program. 


I     File     Edit     Go     Tools     Objects 


6  Macintosh  IIx 


"Ididritkno 


You  hear  it  wherever  people  are  using 
Macintosh®  personal  computers. 

Usually,  it  happens  right  after  the  initial 
"Wow."  Or  the  inevitable  "Let  me  try  that." 

And  while  it  represents  a  moment  of 
personal  triumph,  it's  often  felt  companywide. 

Because  these  words  come  with  a  direct 
English-to-business  translation:  Macintosh 


technology  lets  people  perform  at  le\ 
that  surprise  even  themselves. 

Sometimes,  ifs  simply  discovering 
easy  it  is  to  move  words,  numbers  an< 
tures  between  different  programs. 

Or  that  getting  information  out  o 
company  mainframe  can  be  as  challen  r 
as  the  act  of  pointing. 


©1988  Affile  Om/iuUr,  Inc  Affile,  the  Affile  logo.  Macintosh.  HyperCard  and  l/tserWriter  are  registered  trademarks  of.  and  AppleFax  is  a  trademark  of  Apple  Computer,  Inc  OmniPage  a  a  registered  trademark  of  Caere  C 


( rijuy  Vikingt     fcn|oy  Mi/*ic«i» 


Moviegoer  surveys 

show  two  clear 

preferences  that  span 

all  age  groups. 


All 'your  creations I charts,  graphs,  illustrations  lean  he 
copied  into  presentation  pieces  with  typical  Macintosh 
ease.  The  result  being  you  can  generate  overheads, 
slides,  lew  e-  hehinas — ei  ery thing  hut  you  vis. 


Reach  clear  to  the  other  side  of  the  world.  With  an 
AppleFax  Modem,  you  can  now  send  a  document 
directly  from  a  Macintosh  to  any  office  equi[)ped 
with  a  fax  machine — a  graphic  improvement 
in  the  way  you  communicate. 


Macintosh  is  designed  to  work  the  same  way  you  do.  So  you  can  more  easily  produce 
the  one  thing  eiery  business  demands:  results. 


f 


III 


odddothaf 


»r  that  printing  a  document  to  a  fax 
line  in  Toyohashi  is  as  effortless  as 
ng  to  the  LaserWriter  one  desk  away, 
nd  since  Macintosh  is  Macintosh,  such 
ant  discoveries  don't  require  months 
mputer  training.  Only  common  sense 
in  appreciation  for  uncommon  results. 
b  make  a  few  discoveries  of  vour  own, 


visit  an  authorized  Apple  dealer.  (Call  800- 
446-3000,  ext.  400,  and  we'll  be  happy  to 
give  you  the  name  of  one  nearby. ) 

Before  long,  you'll  be  talking  like  a  sea- 
soned Macintosh  pro.  And  saying  things  like: 

"Anvone  can  do  that." 


The  power  to  be  your  best." 


c  1988  Volkswagen 


Seatbeits  so/e  lives  Don't  dnnk  and  dn 


German  engineering. 
The  Volkswagen  way 


These  words  are  what  set  us  apart  from  every 
other  carmaker  in  the  world. 

These  words  explain  why  our  cars  look,  feel 
and  drive  the  way  they  do. 

And  these  words  underscore  the  worth  of  a 
Volkswagen.  We  are,  after  all,  the  German 
carmaker  that  brings  you  the  benefits  of  German 
engineering  at  prices  you  can  afford.  And  have 
for  some  time.  In  1989,  we'll  enter  our  40th  year 
of  bringing  Volkswagens  to  the  United  States; 
more  than  9!6  million  Volkswagens  as  a  matter 
of  fact. 

Over  the  years,  the  Volkswagen  "way"  has 
evolved  from  our  heritage  in  Germany  of 
designing  and  manufacturing  cars  that  people 
could  afford,  a  family  could  fit  into,  and  that 
could  perform  as  well  as  any  car  on  the 
Autobahn.  The  evolution  continues.  In  1989,  watch 
for  a  new  spacious  road  sedan  and  wagon,  a 
high-performance  rallye-type  car,  and  a  serious 
German  sports  car. 

Today  we  are  a  worldwide  organization  of 
250,000  people  who  all  share  the  same  objective: 
to  work  toward  a  more  gratifying  driving 


experience.  And  that  has  made  us  the  largest 
manufacturer  in  Europe,  and  for  almost  30  years, 
the  best-selling  European  import  in  America.* 

Our  "way"  is  to  design,  engineer,  manufacture 
and  sell  cars  which  use  contemporary  German 
technology  to  create  a  relationship  between  car 
and  driver  which  we  believe  to  be  unique.  It  has 
been  said  that  our  cars  become,  "like  a  member 
of  the  family  that  sleeps  in  the  garage." 

We  work  to  provide  an  economically  sensitive 
environment  for  a  driver  and  passengers.  In  a 
design  that  is  enduring.  In  a  product  that  is 
affordable.  From  a  dealer  who  contributes  to  the 
rewarding  experience  of  owning  a  Volkswagen. 

German  engineering.  The  Volkswagen  way. 

If  you're  thinking  of  buying  a  car  in  the  weeks 
or  months  ahead,  and  if  you  very  much  like  to 
drive,  we  hope  you'll  soon  be  moved  by 
what  we  have  to  say  to  get  some  hands-on 
experience  with  "German  engineering. 
The  Volkswagen  way." 

We  invite  you  to  join  the  growing  family  of 
discerning  car  buyers  who  have  become 
Volkswagen  owners. 


Fox  •  Golf  •  GTI 16V  •  Jetta  •  Jetta  GLI 16V  •  Cabriolet  •  Camper  •  Vanagon 

For  more  information  on  the  1989  Volkswagen  models,  call  1-800-444-VWUS.    *Based  on  manufacturer's  reported  retail  deliveries  through  1987 
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hanks  to  the 
wizardry  of 
cience,  the  ere 
itirity  of  de 
ten,    and    the 
goodwill  of  the  hu- 
nan  spirit,  dreams 
ire  coming  true.  And 
is  the  pages  that  follow 
indicate,  they  come  in  many 
'arms-.  A  fountain-of  youth  drug 
bat  can  actually  reverse  the  pro 
ess  of  aging.  A  computer  program 
hiit   "understands"  the  human 
<  nee.  Free  heart  drugs  for  the  poor 
hunks  to  a  beneficent  corporation. 
Elegance  in  computer  design.  A 
.hopping  gallery  that  combines 
bright  colors,  a  dazzling  wall  of  rid 
10,  and  an  army  of  golden  frogs.  A 
stunning  comeback  by  a  manager 
who  ret  ently  stumbled  .  I  <  '/■'<  >  ivho 

\tes  time  and  money  to  improv 
ing  education  because  he  thinks 
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.  the  youth  of  the 

nation  hold  the 
^*  key  to  future 

11^  international 

m  ^^  competitiveness. 

\J^0^  And   space,    the 

^^^  new  urban  fron- 

tier,  captured  in  a 
sparkling  glass  palace. 
These  are  the  highlights  of 
outstanding  business  achievement 
for  1988.  To  select  them,  BLSIXESS 
WEEK  asked  its  bureaus  and  edi- 
tors to  nominate  the  year's  stellar 
performances.  The  results  of  the 
contest:  37  winners  that  appear  on 
the  following' pages.  As  a  group, 
these  successes  flash  an  incandes 
cent  message.  Dreams  are  simply 
the  outer  boundaries  of  what  is  ac- 
tually possible.  Individual  treat iv 
ity.  team  spirit,  and  the  will  to  do  the 
right  thing  continue  to  be  the  secrets 
of  making  them  come  true. 


LOGO  DESIGNS  BY  JAVIER  ROMERO 
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■  IT  UNDERSTANDS 

It 's  called  Sphinx,  and  it  can 
understand  a  normal  hu- 
man voice  with  uncanny 
accuracy.  Created  by  re- 
searchers at  Carnegie  Mel- 
lon University  in  Pittsburgh, 
this  computer  program  is  a 
breakthrough  in  speech  rec 
ognition.  Sphinx  will  first  be 
used  in  voice -controlled 
u  vci/xms  systems  aboard 


jet  fighters  and  bombers. 
Next  it  will  go  into  comput 
er  equipment  for  engineers 
and  industrial  designers. 
Thefutu  re?  Instantaneous 
translation  of  foreign  lan- 
guages. But  first,  home- 
work: Sphinx  will  have  to 
boost  its  vocabulary  from  a 
mere  1,000  words  to  at 
least,  20,000. 


■  WRINKLE  REVERSER 

The  sun,  everyone  loves  it. 
A  tan  looks  great,  too — un- 
til your  skin  turns  a  leath 
ery,  wrinkled  yellow.  Those 
ultraviolet  rays  can  cause 
damage  that  no  cosmetic 
cream  can  repair.  But  an 
acne  drug  works  wonders. 
Retin  A.  from  Johnson  & 


Johnson 's  Ortho 
division,  can  actua  I 
verse  the  aging  proi 
Smooth  it  on,  and  n 
wrinkles  begin  to  d, 
The  secret  of  youth.' 
made  chemical  cab 
retinoic  acid. 
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A  )  construct  a  work 
?ti  or.  You'd  never  rec 
i\t  There  are-  24  elec 
wts.  a  rotating8.5 
n  (nun urn  plate, 


and  two  small  ceramic 
disks.  The  setup  operates  at 
only  50  rpm.  and  there  are 
no  applications . . .  yet. 


■  BACK  TO  THE  FUTURE 

Remember  those  bulky 
vacuum  tubes  used  before 
the  semiconductor  revolu 
tion?Now  miniaturized, 
they're  back — thanks  to  the 
Naval  Research  Lab  and 


Stanford  Research  Institute 
Microtubes  are  faster  than 
silicon,  which  makes  for 
speedier  computers,  quick 
er  communications,  and 
superthin  TV' screens. 


■  SHARP  EYES 

Filmless  cameras  and  ro 
bots  depend  on  electronic 
image  sensors  that  act  as 
eyes.  Kodak  has  developed 
an  ultra  high-resolution 
sensor  with  four  "megapix- 
els"— twice  the  power  of 
anything  else  available. 


LASER  GUN 

mace"  produces 
mentions  lasers  that 

Ilk  away  at  a  phe- 
al 22  billion  times 
md.  like  somesu 
signal  lamp  The 
en.  made  by  gte, 
'c</  stream  of  light 
bat  carry  digitized 
•  idea  or  data  over fi 
1  ic  networks.  In  just 
to  oiul.  the  new  devices 
\nsmit  the  written 
tsof 10 sets  of  the  En 
'dm  Hriliinnii.il 


■  SWIFT  AND  STONY 

Now  here s  a  really  con- 
crete innovation.  Lone  Star 
has  developed  the  world's 
fastest-drying  cement:  four 
hours  vs.  one  week.  It  gets 
superhard,  too. 


■  SMILE,  PLEASE 

For  sophisticated  camera 
buffs,  Kodaks  new Ektar 
25  is  the  focus  of  attention. 
A  negative  can  be  blown 
up  to  poster  size  without  the 
graininess  of  regular  film. 


■  JOHNNY  CAN  COUNT! 

Crunching  numbers? Math 
ematica,  a  software  pack, 
age  from  Wolfram  Re 
search,  can  cope  hnth 
calculus,  labor  over  loga 
rithms,  and  even  handle 
humble  arithmetic.  Priced 
at  $500,  the  package  is 
IBM  compatible 
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■  TIPTOP  LAPTOP 

i /mi  Ji)  yuu  Mat  foe  com 
petition  when  you  come  out 
late  with  a  laptopvojnput 

mpaq's  fl 
fors  a  bigt)  definition  a  reen 
as  wellaia  'docking  sta 
Hon' for  desk  n$e 


'.Z^00 


ztmmimmk 


■  THROWAWAYS 

Contact  lenses  bothering 
you?  Throw  them  out  and 
pop  in  a  new  pair.  Dispos 
able  extended  wear  soft 
lenses- by  Johnson  &Jobn 
son  can  be  worn  continu 
ouslyfor  up  to  two  weeks. 


■  A  HOT  HYBRID 

If  you  can't  beat  em.  pin 
em.  Ford  did  It  turned  to 
Mazda  for  help  in  making  a 
sleek'  coupe  to  tackle  the  im 
pons  head  oh  The  result'" 
The  splashy  front  wheel 
drive  Probe,  it  starts  at 
$1 1.233.  and  Ford  is  racing 
p  u/>  with  demand 
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■  BAKE-OFF  WINNER 

Microwave  ovens  are  fine 
for  speed  and  convenience, 
but  try  getting  a  roast  tur- 
key— or  anything  eke — 
crisp  and  brown.  Now, 
Brother  has  a  new  model 
that  combines  microwave 


■  CRIME  PLAYS 

Move  over,  G  I.Joe.  Hei 
comes  Cops  'n  Crooks, 
new  collection  ofmovai 
four- inch  figures  (boys 
won  1  call  them  dolls) fir 
Hasbro.  Characters  ina 
Bullet-Proof  and  Turbo 
tone,  each  with  its  own 
firing  pistol. 


■  BEAR  ESSENTIALS 

What  s  hot  in  snack  cuisine? 
Nabisco's  Honey  Teddy 
Grahams.  Kids  love  'em. 
And  Moms  and  Dads  crave 
these  cookies,  too. 


and  convection  technology. 
The  Hi-Speed  Combination 
Oven  makes  roasting  a 
cinch,  and  on  "Autocook"  it 
will  calculate  the  weight, 
temperature,  and  cooking 
time  for  any  dish. 


■  MINI  MOVIES 

Sure,  VCRs  are  great.  But 
what  good  are  they  when 
you  're  on  a  beach  injanu 
ary  and  you  want  to  see 
Fatal  Attraction  again?  Try 
Sony's  new  videoto-go — 


the  Video  Walkman  — 
which  crams  a  TV  and  a 
VCR  into  a  21/2  pound  unit. 
It  sports  a  3  inch  color 
screen,  an  8  mm  format, 
and  a  $1,300 price  tag. 


120  BUSINESS  WEEK/JANUARY  9,  1989 


THE  BEST  0 


I 


■  DEADLY  BIRD 

The  images  it  evokes!  An 
ominous  manta  ray,  a  bat 
gliding  in  the  night,  a  knife- 
sharp  boomerang.  For 


America 's  enemies,  the  B2 
Stealth  bomber  by  Nor 
throp  looks  like  nothing  less 
than  a  flying  nightmare. 


V  I  COMPUTER  HUNK 

Wtevejobs  s  .Xext  looks  like 

'  to  other  pc  ever  built,  an 

mthracite  gray,  one-foot 

uhe  in  place  of  the  usual 

quat,  rectangular  box. 

ret  i  ted by  Hartmut  Ess- 

mtnger  ofFrogdesign  and  en 
pneered  by  David  Keller,  it 
ust  might  he  the  first  com 
"niter  with  sex  appeal. 


a  DELIGHTFUL  TO  HOLD 

Elegant,  compact,  light- 
weight, and  intelligent.  \  'ivi- 
tar's  Series  1  binoculars 
^are  a  pleasure  to  hold  and 
behold.  Designed inhouse 
for  Hanimex-Vivitar,  they 
have  the  "feel"  of  a  preci 
sion  instrument  and  an 
easy- to  use  nonslip  grip. 


■  TEACHER  AND  TOY 

Texas  Instruments'  \  Oyag 
er  speech  interactive  educa 
tional  toy  is  a  masterful 
blend  affirm  and  function. 
RicbardsonSmith 


01   1988 
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■  MAIN  MOUSKETEER 

Mu  bdelEisnei  bos  the  Mi 
elds  tout  h  His  entire  empire 
glitters    parks,  toys,  mov 
ies,  too  For  the  first,  time  in 
history  Disney  is  Vo  /  at 
the  box  office  Even  Mickey 
Mouse's  6Qtb  birthday 
turned  a  fat  profit 


■  ABOVE  THE  FRAY 

u//o  won  tbeairHru 
idation  w  eepstakt  sPOne 
namepigb  on  ex  eryone  ■ 

tead\  and  reliable 


1 


KING  OF  CATCH-UP 

Tipped  by  Reebok  thre\ 
irs  running,  Nike's  I'hil 
Knight  vowed  on  TV  to 
at  bat  khis  an  brivalin 
tfaru  ysneaker  market 
•has  Profits  have  tripled, 
id  market  share  is  up  to 
K    tied  with  Reebok 


■  A  WHALE  OF  A  TALE 

Lod  Cook  may  be  the  best 
manager  in  the  oil  patch 
tie  has  exploited  cheap 
Alaskan  reserves  to  make 
Area  tops  in  gasoline  sales 
in  the  West  .1  PRpluS:  Help 
ihg  those  trapped  u  hales 


' 
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las*  year,  I  found  my  neighbor 
could  buy  a  car  for  less  money  than 
my  company  could. 

That's  when  I  talked  to 
Chevrolet' 

Rebates  that  let  retail  consumers  buy 
for  less  than  your  fleet  could. 

A  roller-coaster  resale  market. 

Option  packaging. 

You're  seeing  fundamental  changes 
like  you've  never  seen  before. 

At  Chevrolet,  we  saw  the  changes 
coming. 

That's  why  we  have  new  programs 
that  let  you  tap  traditional  fleet  dis- 
counts or  retail  rebates*  To  let  you 
make  sure  you're  making  the  best  buy 
no  matter  what  time  of  year  you  buy. 

That's  why  we  made  sure  we  had 
more  trained  people  in  the  field  than 
anybody  else.  To  give  you  face-to-face 
answers  and  information.  And  backed 
them  with  800  numbers  you  can  call 
anytime  for  help  of  almost  any  kind. 

Call  Chevrolet,  1-800-248-2897. 
In  a  rising  sea  of  change,  we  can  help 
keep  your  head  above  water 


THE 


AMERICA 
TODAYS  CHEVROLET 
FLEET  SALES 

•I  ki  luded  are  spei  lal  interesi  race  finam  ing  dealei  funded 
p,  1[M,  ,ns,  ,i  retail  iro  entivesand  i  lealei  mdenng  incentives 

,  rtevrolei  and  the<  hevrolei  emblem  are  registered  trade 
marks MCorp  !  1988  GM  Corp  AH  Right ,  Reserved 

,■!    gei  ii  d  gethei  bu<  kle  up 


fl       V/ 


3D 


SB? 


■MlM^^^^h- 


<«fffw 


KNOW: 


■  FROM  THE  HEART 

Sheldon  Gilgore,  chief  exec- 
utive of  Monsanto 's  G.  D 
Searle,  is  a  doctor.  That 
helps  explain  why  Searle  is 
marking  its  100th  anniver- 
sary by  offering  heart-dis- 
ease drugs  free  to  poor  pa- 
tients. The  program  covers 
seven  drugs  to  treat  high 
blood  pressure,  hyperten- 
sion, angina,  arrhythmia, 
and  congestive  heart  fail- 
ure. Recipients  must  be 
strapped  financially — with- 
out health  insurance,  medi 
cafe,  or  medicaid 


■  DO,  THEN  TEACH 

Smart  managers  know  tha^ 
smart  workers  are  the  key 
to  staying  competitive.  Da- 
vid Kearns,  chief executive^ 
of  Xerox,  is  a  leading  pro- 
ponent of  education  re- 
form. He  writes  in  Winning| 
the  Brain  Race-  Successful 
companies  "have  discarded 
the  archaic,  outmoded,  ar 
thoroughly  discredited pm 
tices  that  are  still  in  place  ir 
most  of  our  large  school  dis-\ 
tricts. "  To  speed  change, 
Kearns  encourages  Xerox 
employees  to  serve  as  vol- 
unteer teachers. 
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fA  lot  of  airlines  flv  to 


alia 

and 

130  daces 

At  KLM,  we  recognize  that  opportunity  doesn't 
'ays  present  itself  at  international  gateways. 

So  we  also  fly  to  scores  of  burgeoning  business 
iters  well  off  the  major  air  corridors.  Places  such  as 
ce,  Bahrain  and  Lagos. 

In  fact,  we  offer  more  flights  to  Europe,  Africa 
.1  the  Mideast  than  all  U.S.  airlines  Combined.  And 
lobal  network  that  spans  six  continents. 

Because  after  all,  when  it  comes  to  business 


travel,  not  all  roads  lead  to  Rome.  Or  London,  or  Paris. 

Which  is  why  KLM  gives  you  one  of  the  world's 
most  comprehensive  selections  of  alternate  routes. 

And  that's  worth  remembering  the  next  time 
business  takes  you  to  the  obvious  or  beyond.  Just  call 
your  travel  agent  or  KLM.  The  airline 
of  the  seasoned  traveler.  ^S£? 

The  Reliable  Airline  KLM 

Royal  Dutch  Airlines 


NELSON  I 


NELSON  | 


NELSON  | 


U.»t^.WtK..dW~.N~>c 


•ft-  fazL, 


UGEND 

■  TRAII  J 

9t     1.7 

Hair 


1964       1985       1986       1987 

DISTRIBUTION  ANALYSIS 


Looking  good  on  this  paper 


doesn't  take  a  lot  of  this  paper. 


Star's  new  NX-2400  Multi-Font  printer 
gives  you  the  high  resolution  of  24-pin  print- 
ing, so  you  can  create  compelling  reports  and 
letters.  Attention-grabbing  charts  and  graphs. 
And  all  kinds  of  distinctive  print-outs.  Without 
having  a  lot  to  pay  out. 

The  NX-2400  is  the  latest  member  of  the 
Star  Signature  Series.  Its  four  built-in  fonts  and 
over  20  typestyles  give  you  all 
the  ImagePoweryou  need  to 
look  your  best. 

The  NX-2400  pro- 
duces draft  quality  text 
at  170  characters  per 
second.  Letter  quality  at 


ii 


57  cps.  And  it  offers  superb  360  x  360  dots  pe 
inch  graphics  resolution  that  surpasses  most 
laser  printers. 

Among  the  many  other  built-in  features 
are  friction  and  tractor  feeds.  A  push  button 
control  panel  that  puts  a  wide  range  of  func- 
tions at  your  fingertips.  And  a  paper  parking 
mechanism  that  lets  you  feed  single  sheets 
while  keeping  sprocket  paper  in  place. 
So  for  high-resolutio 
printing  without  the  high 
price,  take  a  look  at  Star': 
NX-2400  Multi-Font. 
For  your  nearest  dealer, 
call  1-800-447-4700. 


JL 


'eue&fy 
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THE         IMAGEPOWER         PRINTERS 


°^ER1\^ 


WHITE  CHRISTMAS 

emember  those  snow 
Ued paperweights  you 

•"  \<  \t  to  pU  iv  u  nth?  Ad  agen 
v  TBVi .  1  made  one  for  Ab- 
Hut  vodka.  Over  a  photo 
whe  bottle  is  aplastic 
oinh  with  floating  white 
snow" specks.  One pn  >h 
>»/.  Punctiired  ads  some 
tones  ooze  snowy  goop. 


■  GETTING  JUICED 

Blips  beeps,  and  bops  blast 

'nefruit  juice  out  oj 
arty  i  Vadcluttei  To  make 

ork  (huii 
Day  asked  a  gzmeraper 
son  to  run  alongside  a  '56 

Chrysler  as  the  dm  er  rum 
hied  up  to  a  gas  station  io 
Jill  'er  up  with — what 
else? — Veryfine. 


m  NEW  YORKER? 

Most  readers  live  outside 
Xeu  )  ork.  so  Lord  Einstein 
O  Weill  &  Partners  picked 
subscribers  in  Wyoming 
and  Maine  for  these  ads. 


I 


■  PRIVATE  EARS 

I  Walkman 
has  changed  the  way  the 
world  listens  to  music  Civi 
lized  or  uncivilized 
t  v  Slater llanft Martin. 
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■  RAISING  ITS  SIGHTS 

Skidmore,  Oivings  &  Mer- 
rill added  contemporary 
flair  to  traditional  bank  de- 
cor in  Merrill  Lynch 's  new 
Manhattan  office  tower.  A 
visual  tour  deforce. 


m  ISLAND  OF  PEACE 

The  Winter  Garden  is  a 
120  foot  glass  palace  de- 
signed by  Cesar  Pelli  that 
links  four  office  towers  at 
New  York's  World  Finan 
■cial  Center.  Facing  the  sea, 
it  is  serenity  for  toilers  in 
Wall  Street  canyons. 


■  COME  SIT  A  SPELL 

The  Ergon  2  office  chair  i  p 
Herman  Miller  is  the  per 
feet  place  to  be  if  you  hai 
to  sit  in  front  of  a  compu 
screen  all  day.  New  seati 
and  back  options  are  es£  \ 
daily  designed  for  wome  a 


THE  BES1 


*CHmc^ 
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MALL  OF  FAME 

hat  duyou  call  a  madcap 
''architectural  angles  in 
nght  primary  colors'  Rio, 
125,  (XX)  square  foot 
j   XJpping gallery  in  Allan 
the  latest  in   theme" 
,  nailing  The  center  was 
ned  by  Bernardo  Ft  rrt 
ia  and  his  wife,  Laur 
J  ida  Spear,  of  the  Vtiami 
Jhm Arquitectonica  Theen 
J  ironment  that  inspired 
A  ram  forest 


■  BROADCAST  VIEWS 

U  ill)  its  inn k  ntc /a<  tuleand 
lofty  s/nre.  the  stately 

■  •/•)'  \BC  louvi  (kids  a 

c  lassu  touch  toC.hu  agp's 
skyline  Designed  by  Skid 
more.  (>irings& Merrill,  it  is 
regional  headquarters  for 
the  network    and  then 
some  I  i/uitable  Real  Es 
late  Investment  Manage 
rnent  owns  the  building  and 
plans  for  it  to  anchor  a  50 
acre  riverfront  project. 
Tishman  Speyer  Properties 
is  the  developer. 
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FOR  AD  RATES 

AND  INFORMATION 

PHONE: 

(312)337-3090 

OR  WRITE: 


BUSINES5WEEK    I 
MARKET-PLACE  I 
100  EAST  OHIO  STRfTl 
SUITE  632 
CHICAGO,  IL  606 


Executive  Gifts/Merchandise 


smwm 

CORPORATE  TIES! 

Superior  Quality  and 
Guaranteed  Savings!  Write 

or  call  for  free  sample. 
150  piece  minimum  order 


corporate  ^ 

565  Broadview,  P.O.  Box  1081 

Highland  Park,  IL  60035 

312/433-4111    Fax  312/433-4993 


Custom  "Logo"  Watches!  100%  Water 
Resistant  Hi-Grade  Inexpensive  Free  De 
tails  Call  Today'  1 -800  525-  LOGO 


Remington  Bronzes 

'The  Outlaw'    - 

Full  size  C7QC 

cast  from         v"3 
original 

To  purchase  or  to 
obtain  details  on  ( 17) 
other  lullsize  Remington 
bronzes  call  or  write: 

(818)  980-0633 
Munyon  &  Sons 

1 2643  Emelita  Street 
N  Hollywood.  CA  91607 


Free  250  Rolls  of  Kodak  Film.  Details. 
$2  00  Nelson  &  Associates  B.  3301  Tar- 
ragon Dr  .  Decatur,  GA  30034 


Brand  Name  Golf  Balls  With  Your  Logo. 
Lowest  prices.  DSC  Marketing,  218  S  W 
Raymond,  West  Linn.  OR  97068 


Financial  Services 


BIG-NAME  STOCKS 
TO  UNLOAD  NOW: 

My  new  Performance  m: 
Ratings  of  all  NYSE  m 
stocks  show  200  ex- 
tremely vulnerable 
stocks  (rated  8  or  9) 
—including  some  very 
famous  names  - 
which  I  believe  could 
"take  a  bath."  I'll  rush 
you  the  Performance 
Ratings  ($39  value)  as  a  bonus  with 
your  subscription  to  The  Zweig  Fore- 
cast. Time  is  crucial. 

Three-Month  Trial  $50,  One  Year 
$245.  Visa  or  MC  1-800-633-2252 
Ext.  9024. 

THE  ZWEIG  FORECAST 

P.O.  Box  360,  Bellmore,  N.Y.  11710 


MARTIN  ZWEIG 


Attention  Vanguard  Inves 


Unsure  about  your  Vanguard  investiB 

1  ■!.,!  ftssoi  'lit""  I  H  Mutual  1 1 
help  NAMFI  is  the  independent  association^ 
shareholders  and  is  devoted  exclusively  H 
mutual  lunds  Members  receive  monthly  ifl 
newslettSl  reports  and  much  more  Call  or  fl 
details  National  Association  Of  Mutual  ladJ 
tors.  Suite  195.  2927  West  Liberty  Avmn 
burgh.  PA  15216 

1  800  628  2828,  Ext.  597 


u* 


HARD  TO  BORROW? 

Guarantees  Provided 

We  do  not  make  loans 

Minimum  $100,000 

5-20  Years        ' 

The  Funding  Assistance  C(    I 

U.S.A.  (212)  755-9400 

TLX  (910)  290-0659 

(Funding  Assist  UQ) 

FAX  (212)  755-7339 


fori 


f 
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Ihkecareof 
business. 


Affix 

your  present 

Business  Week 

mailing  label 

here 


J  I'm  moving,  please  change  my  address  as  indi- 
cated below, 

J  Please  extend  my  Business  Week  subscription  for 
one  year  at  $39.95  (In  Canada.  C$  54.95). 

J  I'd  like  to  become  a  subscriber  lor  one  year  (51 
issues)  at  $39.95 


Name  (please  print) 


Addres 


City 


State  Zip 

j   Cheek  enclosed  ]    Bill  me  later 

To  take  care  of  any  other  business. call  toll-free  -|     QAA    iC'lff    1  ^4W| 

Ri  ic^ifEfkc^cAAJiffcffclf  ""' 

SUBSCRIBER  SERVICE  «SK!»-- 


Send  Today  For  Your 


Select  from  our  «-^ 
exclusive  range  of  English  ma 
fine  leather  accessories: 

FREE  GIFT" 

with  any  order^. 

If  you  have  ever  wished  you  coul 
discover  the  perfect  business  gift 
look  no  further.  Choose  from  amor 

the  attractive,  fine  quality 

(  personalized  if  desired  )  products ' 

present  in  this  easy-to-shop  catalo 

Satisfaction  is  guaranteed  or  your 

money  back. 

And  you  will  like  the  prices. 

To  receive  your  free  catalog  write  t 

the  address  nearest  you; 

Dept  C29,  BusinessWeek  Planners,  Suite  I 
185  Bridge  Plaza  North.  Fort  Lee,  NJ.  07  024 
Dept  C29,  BusinessWeek  Planners,  2007-2C 
'Wing  On  House",  71  DesVoeux  Road  Centr 
Hong  Kong. 
Dept  C29,  BusinessWeek  Planners,  P.O  Box 
Slough,  SL 1 1 UG,  England. 


fan 
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Eft       FOR  AD  RATES 
■:    ,ND  INFORMATION 
PHONE: 
(312)337  3090 
OR  WRITE: 


BUSINESSWEEK 

MARKET  PLACE 

100  EAST  OHIO  STREET 

SUITE  632 

CHICAGO.  1160611 


siness  Opportunities 


1989  Franchise  Annual  Direc- 
y  describes  4185  Irani  hi  ioi  In 
indbook  Section  concerning  whal 
Id  know  before  entering  Franchise 
nt  390  pages  $26  95  +  $3  00  1st 
>slage  Money  back  guarantee 
ANCHISE  NEWS.  728  B  Center 
ewiston    New  York   14092    20th 


INCORPORATE* 

i(1   Tax  Free  Nevada 

I  '.  anonymity  protection  (beats 
:ven  it  you  are  already  mcorpo- 
jreat  benefits  tor  you  Also  office 
•rvices    FREE  literature— call  or 

,  .aughlin  Assoc  .  Inc  .  in  business 
vcade,  1000  E  William,  Car- 
ty,  NV  89701    1-800/648-0966 
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tor     Type     Business.     Person 
)e  capable  of  estimating  |obs  and 
iig  people  Requires  $1 1,400  70% 
irgm  1  800-328-4650 
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Business  &  Investment  Op 
ties.  For  Sale  By  Owners  No  com 
i  Business  Owners  MLS  Call  toll 
30-327  9630 


Mailing  Lists 


ailing  List  Ideas,  25  Years  Experi 
iusmess  Lists.  Consumers.  Oc 
.  Opportunity  Seekers.  Financial 
elemarketing  Lists  Bob  Burnett 
'6-LIST 


H  ravel/Resorts/Hotels 

nt   Cruises   World   Wide   Cruises 
^^iest  Cabins  At  Major  Discounts  On 
s  Bonded,  Insured  Call  Our  Hotline 
32  9000 


Computers/Office  Equipment 

The  PC  Protector 
Password  $99 

Protect  your  valuable  data 
Control  licensed  software 
Secure  hard  disk 
Restrict  floppy  access 
Menu  driven  maintenance 
Login  w/optional  password 
Audit  trail  of  activity 

Visa.  MC.  Amex 
PH   (204)956-2798 
Fax  (204)  943-3702 


NASDEC 


r-fcOBti 


2704  -  85  Garry  St 

Winnipeg,  MB  Canada 

R3C4J5 


Magnetic  Media 


■  W-2s-S299 

■  1099s -$149 

IRS  Approved 

Software  (DOS) 

PTS  1(800)451-4750 


Cellular  Phone  Sale 
ut  Ma    imea  Radar  Detectors  Sports  Aide  area  and 
National     Pagers      Photocopiers,     Business     Phone 
Systems     Privacy    Voice    Scramblers     Satellite    T  V 
and    other    electronic    equipment 
Miaupunkt.  Cobra.  Hitachi  Jensen   Mitsubi- 
shi Code  Alarm  Motorola  NEC  OKI  Panasonic  Snarp 
hlbfl  Uniden  Whistler  and  other  maior  brands 
itar  Depot  inc    800  421  9175 
USA    215  364  7890  PA  800  3  GO  CALL  CANADA  We 
Deliver  MC  V  COD  Dealer  inquiries  invited 
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Real  Estate 


»NA  LAND  BARGAIN  Own  70  200 
-  priced  from  $299  per  acre  on 

Wnl  rse  Ranch,  a  premier  ranch  of  over 
cres  in  the  heart  of  the  true  Old 
:all  1  800  252  LAND  for  FREE  color 

-s"  aphs  and  information 


TANDY  RADIO  SHACK 


Our  1 2th  \  ear  of  DISCO!  NTS 

Computers  and  Cellular  Phones 

Freight  Prepaid— Sate  Tax 

loll  tree  800-231-3680 

«lf  mflRYITIRC  INDUSTRIES  INC 

22511  Kai\  h»v. 

Kat)  (Houston)  TX  77450 

1-71 3-392-0747  FAX.  (713)  574-4561 


NOBODY  DOES  FAX  BETTER.  Discount 
prices,  full  service  and  training  on  the  top 
lines  of  facsimile  machines  Sharp  Murata. 
and  Ricoh  Call  us  before  you  pay  more  and 
receive  less  from  somewhere  else  Call  toll 
free  1  800  342  3299,  FAX  OF  AMERICA. 
America  s  low  price  fax  distributor 


Inventories  Purchased 


*■»  ^  >  * 


REDUCE  YOUR  INVENTORY 
FOR  CASH  NOW! 

IrVe  Buy  •  Integrated  Circuits  •  Semiconductors 
'  Discrete  Components  •  Electromechanical  Equip 
•  Computer  Parts  &  Peripherals 
•  Sub  Assemblies  to  Finished  Goods 

NO  RISK! 

For  a  spot  quote  or  further  information, 
|  Call:  (201)  941-5000,  or  ju8l  Fax  your  list:  (201)  939-8918 

Attention:  Allan  Berkun  * 

AMERICAN  SURPLUS  TRADING 

FT/  81 5 Fatrview  Avenue,  PO.  Box 220.  Fairview.  NJ  07022 
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Wine  Cellars 


Dukf 

Inqulnrt  Invllrd 
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Wt  Will  W  Hr  I  nd,ruiUl-J  all  u.  I  :r:t 

INECELLARS 

Modal  Rvttil  Your  CM 

440  Bottle  Capacity                             $2494  $1695 

700  Bottle  Capacity                               3495  1995 

250  Bottle  Capacity                               1795  1395 

250G  (full  see-thru  door)                        2195  1695 

296  Credenza  (Low  Boy) 2495  1695 

Separate  Cooling  Units:  48755' 

600  Bottle  Commercial  Unit                 4995  3495 

880  Bottle  Double  Wide  Unit               4495  2995 

1400  Bottle  Capacity                             6500  3795 

60  Bottle,  glass  door                               699  : 

Non  wood  unit -Not  hand-made 


only 


s2 


,85 


pottle 


^&  PrTode> 


Custom  Cellars  G  Racking  Systems  *  Call  lor  our  catalog 
WlNECELLARS-USA     (800)  777-VINO  or  (800)  777-8466 

*  839So.LaBreaAve.  *  Los  Angeles.  CA  90036  *  Olympic  Sales  Co 

•  Visa/MC/AmEx/Discover  *  We  Ship  Anywhere!  *        Since  1 947 


Corporate  Gifts 


Corporate 

Neckwear 

,j  (150  pc.  min.) 

Quality  recognition 

from  ties  and  scarves 

customized  with 

company  logo. 

A 

Barnard  Maine  itd. 

55  Mead  Avenue 

Cos  Cob  •  CT068<n 

Dept.  BW  (203)  869  3006 


Steel  Buildings 


J$& 

Hill; 

CM 

I 

HERITAGE 

BUILDING  SYSTEMS 

1-800-643-5555 

FACTORY  DIRECT  SALE 

50x75  x  12                              ■    Si  2  364  OO 

80x180x16 

$22,956.00 

We  ship  com 
your  jobsrte 
engineer  star 
Canada.  20- y 
factory  3CXX 
on  all  snow) 
FREE  broc 

mertial  steel  buildings  to 
nationwide  complete  with 
nped  drawings  for  USA  or 
ear  warranty  20#  roof  FOB 
standard  sizes  available 
oads.  Call  for  pricing  and 
lures.  FAX  501-374-4165 

Executive  Gifts/Merchandise 


Slash  PC  training  costs,  boost  produc- 
tivity Set  our  keyboard  templates  and 
quick  reference  guides  tor  popular 
Over  600  000  in  use  Plastic  tern 
plates  $16  95  lull  color  reference  guides 
$19  95  60  day  guarantee  Custom  tern 
plates  available  For  information  or  to  order 
H00762  7874.  SMA  Inc 


The 

Corporate 
Choice*  * 

Americas  top  companies  can't  afford 
to  look  second-rate  That's  why  they 
choose  our  distinctive  corporate  image 
products.  American  made  caps,  shirts, 
lackets  and  more  .and  now  finely 
crafted  gift  items,  too.,  each  with  your 
name,  logo  or  custom  design  Discover 
the  quality  difference 


CALL  FOR  FREE  CATALOG 

800-792-2277 

IN  CA  800-826-8585 

s^!££,      3952  POINT  EDEN  WAY 
*?  P™gl  ^  HAYWARD  CA  94545 
*'♦»/«,„  .»*v        FAX  (415)  786-1111 


Business  Services 


TRACTOR  /  TRUCK 


FULL  SERVICE  LEASE  CONSULTANTS 


SPECIALIZING  IN  Tffl  CXLEASI  NEO  ITA1    NS 


YOUR  SAVINGS  DETERMINE  OUR  PEE 


INTERNATIONAL  LEASE  CONSULTANTS.  INC 


914  •  698-3229.  OFFICES  THROUGHOUT  USA. 
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Fitness 


HOME  SWEAT  HOME: 

THE  NEW  EXERCISE  MACHINES 


It  began  with  bikes.  And 
from  those  little  station- 
ary cycles,  the  home  exer- 
cise scene  has  blossomed  into 
a  virtual  health  club's  worth 
of  cardiovascular  and  muscle- 
building  products.  In  the  past 
two  years  in  particular,  "the 
market  has  been  completely 
revolutionized,"  says  Jeff 
Bernier,  regional  manager  for 
Home  Fitness  Studio,  an  East 
Coast  retailing  chain.  Ma- 
chines have  gotten  smaller, 
quieter,  and  more  attractive — 
"some  are  even  sculpted  like 
a  work  of  art,"  says  Bernier. 
As  the  market  has  in- 
creased, so  have  the  price 
ranges.  What's  the  difference 
between,  say,  a  $100  station- 
ary cycle  and  one  for  $2,100? 
Or  a  $300  treadmill  vs.  a 
$3,000  one?  To  some  extent, 
construction:  Products  selling 
for  less  than  $400  tend  to 
have  flimsier  materials,  less 
powerful  engines,   and  parts 


that  are  bolted  instead  of 
welded.  But  the  main  reason 
is  electronic:  The  little  com- 
puter chips  that  give  you 
feedback  on  your  perfor- 
mance, offer  programmed 
courses,  and  have  snazzy 
graphic  displays  are  what 
send  prices  into  four  figures. 
easy  rider.  Some  items  are 
mainly  bells  and  whistles. 
Most  "calories  burned"  indica- 
tors calculate  them  for  a  155- 
pound  individual — no  more 
than  a  starting  figure  if  you 
weigh  more  or  less.  But  the 
electronic  extras  do  serve  a 
purpose.  "If  there's  some- 
thing on  a  screen,  it  helps 
fight  the  boredom  factor," 
says  Marc  Onigman,  publish- 
er of  Club  Industry  maga- 
zine. Indeed,  it  would  be  hard 
to  be  bored  with  Precor's  Cy- 
cle Simulator  ($2,395),  whose 
video-game-like  graphics  de- 
pict a  variety  of  rides:  You 
can  race  other  bikers  or  pedal 


alone  through  mountains,  des- 
erts, or  San  Francisco  streets. 

The  key  is  to  make  sure  the 
fancy  display  panels  don't 
mask  a  fundamentally  cheap 
machine.  Some  fitness  experts 
feel  the  best  home  equipment 
is  made  by  manufacturers  of 
commercial  equipment,  "be- 
cause nobody  is  going  to  fool 
gym  owners,"  says  Onigman. 
But  good  home  machines 
aren't  just  scaled-down  ver- 
sions of  the  institutional  line. 
They  should  truly  be  adapted 
for  the  home. 

Take  treadmills.  Because 
gym  models  are  in  constant 
use,  they  require  powerful 
but  noisy  engines  that  start  at 
full  speed.  A  machine  geared 
for  home  workouts  should 
have  a  quieter,  slower-start- 
ing motor,  which  is  much  saf- 
er, says  John  Lazi,  manager 
of  Gym  Source,  a  New  York 
retailer.  Among  his  favorites 
is  the  True  Tech  ($3,300)— it's 


sleek,  compact,  and  3 
"you  won't  hear  it' 

Although  treadmil 
perennial  favorite,  thjli v 
products  these  days 
climbers.   Ranging 
from  $400  to  $5,000, 
fer  both  an  aerobic  a 
aerobic    workout — ;  < 
less  stress  on  your  k  t 
the   lower  end,   thei  s 
cor's   718e   ($450),   w|(f 
sembles  a  pogo  stick 
pedals. 

Near  the  top  is  th 
Climber  ($3,000).  H( 
place  hands  and  feet 
that  slide  up  and  d< 
ners  in  an  inclined  pol 
you  "climb"  up.  Mear 
computerized  moni 
plays  your  heart  rate 

Other  innovative   AC 
are    cross-country    s  i 
chines,  which  offer  g  n 
body  workoiits.  Nordi<  \<m 
Achiever  600  ($689)  sj : 
electronic  speedomet 
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FISTFUL  OF  DOLLARS:  CHROME  PLATING  C 
EXTRA,  BUT  IT  CAN  ADD  A  TOUCH  OF  CLASS 
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time  and  distance,  too, 
s  can  calculate  calories 
Some   might    prefer 

ign  iif  Fitness  Ma 
reiser  ($549).  Instead  of 

■r  level  pulleys,  the  ma 
levers  that  stick  up 
he  lia.se  like  ski  | 
ver  model  you  choose, 
ake  a  few  hours  to  get 
Ulg  of  it.  Says  Paul 
a  vice-president  at  Pre- 

'ou  do  feel  like  an  unco- 

ai  :ed  jerk  when  you  first 
one." 

ionary   bicycles — still 
j^gest-selling  type  of 
- 1  lent — are  also  getting  a 
ig  j  >ok,  in  the  form  of  re- 
in, nt  and  semirecumbent 
an    The  seats   on   these 
i  ire  low  to  the  ground, 
St  s  pump   from  a  more 
toijatal  position.  Although 
vjvhat   bulky,   they   are 


more  comfortable 

than         uprights 
and,      advocates 

say,    provide    a 

better   workout: 

Blood  circulates 
faster  and  mus- 
cles tire  less  easi 
ly.  One  new  bike, 
the  computerized 
Cycle  Plus,  comes 
with  movable 
handlebars;  riders 
can  work  the  low- 
er body,  the  upper  body,  or 
both.  At  $3,495,  it  costs  about 
$1,500  more  than  conventional 
top-of-the-line  cycles — but 
since  it's  a  bike-rower,  it's  two 
machines  in  one. 
add-ons.  Fitness  buffs  more 
into  calisthenic  than  cardio- 
vascular work  should  consider 
multistation  units,  which  pack 
an  entire  exercise  circuit  into 


one    weigh!  i  ■ 
tance  device  The 

innovation  In 

the     replacement 

of   the    traditional 

flat    bench    ; 

with     a     vertical 
one,   which   occu 

pies  less  Bpace 
and  means  fewer 
cable  changes. 
Most  high-quality 
devices,  which 
start  at  around 
$1,300,  feature  at  least  22  ex- 
ercises and  offer  several  add- 
on features.  Options  available 
on  Pacific  Fitness'  Premier 
(base  price  $2,500)  include  the 
"pectoral  fly,"  the  "vertical 
knee  raise,"  and  the  "abdomi- 
nal crunch." 

Multistack  units  let  the 
whole  family  work  out  togeth- 
er.   Paramount    Fitness    and 


California     Gym     both     make 

feral    ita< 

and   additional 
Two-Stack    unit-     .tart    around 
$8,000,    and    unit  .    with    four, 
six,   or  eighl  n    run 

from    $5,000    up    to    $11,000, 
l.a/.i. 
Although  equipment  can  he 

ordered  by  mail,  stick  with  a 
specialty  fitness  store  Trying 
out  the  equipment  is  essen- 
tial. And  you'll  have  a  source 
for  service  in  the  not-so-un- 
likely  event  of  breakdowns. 
You  might  also  give  a 
thought  to  aesthetics.  If  the 
device  is  going  in  the  bedroom 
or  the  den,  why  not  spend 
$200  more  for  chrome-plated 
weights  or  an  extra  $100  for 
leather  seats?  After  all,  as 
Jeff  Bernier  says,  "you  don't 
want  the  place  looking  like 
Rocco's  Gym."  Troy  Segal 


s  i  the  real  estate  contrar- 

r  gc  i  capital  of  the  world. 

xas    property    of    all 

jpl  is   changing   hands   at 

nets    that    would    make    a 

Yorker's  mouth  water: 

MTj'ntial   lots   for  $1,500, 

if    ment    complexes     for 

per  unit,  premier  office 

ngs  for  40%  of  replace- 

value. 

\e  shrewd  investors  are 
ly  on  the  scene.  Stephen 
>w  recently  moved  from 
Francisco  to  Dallas  to 
kffice  buildings  for  Bear 
ns'  private  placement  cli- 
Says  Jarchow:  "This  is 
reat  cyclical  real  estate 
tunity  of  our  time." 
'  the  extremely  well- 
d,   participating   is  as 

as  writing  a  check  for  a 

Ittllion  and  mailing  it  to  a 
•nt  bottom  fisher.  Hut 
est  of  us  aren't  out  of 
ame  First,  find  a  local 
if  you  don't  know  Texas 
ets  well  or  don't  have  six 
lis  to  scout  every  office 
ing  m  downtown  Dal 
is  Jarchow   did. 


Underemployed  real  estate 
brokers  and  developers 
abound  in  Texas.  If  they're 
still  in  business,  they  know 
their  way  around  the  foreclo- 
sure lists.  But  don't  go  ex- 
pecting to  make  a  quick  kill- 
ing. Real  estate  is  cheap  in 
Texas  because  the  state  may 
not  shake  off  the  worst  of  its 
real  estate  glut  for 
10  years.  The  trick  is 
to  snap  up  the  prop- 
erties that  will  re- 
cover sooner  rather 
than  later. 

DALLAS    DEALS.    The 

experts  say  residen- 
tial real  estate  will 
recover  faster  than 
commercial  proper- 
ty. Apartment  and 
home  prices  could  be 
back  to  replacement 
costs  inside  of  two 
years — depending  on 
location.  Houston 
prices  are  already 
moving  up,  while 
Dallas,  San  Antonio, 
and  Austin  are  still 
drifting  down.  Dallas'  com- 
mercial prospects  are  better 
than  the  other  cities',  but  still 
uncertain.  For  investors  with 
sufficient  cash  reserves,  that 
niav  he  a  risk  worth  taking. 
"I  would  rather  be  early  than 
late,"  says  Keith  Allaire,  vice- 
president  at  Robert  Stanger 
&    Co.,   which    follows    limited 

partnership  investments. 


Good  property  management 
is  also  essential.  Even  in  the 
fastest  recovery,  just  a  few 
bad  tenants  can  turn  your 
Texas  real  estate  play  into  a 
long-distance  nightmare.  Raw 
land  and  condominiums  are 
fairly  easy  to  maintain  from  a 
distance,  but  both  will  be  lag- 
gards in  the  recovery.  Condos 


have    never    sold    well    in 
sprawling  Texas  cities. 

Can  you  play  with  only 
$5,000  or  $10,000,  short  of 
packing  your  hammer  and 
catching  the  bus'.'  Yes.  The 
Merrill  Lynch  Real  Estate  Re 
covery  Fund  is  offering  limit- 
ed partnerships  (LPS)  in  | 
increments.  While  the  fund 
can  buy  beyond  Texas,  two  of 


its  first  three  purchases  are 
Houston  apartment  complex- 
es. But  commissions  and  oth- 
er selling  costs  eat  up  10%  of 
your  initial  investment.  Also, 
the  popularity  of  LPs  is  in  a 
slump,  thanks  to  the  dismal 
performances  of  those  that 
paid  full  price  in  Texas  five 
years  ago. 

Another  approach 
is  via  real  estate  in- 
vestment trusts,  or 
mutual  funds  for 
buildings.  A  few 
REITs,  such  as  Hous- 
ton's Weingarten 
Realty  and  El  Paso's 
Property  Trust  of 
America,  prospered 
right  through  the 
bust,  so  you  know 
they're  well  man- 
aged. REITs  trade  on 
dividend  yield:  As 
the  Texas  economy 
improves,  the  trusts' 
cash  flow  should  in- 
crease, supporting 
higher  dividends  and 
share  prices. 
In  the  old  days  investors 
could  count  on  generous  tax 
treatment  from  Uncle  Sam  to 
make  contrarian  real  estate 
plays  more  rewarding.  X" 
more.  What  has  Texas  real  es- 
tate executives  smiling  again, 
however,  is  that  building 
prices  are  SO  low  now  that 
rentals  can  he  profitable  any- 
way. Todd  M 
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Smart  Money 

CLIMBING  ABOARD 

THE  TANKER  TURNAROUND 


ost  investors  betting 
Ion  a  revival  of  the 
world  oil  market  take  obvi- 
ous routes — buying  stock  in 
oil  companies  or  shipping 
companies,  or  making  a  fu- 
tures market  play  in  oil  it- 
self. But  those  after  a  purer 
play  have  a  new  choice:  in- 
vestment companies  and  lim- 
ited partnerships  that  buy 
and  operate  used  oil  tankers. 
Through  funds  aimed  at 
investors  who  can  pony  up  at 
least  $250,000,  Citicorp  Pri- 
vate Bank  and  Chase  Man- 
hattan Bank  offer  a  way  to 
cash  in  on  the  tanker  upturn. 
Based  on  the  estimated  re- 
sale prices  of  its  vessels,  Citi- 
corp's closed-end  fund,  First 
Olsen  Tanker,  can  show  in- 
vestors a  paper  gain  of  more 
than  40%  since  its  launch  last 
February. 


Partnerships  that 

buy  used  tankers  are 

bringing  in  gushers 


Savvy  investors  approach 
the  shipping  industry  with 
some  trepidation:  It's  known 
for  its  volatility.  But  experts 
say  the  market  is  buoyant. 
At  a  recent  shipping  confer- 
ence in  Piraeus,  Greece, 
"there  was  a  sense  of  eupho- 
ria among  shipowners,"  re- 
ports Yoram  Kinberg, 
Chase's  managing  director 
of  special  investments. 
aging  fleet.  The  change 
comes  from  bright  industry 
fundamentals.  After  years  of 
seeing  their  tankers  languish 
in  Norwegian  fjords,  owners 
find  oil  demand  rising  and 
the  fleet  shrinking.  "We  an- 
ticipate a  tightening  of  sup- 
ply and  demand,  moving  to  a 
shortage"  of  tankers,  says 
Jean-Luc  Basle,  vice-presi- 
dent of  Citicorp's  global  ship- 
ping division. 


On  the  demand  side,  an 
end  to  the  Iran-Iraq  war 
means  more  oil  for  tankers 
to  carry — and  makes  tankers 
safer  to  own  and  cheaper  to 
insure.  After  a  period  of 
overbuilding  in  the  1970s, 
few  new  ships  have  been 
built  lately,  the  existing  fleet 
is  already  aged,  and  ship- 
building capacity  is  down. 

The  funds  invested  $30 
million  to  $50  million  each  in 
four  or  five  used  oil  tankers 
while  they  were  still  relative- 
ly cheap;  they  aim  to  sell 
them  after  prices  climb. 
Meanwhile,  because  of  rising 
freight  rates,  investors  can 
also  make  a  tidy  profit  from 
ship  operations. 

So  far,  so  good — and  the 
numbers  reflect  it.  Last  Feb- 
ruary, when  a  new  tanker 
cost  $35  million,  Citicorp 
bought  used  ones  for  $12 
million.  Similar  used  tankers 
fetch  at  least  $16  million 
now.  Building  one  today 
would  cost  about  $45  million, 
and  that  would  take  about 
two  years. 

abandoning  ship.  One  early 
investor  in  oil  tankers  is 
James  Tisch,  a  vice-president 
of  Loews.  He  bought  six 
tankers  in  1985,  when  they 
were  selling  for  less  than 
their  scrap  value.  It  still  isn't 
too  late  to  get  in,  says  Tisch, 
but  "people  will  now  make 
more  money  through  operat- 
ing income  increases  than 
the  price  appreciation  of  the 
ship." 

Still,  the  overall  return 
hinges  heavily  on  the  tank- 
ers' resale  value.  Since  inves- 
tors commit  their  capital  for 
at  least  five  years,  it's  the 
fund  manager  who  decides 
when  to  jump  ship.  "We  are 
so  close  to  the  industry,  we 
should  be  able  to  see  when 
it's  time  to  get  out,"  says  Ci- 
ticorp's Basle.  That  is,  as- 
suming the  industry  itself 
isn't  blinded  by  optimism — 
once  again.        Leah  Nathans 
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THE  NEW  YORKER  LANDAU:  A  PLUSH  INTERIOR  AND  A  GADGETYl 


Autos 


YESTERYEAR'S  LUXURY 
IN  A  CUSHY  NEW  CHRYSLER 


Steak,  not  sushi.  Brooks 
Brothers,  not  European 
suits.  And  for  those 
looking  for  the  familiar  in 
their  car,  there's  Chrysler's 
New  Yorker  Landau. 

Like  the  best  traditional 
American  cars,  the  New 
Yorker  combines  a  reliable — 
if  not  racy — engine  with 
brakes  that  react  fast  without 
grabbing.  The  ride  is  padded, 
although  not  quite  as  plush  as 
the  billowing  land  yachts  of 
earlier  decades.  But  it's  the 
well-appointed  interior  of  the 
New  Yorker  Landau  that's 
reminiscent  of  luxury  cars 
you've  known  and  loved. 
wizardry.  Forget  perfor- 
mance cars  and  their  drive-by- 
spine  philosophy.  The  New 
Yorker,  which  starts  at 
$19,509,  has  plush  seats  you 
sink  into.  It  seats  six — at  a 
squeeze.  (Four  would  be  more 
comfortable.)  Without  trying 
to  overwhelm  you  with  elec- 
tronic wizardry,  the  instru- 
ment panel  offers  enough 
gadgetry  to  satisfy  your  de- 
mands for  top  quality  in  the 
heating,  air  conditioning,  and 
sound  system  (with  separate 
volume  controls  in  the  back 
seat).  The  control  buttons  are 
neither  too  small  nor  too  close 
together.  Naturally,  the  spa- 
cious trunk  has  a  power  latch, 
which  closes  automatically 
with  minimum  force. 

For  all  that,  big  or  tall  driv- 
ers looking  for  an  alternative 
to  the  current  crop  of  down- 
sized cars  will  discover  a  few 


inadequacies    in    th 
Yorker  Landau.  If  y( 
size  is  much  over  1 
find    your    foot   wed 
tween  the  floor  and 
derside   of  the   steer 
umn   when   you   brakl 
while  backseat  passen 
joy  moderate  knee  roo 
those  with  small  feet 
the  foot  room  under  t 
seats  surprisingly  li 
such  a  big  car. 

Also,  the  nonretracti 
die  seat  belts  clutter 
interior.  Still,  it  you're 
for  an  Eighties  high-t| 
dan  with  the  big  car 
Sixties  gas  guzzler,  t 
dau  may  be  just  the 
you.  Jim 


Worth  Noting 


■  BICENTENNIAL  BASH. 

early  if  France  is  on 
travel  schedule  this  yea 
the  200th  anniversary  < 
revolution,  plus  the 
Tower's  100th.  Some  i 
uled  special  events:  the 
ing  of  I.  M.  Pei's  pyran 
trance  at  the  Louv 
spring,  the  tower's  bir 
party  on  May  26,  and  a 
opera  festival  at  Versa 

■  LEARNING  TAX.  Start] 

1989,    reimbursement 
your  employer  for  edu 
al  courses  that  aren't 
lated   count   as   taxab 
come.     The     rule     apt 
whether  or  not  the  st| 
go  toward  a  degree. 
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PERSONAL  E 


What's  your  excuse  this  time? 


Unfortunate,  isn't  it  The  same 
problems  keep  happening  again 
and  again.  Objectives  are  not  met 
Plans  go  awry.  One  good  solution 
for  you  -  and  your  entire  staff — is 
the  Time/Design"  Management 
System 

This  unique  business  too!  allows 
individuals,  whole  departments, 
divisions,  even  entire 


companies  to  plan  projects, 
coordinate  scheduling,  delegate 
tasks,  and  turn  ideas  into  action. 
In  short,  to  get  the  job  done,  with 
a  minimum  of  mistakes  and  little 
or  no  wasted  time. 

The  Management  System  is  one 
of  the  effective  management  tools 
offered  by  Time/Design  Can  you 
afford  not  to  find  out  about  it9 


Call  our  toll-free  800  number,  or 
fill  out  the  coupon  below  and  send 
it  to  Time/Design,  1 1835  West 
Olympic  Boulevard,  Suite  450, 
Los  Angeles,  CA  90064-5005. 

Call  today,  and  we'll  help  you 
manage. 

Call  toll-free: 

1 800  637-9942,  Ext.  304 


Yes  Id  like  to  receive  information  about  the  Time/Design  Management  System  I  understand 
that  there  is  no  obligation 
Mail  to  Time/Design  1 1835  West  Olympic  Boulevard  Suite  450.  Los  Angeles  CA  90064-5005 


~l 


Name. 


Company. 


.Stale. 


.Zip. 


Business  Phone  ( . 


BW4 


H  Time/Design 
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The  first  computing 
magazine  they  read  as  if  their 
careers  depended  on  it. 


There's  a  good  reason  why  LOTUS  has  become  an  indispensable  resource 
for  business  people. 

Only  LOTUS  focuses  on  helping  managers  and  professionals  use  per- 
sonal computer  technology  to  improve  decision-making  and  productivity 

In  fact,  a  recent  survey  of  business  and  computing  magazines  con- 
cludes that  "LOTUS  is  perceived  as  providing  the  most... reliable,  practical 
and  unique  information... 


Moreover,  it  is  the  only  com- 
puter publication  to  score 
disproportionately  high 
among  top  managers."* 

And  90%  of  our 
readers  influence  personal 
computer-related  purchase 
decisions. 

So  if  you're  out  to  sell 
computer  products  to 
business,  it  doesn't  take 
a  computer  to  figure  out 
your  next  move:  Include 
the  new  standard  in  com- 
puting magazines  in  your 
media  plan,  by  calling  our 
Associate  Publisher,  Jim 
Pierce  at  (617)  494-1192. 


LOTUS 


I   G   f   B   S      AND      PffOFESS 


t'K<  Hli    I  !V,  V  il   K  \M  IKKMU  1 


WE'VE   DEFINED  A   NEW  STANDARD   FOR  COMPUTING  MAGAZINES 


edby  Populiu  ln<     exclusively  for  Lotus  Devvlopmcm  Corporation  Dccembvi    I  *         I9B8  Lotus  Publishing  t 
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MORE  FEET  FOR  YOUR  LEGS. 
BECAUSE  ITS  A  LONG  STRETCH 

T^^   T^^l^^f^^     You'll  feel  crowded  enough  once  you  get  to  Tokyo. 
I  ^^     I  ^^^V  I  >■••   You  shouldn't  have  to  endure  it  on  the  long  flight  over. 

On  Malaysia  Airlines,  we  make  sure  your  legs  have  more  feet  to  stretch  out.  In  fact, 
the  42"  seat  pitch  and  our  two  across  seating  in  our  Business  Class  is  what  many  airlines 
call  First  Class. 

In  the  comfort  of  our  Golden  Club  Class,  in  the  privacy  of  our  stretched  upper  deck,  you'll 
find  only  thirty-eight  passengers.  Thirty-eight  smiling,  relaxed,  pampered  passengers. 

So  next  time  you  fly  to  Tokyo,  or  anywhere  in  our  world,  choose  Malaysia  Airlines. 
Sit  back,  relax  and  experience  the  gentle  warmth  and  charm  that  only 
Malaysians  can  offer. 


ftmalaasia 

^y     ™ —  ^J  AIRLINES 

ENCHANTMENT  WHEREVER  YOU  FLY 


DAM  •  BANCKOK  •  DUBAI  •  FRANKFUR1  •  HUNG  KONG  •  KUAI  \ll  MPIIR  •  LONDON  »LOS  INGEI  ^  •  M  VDRAS  .  MM  HOI  KM  •  PARIS  •  PERTH  •  SECM  L*  SYDNEY  *1  ura  •  TOKYO 
FOR  RESERVATIONS  i'i\n.  r  YOUR  PAVOUIUTl  Ikun  U.IMuk  Ufl  MM  WSIA  UKI  INBS  OFFICE   LOS  ANGELES  TS]     21  »6424B4tO>(  M  I.  OCR  TOLL-FREE  NO  I-ooo-tJl  S641 
SAN  FRANCISCO  TBI  H1CAGOTEI    1312)  MS-QMS.  NEW  YORK  TBI 
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The  Chinese  know  we  mean  business  Chin, 
one  of  the  business  world's  final  frontiers.  If  yJ 
do  business  there,  you  know  precisely  hoi 
highly  our  magazine  is  regarded.  With  our  su: 
stantial  readership  of  500,000,  we  are,  very  sin 
ply,  China's  link  to  the  world  business  comir  il 
nity.  We  are  the  international  business  handbo  I 
of  top  government  and  trade  officials.  If  you  a 
considering  marketing  to  China,  consider  al 
that  for  very  low  cost  your  ad  can  run  in  Busine 
Week's  International  Business  and  Manageme 


- 


L 


For  further  information  contact:  Hal  Berry  212/512-3867 
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MICROPROS 
PERCONDUCTIV 
NEURALN  TWC 
iUPERCOMPUT 
NETK  RESONANCE  i.  W 
ELECTRONIC  PRE-PRES' 
iUPERCHIPS- MICRO"   ,, 


America  has  awakened. 

As  the  world  questions  our  ability  to  compete, 
we  are  responding  with  a  renaissance  of 
innovation.  It  is  a  resurgence  of  profound 
economic  consequence  to  corporate  America. 
So  this  June,  Business  Week  will  introduce  an 
important  new  bonus  issue-//7novaf7on  In 
Amer/ca-comprehensive  coverage  of  science, 
technology,  R&D  spending,  and  managing 
and  financing  innovation. 

Innovation  in  America.  The  first  major  report 
on  our  nation's  new  "revolution."  Include  it  in 
your  media  plan.  And  profit  from  another 
innovation  from  BUSffleSSMfeelC 

For  more  information  about  Innovation  In  America  and  the  new 
Bonus  Issue  Discount  Plan  contact  your  local  Business  Week 
representative. 


©1988  McGraw-Hill  Inc 


SATISFY 

YOUR 

LUST  FOR 
POWER AND 


MONEY. 
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The  PowerMate®  1/ Pin  writer*  P2200  combination. 
Big  on  power,  small  on  price.  Go  ahead.  Take  a  nice  long  1< 
at  this  powerful  1-2  punch  from  NEC. 

First,  the  PowerMate  1.  Driven  by  Intel*  80286  technolol^li 
it  flies  through  whatever  you  ask  it  to  do  at  a  10  MHz  clip.  Coi  ^ 
with  six  AT-compatible  expansion  slots.  And  takes  up  no  mi  um 
space  than  a  chessboard.  So  it  leaves  most  of  your  desk  un- 
touched. At  a  price  that  leaves  most  of  your  checkbook  untou  j 

Next,  the  very  versatile,  very  affordable  P2200.  Very 
impressive,  because  it  brings  home  24-wire  quality  for  a  9-wii  E 
price.  Cranks  out  55  letter  quality  CPS  or  170  in  draft  mode 
Flawlessly  produces  up  to  128  type  variations  in  a  single  docu  "" 
And  offers  more  software  support  than  any  other  24-wire  prii 

Call  NEC  Information  Systems  at  1-800-343-4418 
And  find  out  more  about  the 
PowerMate  1  /Pinwriter  P2200  combination 

The  two  business  tools  you  need,  to 
satisfy  the  two  things  you're  really  after. 

NEC  Information  Systems,  Dept.  1610, 1414  Massachusetts  Ave.,  Boxborough,  MA  ( 
C*Cc-~ ■«■ — "•'■- 
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moving.  Still,  interest 
edging  up — and  90-day 
*  yield  nearly  as  much 
ir  bonds.  This  relation 
>s  many  equity  investors 
tften  precedes  a  decline 
trices.  For  goldbugs, 
the  decline  has  already 
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38.  According  to  the  rel- 
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S&P  500  26-week  moving  average  270.8  270.6  Positive 

Stocks  above  26-week  moving  average  39.0%  38.7%  Neutral 

Speculative  sentiment:  Put/call  ratio  0.32  0.34  Neutral 

Insider  sentiment:  Vickers  sell/buy  ratio  1.29  1.29  Positive 
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Foreign  stocks 
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Treasury  bonds 
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Money  market  fund 
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Gold 
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BUSH'S  WINDOW  OF 
OPPORTUNITY  FOR  PEACE 


When  George  Bush  takes  the  oath  of  office  on  Jan. 
20,  he  will  face  a  world  that  has  changed  remark- 
ably since  1981.  There  is  a  chance  to  lower  signifi- 
cantly the  risk  that  the  superpower  rivalry  could  trigger  a 
nuclear  war.  Bush's  challenge  is  to  seize  the  opportunity. 
Instead  of  waging  cold  war,  he  must  manage  detente. 

The  possibilities  are  suggested  by  developments  in  Presi- 
dent Reagan's  last  year,  including  the  U.  S.-Soviet  pact  to 
remove  medium-range  nuclear  missiles  from  Europe,  Mos- 
cow's decision  to  pull  its  troops  out  of  Afghanistan,  and  the 
U.  S.-mediated  accord  in  southern  Africa  that  will  scale  down 
Angola's  civil  war.  These  turning  points  have  a  common 
denominator:  the  growing  recognition  by  the  Soviet  Union 
and  other  communist  countries  that  their  economic  and  polit- 
ical system  has  failed.  To  overhaul  the  stagnant  Soviet  soci- 
ety, Mikhail  Gorbachev  needs  to  lower  external  tensions.  He 
is  proposing  further  arms  cuts  and  a  more  active  Soviet  role 
in  peacemaking  from  the  Middle  East  to  Southeast  Asia.  To 
make  the  most  of  these  opportunities,  Bush  must  make  sure 
that  the  network  of  U.  S.  alliances  remains  firm.  In  Europe, 
where  Gorbachev  proposes  troop  cutbacks,  the  U.  S.  and  its 
allies  must  insist  on  a  basic  restructuring  of  conventional 
forces  to  lessen  the  ability  of  either  side  to  wage  aggressive 
war.  Similarly,  further  cuts  in  nuclear  arms  must  reduce 
offensive  capabilities. 

In  the  Mideast,  the  Palestinian  uprising  has  triggered 
basic  changes  in  attitudes  of  the  Palestine  Liberation  Orga- 
nization and  key  Arab  countries  toward  Israel,  opening  the 
prospect  for  a  settlement  guaranteeing  Israel's  security  in 
exchange  for  a  Palestinian  state  (page  59).  The  U.  S.  should 
use  its  influence  to  encourage  new  initiatives  by  all  parties, 
including  Israel,  toward  peace.  In  Central  America,  there  is 
a  fresh  chance  to  back  the  regional  peace  plan  launched  by 
Costa  Rican  President  Oscar  Arias  Sanchez — and  to  agree, 
with  the  Soviets,  to  halt  the  flow  of  weapons  into  the  area. 

For  40  years,  U.  S.  strength  and  diplomacy  have  been 
focused  on  containing  the  Soviet  threat.  For  President  Bush, 
Moscow's  troubles  have  created  an  opening  for  U.  S.  leader- 
ship toward  a  more  enduring  peace. 


RICO:  A  LAW 

TOO  BIG  FOR  THE  JOB 


The  Racketeer-Influenced  &  Corrupt  Organizations  Act 
is  a  powerful  instrument  in  the  hands  of  both  prosecu- 
tors and  lawyers  for  private  plaintiffs.  Drexel  Burn- 
ham  Lambert  Inc.  moved  to  settle  criminal  charges  of  secu- 
rities fraud  largely  because  it  feared  that,  under  Rico,  the 
government  could  freeze  millions  of  dollars  in  assets  and 
hobble  the  investment  firm's  operations  (page  34).  Securities 
firms,  which  depend  on  vast  amounts  of  unsecured  credit 
from  very  conservative  borrowers,  are  especially  vulnerable 


to  the  financial  uncertainties  and  psychological  taint 
by  a  RICO  indictment.  Other  companies  have  struggi 
the  law's  civil  provisions,  which  leave  corporations  < 
fessionals  vulnerable  to  triple  damages  for  what  one 
considered  ordinary  transgressions. 

Wrongdoers  should  be  punished — but  fairly.  Rl 
signed  to  help  federal  prosecutors  nail  mobsters,  g 
beyond  that.  It  permits  seizure  of  allegedly  ill-gottei 
at  the  time  of  indictment — before  conviction — and  c 
triple  damages  if  private  plaintiffs  can  prove  the  de: 
committed  two  of  a  laundry  list  of  offenses  wit] 
previous  decade. 

Congress  should  narrow  Rico's  reach  and  stem  its 
One  way  to  do  that  is  to  revive  a  measure  that  pas 
Senate  Judiciary  Committee  last  year.  It  ended  tripl 
ages  except  when  there  was  a  previous  criminal  RICO 
tion  or  when  the  violation  involved  insider  trading. 

But  Congress  should  go  further  and  curtail  prose 
asset-seizure  powers,  which  violate  fundamental  cone 
due  process.  Lawmakers  should  require  prosecutors  t 
that  some  threat  to  assets  is  likely  before  they  can  be 
Anything  less  is  a  mockery  of  justice  and  far  more 
than  prosecutors  need  to  enforce  the  law. 


PUT  THE  LABOR  DEPT. 
BACK  TO  WORK 


ow  that  President-elect  George  Bush  has 
Elizabeth  H.  Dole  to  be  Labor  Secretary,  it' 
for  a  hard  look  at  the  department's  rol 
recent  years,  its  lack  of  one.  In  theory  the  Labor 
represents  the  interests  of  working  people.  Thus  it  o; 
at  the  hinge  between  managers  and  the  work  force, 
on  behalf  of  the  federal  government  in  the  interest 
whole  economy.  What  assignment  could  possibly  b 
central  to  the  smooth  functioning  of  a  free  market  eco 

Yet  the  paradox  is  that  for  the  past  eight  years,  un 
Administration  fiercely  committed  to  free  enterpris] 
Labor  Dept.  has  languished.  Part  of  its  troubles,  it  i; 
stemmed  from  the  legal  problems  of  former  Secretar 
mond  J.  Donovan.  But  in  the  same  period  the  depart 
budget  was  sharply  cut,  and  Reagan  made  it  clea 
Labor  was  among  his  lowest  priorities.  As  a  resu 
department  has  not  provided  leadership  in  labor  polici 
must  be  rewritten  if  the  U.  S.  is  to  adjust  to  the  incre 
competitive  global  economy  (page  38). 

Although  Dole  does  not  have  deep  experience  in  col 
bargaining  and  in  other  labor  matters,  at  least  she  ha; 
with  unions  as  Transportation  Secretary  in  the  Reaga 
net.  Now  she  has  a  chance  to  tackle  important  issue 
as  child  care,  parental  leave,  "portable"  pensions,  reij 
education,  and  retraining — programs  needed  to  draw 
into  the  labor  force,  increase  labor  mobility,  and  ma 
functional  illiterate  employable. 

It  is  a  good  sign  that  AFI^CIO  President  Lane  Ki 
endorsed  Dole.  Now  the  question  is  whether  she  h 
skill  and  savvy  to  confront  a  major  crisis:  the  low  tr; 
morale,  and  productivity  of  much  of  the  U.  S.  work  f 
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onarp  nas  lurneu  buence  neuuii  nuu  ^itn^c  id^i  wmi 
a  remarkable  new  invention— the  Wizard.  It's  the  first  pockc 
computer  that  helps  you  organize  your  life  as  never  before. 

With  incredible  ease,  Wizard  remembers  and  reminds. 

SHARP  INVENl 
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If  you  thought  Hewlett-Packard  only 
made  superior  but  expensive  systems, 
maybe  you  should  think  again. 

Just  take  a  look  at  original  purchase 
prices  and  support  costs  over  five 
years.  You'll  see  that  HP  computers 
can  cost  up  to  28%  less  than  compar- 
able IBM,  DEC  and  Sun  systems. 


Savings  made  possible  thanks  to  HP's 
RISC-based  Precision  Architecture. 
And  the  reliability  features  we  design 
into  all  our  products  to  keep  your 
service  costs  low  and  your  systems 
uptime  high. 

With  Precision  Architecture,  we've 
both  simplified  and  speeded  up  the 
computer.  We  use  fewer  instructions, 


fewer  parts.  So  you  get  more  power  in 

;i  smaller  box  for  less  money.  You  can 

even  upgrade  most  systems jusl  l>> 
exchanging  a  lew  boards. 

And  we  build  our  computer  systems 
around  industry  standards  to  give 
you  true  multi  vendor  connectivity 
Another  considerable  cost  saving. 

\\c  also  back  them  with  the  respon 
sive  support  and  sen  ice  that  hasgiven 

I II'  I  lie  best  overall  reeord  in  I  latapro 
surveys*  over  the  past  live  years. 


All  of  which  gives  Hewlett-Packard 

computers  a  significant  edge  over 
our  competitors.  Just  as  they  can  give 
your  company  the  edge  over  yours. 

For  more  bard  tacts  about  HP's 
approach  to  computing,  call  1-800- 
752-0900,  Kxt.  603J. The  call  is  free 

The  sav  m^s  could  be  substantial. 


Note  rhe<  osi  of  ownership  figures  reflecl  the  initial 
pun  hase  price  and  "•  \<  ir  hardware  and  soft  ■• 
Mi|)|Hirt  costs  for  servers  configured  with  operating 
systems,  memory  mass  storage  and  terminal  connec 
nous  Prices  as  of  Octobei  I 
'Based  on  averaging  six  categories  Maintenance 
Effectiveness  Maintenance  Responsiveness 
troubleshooting  Do<  umentation,  Education  and 
Software  Support 
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0  HITACHI 


All  the  news  you  need  to  kno 

Great  new  things  are  happening  at  Hitacl 

All  around  the  world.  In  every  imaginable 

|  For  example,  we're  making  grea£  strides  in 

consumer  electronics.  Our  new  CT3185B  Big  Seres 

TV  will  simply  stun  your  senses.  With  600  lines  o£>, 

^horizontal  resolution.  An  SA/HS  input  jack.  Intelligent; 

remote  control.  And  digital  2TV  that  allows  you  to  \ 

Watch  two  TV  channels  simultaneously^^ 

\      Our  new  VM-610OA  Super  VMS  video  camera 

lies  also  madV  a  lot  of  news  lately.  Its^sophisticatebV 

MOS  Image  Sensor  provideWazor-sharpTi^ages^- 

Fimely  detailed  textures.  Remar'kable  depth  cla<rty 

And  its  adjustable  high-speed  shutter  captures  th^ 

veiy  fastest  action 

The  world  has  dome  to  expect  n\w,  e 


How  Farsighted  Executives  Are 
Using  Their  PC's  For 
'he  Fun  Of  Profit. 


By  William  J.  Spink 

Ft  )i  wars  now  you've  been  hearing 
Jt  the  wonderful  tilings  personal  com- 
ers will  do  for  The  Executive  of  the 
.—at  least  in  theory. 

But  what's  the  reality?  Can  a  PC  help 

enjoy  your  work  more  and  show  a 
ater  profit,  here  and  now?  According 
'our  peers,  the  answer  is  "yes." 

"With  just  a  few  keystrokes,"  says 
„ynch,  Director  of  Corporate  Planning 
|  Research  for  JCPenney  Company,  "I 

screen  companies,  find  possible  ac- 
tions or  'scope-out'  competitors.  It's 
al  competitive  edge." 

Walt  Casey,  V.P.  of  Communications 

ConAgra  says,  "I  spend  a 

of  time  each  day  poking  in- 

ihis  and  tracking  that.  It's 

ch  easier  when  you  can  im- 

■diately  get  the  facts  from  a 

nputer,  rather  than  having  to 

ike  a  series  of  phone  calls!' 

"One  of  Dow  Jones 
i-ws/Retrieval's  services, 
lickSearch,  is  a  Godsend!' 
ds  Jim  Posner,  a  respected 
.ail  consultant.  "It  gives  me 
tailed  corporate  reports 
thin  minutes— I  don't  even 
ve  to  leave  the  office!' 

Instant  information:  the 
executive  advantage. 

To  lead  in  today's  marketplace,  you 
•ed  information  like  that"  Lynch  says, 
apping  his  fingers. 

He  recalls  an  example  of  how  Dow 


Jones  News/ Retrieval-— the  business 
and  financial  information  service  from 
Dow  Jones  &  Company,  Inc.— gave 
JCPenney  Company  a  real  advantage. 

"Let's  just  say  that  a  'major  player' 
in  our  industry  was  being  acquired.  With- 
in a  few  hours  we  knew  more  about  the 
take-over  candidate  than  the  bidder  did. 
Honestly,  we  knew  more  than  some  in- 
vestment bankers  did. 

Decision-making  with 
the  leading  edge. 

"Then  we  started  getting  the  cor- 
porate insider  trading  data,"  Lynch  con- 
tinues. "It  showed  us  some  things  that 
influenced  a  major  deal. 


Wluii  can  you  gtt  from  your  l'i  ? 
Dow  Jones  News/Retrieval  ffves  you. 

•  Exclusive  online  I  the  full 
text  of  The  Wall  St  mi  Journal 

•  Current  and  historical  stock  qu'/ 

•  Business  news  as  it  happens 

•  10-K  and  10-Q  data 

•  Leading  investment  analysts'  reports 

•  Complete  corporate  profiles 

Over 40  services  including  MCI  Mail; 
the  Official  Airline  Guide   and  more. 


Al  Lynch 

Walt  Casev 

James  Posner 

iredor  of  Planning 

Vice  President, 

President, 

and  Research, 

Corp.  Communications, 

fames  Posner 

JCPenney  Co. 

ConAgra,  Inc. 

Assoc.  Ltd. 

"This  service  really  makes  a  differ- 
ence in  the  day-to-day  running  of  your 
business.  It  can  pay  for  itself  very  quickly." 
Surprisingly  easy. 

All  you  need  to  access  the  service  is 
a  PC  and  modem.  Using  the  service  is 


"No  problem!'  according  to  Posner. 

'There's  no  difficulty  using  the  ser- 
vice. I  ask  for  pointed,  specific  informa- 
tion and  get  exactly  what  I  need.  It's 
much  easier  than  manual  research!' 
Walt  Casey  agrees.  "Dow  Jones 
News/Retrieval  is  simple  enough  for  any- 
one who's  at  all  comfortable  with  com- 
puters to  use  it  effectively  from  their 
very  first  day  online." 

Making  the  right  decision. 

There  are  hundreds  of 
online  information  services, 
many  offering  business  data. 
How  can  you  pick  the  best  one? 
"It  was  apparent  from  the 
first  step  that  the  most  useful 
system  was  Dow  Jones 
News/Retrieval!'  remembers 
Casey.  "It  offers  so  much  of 
the  information  you're  looking 
for— from  general  news  and 
stock  quotes,  to  data  on  our 
company  and  industry.  It  was 
,  the  best  single  source!' 

"I've  had  other  services, 
but  Dow-  Jones  News/Retrieval  has  the 
most  useful  business  information  in  the 
right  form!'  says  Posner.  'The  time  I 
spend  'playing'  on  the  computer  makes 
more  money  for  me— and  for  my  clients!' 
Now  that's  the  fun  of  profit!  ■ 


Experience  the  fun  of  profiting  from  your  PC. 

For  a  free  trial,  or  more  information  on  how  your  business  can  profit 
from  a  Dow  Jones  News/Retrieval  Membership, 
call  1-800-321-7176,  Ext.  135A  today. 

Or  fill  out  this  coupon  and  mail  to  the  address  below. 


Name 

Company 

City/State/Zip 


Tide 

Address 

Daytime  Phone_ 


Dow  Jones  News/ Retrieval,  Post  Office  Box  186,  Drexel  Hill,  PA  19026-9973 

Dax  Jones  Ne\ys/Retrie\al 

I  n  mm  I  )<  >\\  |i  Hies  &  (  iiinp.iin   In, 

The  information  that  powers  today's  business:" 


I  hi  i  oflei  expire    lanuar)  31,  I99U 


unpany,  In    \U  rights  reserved  \U  I  Mai  b  -i  registered  service  nark  of  MCI  Commuiui-.iUi'ifc.  Corp.  TV 
al  Ait Ihk-  Guide  i-.  .1  trademark  al  otlViJ  Auto*-  Guides,  lix 
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PRODUCTION 

Change  from  lost  week:   1.5% 
Change  from  last  year:  7.2% 
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Change  from  last  week:  0.2% 
Change  from  last  year:  4.6% 
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The  production  index  rose  for  the  week  ended  Dec.  24.  On  a  seasonally 
adjusted  basis,  lumber  and  auto  production  posted  strong  gains.  Output  of  trucks, 
rail-freight  traffic,  electric  power,  and  crude-oil  refining  dropped.  Steel  output  was 
unchanged,  and  coal,  paper,  and  paperboard  production  were  unavailable  for  the 
week.  Before  calculation  of  the  four-week  moving  average,  the  index  increased  to 
181.1   from   179.7  in  the  previous  week. 

BW  production  index  copyright   1989  by  McGraw-Hill  Inc. 


The  leading  index  increased  slightly  for  the  week  ended  Dec.  24.  The  index  is 
now  at  its  highest  level  since  immediately  before  the  stock  market  crash  in  October, 
1987.  Higher  stock  prices  and  faster  growth  in  materials  prices  and  real  estate  loans  I 
offset  the  negative  effects  of  higher  bond  yields  and  slower  growth  in  M2.  Data  on  j 
the  number  of  business  failures  were  unavailable.   Prior  to  calculation  of  the  four-  j 
week  moving  average,  the  index  also  rose,  to  205.5  from  205.2  in  the  week  before. 
Leading  index  copyright    1989  by  Center  tor  International  Business  Cycle  Research 
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latest 
week 

Week     %  Change 
ago      year  ago 

STEEL  ( 1 2/3  Dthous.  of  net  tons 

1,710 

1,785# 

-2.1 

AUTOS  (12/31)  units 

0 

165,314r# 

NM 

TRUCKS  (12/31)  units 

0 

82,474r# 

NM 

ELECTRIC  POWER  (12/31)  millions  of  kilowatt-hours 

NA 

53,770  # 

NA 

CRUDE-OIL  REFINING  (12/31)  thous.  of  bbl./day 

13,293 

13,259r# 

0.8 

COAL  ( 1 2/24)  thous.  of  net  tons 

1 9,768  # 

19,854 

54.6 

PAPERBOARD  (12/24)  thous.  of  tons 

NA# 

726.4r 

NA 

PAPER  (12/24)  thous.  of  tons 

NA# 

763.0r 

NA 

LUMBER  (12/24)  millions  of  ft. 

474.9  # 

519.0 

81.5 

RAIL  FREIGHT  ( 1 2/24)  billions  of  ton-miles 

18.7# 

19.6 

31.7 

Latest 
week 


%  Chang 
yearag 


STOCK  PRICES  (12/30)  S&P  500 


277.76 


277.70 


12.1 


CORPORATE  BOND  YIELD,  Aaa  (12/30) 


9.60% 


9.59% 


INDUSTRIAL  MATERIALS  PRICES  (12/30) 


101.4 


101.1 


3.L 


BUSINESS  FAILURES  (12/23) 


NA 


227 


HA 


REAL  ESTATE  LOANS  (12/21)  billions 


$298.4 


$297.4 


12.1 


MONEY  SUPPLY,  M2  (12/19)  billions 


$3,068.5       $3,070.9r 


5.8 


INITIAL  CLAIMS,  UNEMPLOYMENT  (12/17)  thous.  308 


278 


-8.6 


Sources:  Standard  &  Poor's,  Moody's,  Journal  of  Commerce  (index:  1980=100),  Dun  & 
Bradstreet  (failures  of  large  companies),  Federal  Reserve  Board,  Labor  Dept.  CIBCR  season 
ally  adjusts  data  on  business  failures  and  real  estate  loans. 


Sources:  American  Iron  &  Steel  Inst.,  Ward's  Automotive  Reports,  Edison  Electric  Inst.,  Amer- 
ican Petroleum  Inst.,  Energy  Dept.,  Americon  Paper  Inst.,  WWPA1,  SFPA2,  Association  of 
American  Railroads. 
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latest 
week 

Week 
ago 

Year 
ago 

JAPANESE  YEN  (1/4) 

125 

126 

127 

GERMAN  MARK  (1/4) 

1.79 

1.79 

1.63 

BRITISH  POUND  (1/4) 

1.81 

1.79 

1.83 

FRENCH  FRANC  (1/4) 

6.09 

6.11 

5.51 

CANADIAN  DOLLAR  (1/4) 

1.19 

1.19 

1.29 

SWISS  FRANC  (1/4) 

1.52 

1.51 

1.33 

MEXICAN  PESO  d/4)3 

2,283 

2,280 

2,231 

Sources:  Major  New  York  banks.  Currencies  expressed  in  units  per  U.  S.  dollar,  except  for 
British  pound  expressed  in  dollars. 


latest 
month 

Month  ' 
ago 

%  Change 
year  ago 

C0NSTR.  SPENDING  (Nov.)  annual  rate,  billions 

$411.1 

$407.8r 

1.0 

MANUFACTURERS'  INVENTORIES  (Nov.)  billions 

$350.9 

$349.5 

6.6 

12  LEADING  INDICATORS  COMPOSITE  (Nov.)  index 

193.2 

193.6r 

1.6 

AGRICULTURAL  PRICES  (Dec.)  index,  1977=  100 

145 

144r 

14.2 

Sources:  Census  Bureau,  Commerce  Dept.,  Dept.  of  Agriculture 

irAivi^ii^i^.WMwnmmmmm 

latest 
week 

Week 
ago 

%  Change 
year  ago 

MONEY  SUPPLY,  Ml  (12/19) 

$785.5 

$787.2r 

4.4 

BANKS'  BUSINESS  LOANS  (12/21) 

301.8 

300.  lr 

8.5 

FREE  RESERVES  (12/28) 

783 

498r 

73.6 

N0NFINANCIAL  COMMERCIAL  PAPER  (12/21) 

102.4 

100.8 

26.4 

Latest 
week 


Week 
ago 


%  Change 
year  ago 


Sources:  Federal  Reserve  Board  (in  billions,  except  for  free  reserves,  which  are  expressed  for 
a  two-week  period  in  millions). 


GOLD  (1/4)$/ troy  oz. 

409.350 

412.850 

-15.0 

STEEL  SCRAP  (12/30)  #  1  heavy,  $/ton 

113.00 

1 1 5.00 

8.7 

FOODSTUFFS  (1/3)  index,  1967=  100 

236.4 

240.5 

12.7 

COPPER  (12/31)  ^/lb. 

160.9 

163.2 

13.0 

ALUMINUM  (12/31)  ,,/lb. 

112.5 

111.5 

28.6 

WHEAT  (12/31)  #2  hard,  $/bu. 

4.30 

4.30 

41.9 

COTTON  (12/31)  strict  low  middling  1  - 1  / 1 6  in. 

,  <?/lb. 

54.42 

55.30 

-14.5 

1,1'ilVI  n;n|7H 


Sources:  London  Wed.  Final  setting,  Chicago  mkt..  Commodity  Research  Bureau,  Metals 
Week,  Kansas  City  mkt.,  Memphis  mkt. 


latest 
week 

Week 
ago 

Year 
ago 

FEDERAL  FUNDS  (1/3) 

9.40% 

8.84  % 

7.02% 

PRIME  (1/4) 

10.50 

10.50 

8.75 

COMMERCIAL  PAPER  3-MONTH  (1/4) 

9.00 

9.09 

6.96 

CERTIFICATES  OF  DEPOSIT  3-MONTH  (1/4) 

9.18 

9.25 

7.05 

EURODOLLAR  3-MONTH  (12/28) 

9.31 

9.41 

7.69 

Sources:  Federal  Reserve  Board,  First  Boston 


#  Raw  data  in  the  production  indicators  are  seasonally  adjusted  in  computing  the  BW  index  (chart);  other  components  (estimated  and  not  listed)  include  machinery  and  defense  equipment. 
1  =  Western  Wood  Products  Assn.  2—  Southern  Forest  Products  Assn.  3  —  Free  market  value  NA  — Not  available  r  — revised  NM  =  Not  meaningful 
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An  absolute  must 
in  your  collection  of 
important  documents... 


ECONOMICS  (1 3th  EDITION)  by  Paul  A. 
Samuel  son  and  William  D.  Nordhaus  is  the 
most  widely  recognized  Economics  text 
ever  written. 

Students  and  professionals  alike  know  it  as  the 
authoritative  source  for  economic  understanding. 
From  the  most  basic  concept  to  the  most  complex 
policy  issue,  it  is  the  modern  balanced,  and  complete 
reference  for  every  important  topic  for  both  beginners 
and  experts  in  the  field. 

Reorganized,  rewritten  and  completely 
updated,  this  all-new  edition  continues  to  present 
economics  as  the  study  of  the  real  world  and  the 
thinking  necessary  to  understand  it.  Look  to 
Samuelson-Nordhaus  to  make  sense  of  today's 
complex  economic  reality. 

ALL  NEW  SECTIONS 

The  modern  approach  to  understanding  macro- 
economics* The  impact  of  foreign  trade  on  U.S. 


economic  activity  •  The  deficit  problem  of  the  1980's 
and  1 990's  •  An  analysis  of  the  Canadian  free-trade 
pact  •  Economic  reforms  in  the  USSR.  These  are  just 
some  of  the  new  and  all-important  additions. 

ECONOMICS  (1 3TH  EDITION)  $39.95 
The  most  important  addition  to  your 
documents.  Order  today!  Return  coupon 
below  or  call  toll  free  1  -800-262-4729. 


m 


The  Authors  Paul  A  Samuelson (PhD  . Harvard 
University) .  is  Professor  Emeritus  at  M  I .  T.  and  a 
recipient  of  the  Nobel  Prize  William  D  Nordhaus 
(Ph.D  ,  M  IT),  is  a  Professor  at  Yale  University. 

McUrjw  Hill  Books'  1221  «w  ol  the  Americas.  New  York  NY10O2O 


McGraw-Hill  Publishing  Company 

PO.  Box  443  •  Hightstown,  NJ  08520 

D  YES!  Send  my  copy  of  ECONOMICS  (13TH  EDITION) 
for  just  $39.95. 


Name 

Address 

Apt  # 

City 

State 

Zip 

My  paymenl  is  enclosed 
Card# 

Charge  my        VISA 

MasterCard         Amei 

Signature 

Exp.  Date 

Please  mow  4-6  weeks  ror  Delivery 

PnniedinUSA  Otter  good  in  US  only  PncessuOieatocrangewimouinot.ee  Orders  aiesuotect  to 

acceptance  by  McGraw-Hill  snipping  and  handling  charges  are  extra.  P08  snipping  pewit 
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IS  SEARS'  STRATEGY 
'SELF-DEFEATING'? 


Regarding  "Sears  faces  a  tall  task" 
(Top  of  the  News,  Nov.  14):  Why  is 
it  that  companies  like  Sears,  Roebuck  & 
Co.  can't  resist  pursuing  ill-fated,  self- 
defeating  strategies  of  [draining]  cash 
from  their  core  businesses — the  ones 
that  got  them  where  they  are  today — 
and  dumping  that  cash,  which  is  owned 
by  the  stockholders,  into  businesses  they 
don't  understand,  cannot  manage,  and 
that  don't  even  relate  to  the  commerce 
of  the  original  companies? 

I  believe  that  the  answer  is  simple: 
It's  too  much  work  and  requires  too 
much  marketing  ingenuity  to  keep  the 
core  businesses  productive  and  competi- 
tive. Instead,  corporate  officials  heed 
their  investment  bankers  and  opt  for  the 
easy,  shortsighted  way  out.  They  build 
amorphous  conglomerates  that  try  to  be- 
come all  things  to  all  people — and  even- 
tually become  nothing. 

Unfortunately,  once  the  mistakes  are 
realized,  the  original  companies  no  long- 
er have  any  identities.  When  the  raiders 
come  prowling,  the  corporate  chieftains 
spend  even  more  of  the  shareholders' 
money  defending  their  mistakes.  All  in 
the  name  of  boosting  shareholder  value, 
of  course. 

Isn't  it  about  time  that  shareholders 
develop  ways  to  prevent  the  irresponsi- 
ble "best  and  brightest"  from  destroy- 
ing this  country's  badly  needed  ability  to 
create  products,  jobs,  and  hard-earned 
investment  opportunities? 

Marc  H.  Rudov 

President 

Telematics  Resource  Group 

Waltham,  Mass. 

DOCTORS  FAVOR  C-SECTIONS 
BECAUSE  THEY  FEAR  LAWSUITS 

Your  article  "How  doctors  could  cut 
health  costs  by  doing  less  cutting" 
(Economic  Trends,  Nov.  21)  incorrectly 
implied  that  obstetricians  receive  all  of 
the  additional  $2,270  that  a  Caesarean 
section  costs  compared  with  a  vaginal 
delivery.  In  reality,  the  obstetrician's  fee 
is  increased  by  only  several  hundred  dol- 
lars. The  real  reason  for  the  recent  in- 


crease in  Caesarean  sections  is  defensl 
medicine  brought  on  by  the  malpractj 
crisis. 

Dr.  Franklin  D.  Lof 
Gynecological  Associates 

Phoer 

W.R.  GRACE  ISN'T 
COZYING  UP  TO  QADAFFI 

'^^ilmen  whisper  a  New  Year's  wis 
^^Libya"  (International  Busine 
Dec.  5)  may  have  left  readers  with  t 
misconception  that  representatives 
W.  R.  Grace  &  Co.  have  recently  he 
"secret  meetings"  with  representativ 
of  Colonel  Muammer  Qadaffi,  the  Lib 
an  leader.  Grace  has  not  met  recent 
with  representatives  of  Qadaffi,  secret 
or  otherwise. 

Since  the  imposition  of  Libyan  trai 
sanctions  in  1986,  Grace  has  maintained 
appropriate  contact  with  U.  S.  goverr 
ment  representatives  from  the  Sta 
Dept.  and  the  Office  of  Foreign  Asse 
Control,  in  accordance  with  the  requin 
ments  of  our  license  under  the  Libya 
Sanctions  Regulations. 

Grace  would  like  to  preserve  whateve 
rights  and  interest  it  legally  can  wit] 
respect  to  its  Libyan  investment.  Howev 
er,  we  do  not  know  at  this  point  whethei 
an  extension  of  our  license  from  th 
U.  S.  government  can  be  obtained,  noi 
whether  the  Libyan  government  will  ex 
tend  its  moratorium  on  the  appropriatio 
of  American  assets.  • 

Donald  E.  Grimm 

Executive  Vice-President 

W.  R.  Grace  &  Co 

Dallas 


BY  LEASING,  THE  ARMY  IS 
ONLY  HURTING  THE  TAXPAYER 


*^M#all  Street  is  building  the  Army  al 
WW  debt-bomber"  (Finance,  Dec.  12) 
fails  to  mention  a  very  negative  aspect  | 
of  the  Army's  use  of  leasing  arrange- 
ments   to    finance    its    equipment    pur-| 
chases.  It  is  true,  as  the  article  claims, 
that  the  refinancing  of  expensive  leases 
at  lower  rates  through  "securitization" 
will  save  taxpayers  "tens  of  millions." 
However,  nothing  is  said  about  the  fact 
that  leasing  equipment  by  the  Army  and 
the  many  other  units  of  the  federal  gov- 
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A  sports  car  says  a  lot  about  you. 

It  says  you  have  little  room  in  your  life  for  the 
humdrum  and  the  commonplace. 

It  says  that  by  dint  of  education, talent  and  hard 
work,  you  have  risen  to  the  top  of  your  profession. 

It  says  to  your  clients  and  colleagues,  "Sorry 
well  have  to  take  your  car.  I  only  have  two  seats!' 

Not  so,  however,  the  new  Nissan®  Maxima® 

The  4 -Door  Sports  Car™ 

Inside,  you'll  find  ample  room  for— in  addition 
to  yourself— four  6-foot-plus  financial  analysts, 


neurosurgeons  or  real  estate  developers. 

While  under  the  hood,  you'll  find  ample  powd 
to  take  all  of  you  from  0  to  60  in  less  time  than  mai| 
of  the  world's  more  traditional  sports  cars. 

That's  because  the  Maxima  has  a  3.0-liter,  160| 
horsepower,  fuel-injected  V6,  a  lot  like  the  one 
in  Nissan's  more  traditional  sports  car,  the  300ZX.| 

This  engine  features  a  dual  plenum  intake 
system  with  a  variable  induction  valve.  At  low  anc 
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id-rpm's,  it  produces  more  torque.  At  high  rpm's, 
produces  more  horsepower. 

Of  course,  no  professional  person  would  invest 
a  sports  car  purely  for  engine  performance. 

So  the  Maxima  comes  with  a  4-wheel  indepen- 
•nt  suspension,  plus  front  and  rear  stabilizer 
its  for  quick,  precise  handling. 

And  standard  on  the  4  DSC  "model  is  our 
cond -generation  anti-lock  braking  system  (ABS) 


with  twin  load  sensors,  one  of  the  most  advanced 
in  the  industry 

All  of  which  adds  up  to  perhaps  the  most 
unique  sports  car  ever  built. 

One  that  fulfills  your  desire  to  enjoy  life  in  the 
fast  lane.  As  well  as  your  need  to  take  a  few  extra 
people  along  for  the  ride. 

Maxima.The  4-Door  Sports  Car! 


NISSAN 


Built  for  the  Human  Race: 


/iv  \\mi  tier  \ Li.vinu  /Vn  ic\\  Ku  W  rx-.i/or  Wjii  /  Vair;  i.uV 


ernment  (both  defense  and  nondefense), 
which  follows  the  same  practice,  is  an 
expensive  budget  gimmick.  Leasing  is 
used  solely  to  avoid  including  the  full 
cost  of  equipment  purchases  immediate- 
ly in  the  budget  totals.  Instead,  only  the 
annual  lease  payments  are  recorded  in 
each  year's  outlays  and  thus  in  the  U.  S. 
budget  deficits. 

If  the  equipment  purchases  were  fi- 
nanced solely  by  Treasury  borrowing, 
they  would  be  acquired  at  the  lowest 
possible  cost  to  the  taxpayer.  After  all, 
the  Treasury  is  able  to  raise  funds  at 
rates  lower  than  any  other  entity.  No 
doubt  the  leases  are  priced  at  the  lease- 
holders' higher  borrowing  costs  and  al- 
low for  some  profit  margin  for  the  en- 
trepreneurs' efforts.  Moreover,  these 
financiers  are  able  to  reduce  their  tax 
liabilities  by  the  depreciation  allowances 
on  the  leased  equipment  and  by  the  in-, 
terest  paid  on  the  borrowing  needed  to 
finance  the  equipment  purchases. 

Of  course,  the  Army  and  other  divi- 
sions of  the  federal  government  should 
seek  out  the  lowest  cost  for  financing 
their  leases.   However,   the  taxpayer 
would  benefit  much  more  if  the  deceitful 
and    unnecessary    practices    of    leasing 
equipment  were  eliminated  completely. 
Irving  M.  Auerbach 
Senior  Vice-President 
Aubrey  G.  Lanston  &  Co. 
New  York 


WHY  SHAREHOLDERS  STILL 

FEEL  AT  HOME  1H  DELAWARE 

The  article  "For  managers,  Delaware 
isn't  the  haven  it  used  to  be"  (Top  of 
the  News,  Dec.  19)  was  correct  in  stat- 
ing that  the  normally  promanagement 
Delaware  court  system  is  increasingly 
observing  shareholder  rights.  But  man- 
agement lawyer  Martin  Lipton's  recom- 
mendation that  companies  incorporate  in 
other  states  ignores  one  major  hurdle: 
Shareholder  approval  is  required.  Incum- 
bent managers  might  have  difficulty 
convincing  shareholders  that  it  is  in  their 
best  interests  to  recharter  in  a  state  that 
offers  a  haven  to  management  at  the 
expense  of  shareholder  rights. 

Ralph  V.  Whitworth 

Director 

United  Shareholders  Assn. 

Washington 

THE  FREE-TRADE  PACT 
WAS  FOISTED  OH  CAHADA 


The  Brian  Mulroney  win  in  November 
may  yet  prove  to  be  a  Pyrrhic  vic- 
tory ("A  giant  step  closer  to  North 
America  Inc.,"  International  Business, 
Dec.  5).  Already  several  thousand  jobs 
have  been  lost  or  are  in  jeopardy  since 


the  free-trade  vote  was  taken,  even 
though  1.5  million  more  Canadians  voted 
no  than  voted  yes.  And  this  despite  mil- 
lions of  dollars  committed  by  the  govern- 
ment to  vital  ridings  [election  districts] 
as  it  saturated  the  media  with  tantaliz- 
ing promises  under  free  trade,  despite 
the  subtle  intimidation  in  the  workplace, 
and  despite  exhortations  by  foreign  lead- 
ers interceding  in  our  political  process. 
B.  J.  Snelgrove 
Barrie,  Ont. 

'THE  TWINKLE' 

IN  CHARLES  LAZARUS'  EYES 

Regarding  "How  Toys  'R'  Us  controls 
the  game  board"  (Marketing,  Dec. 
19),  your  reporters  failed  to  poll  those  of 
us  who  know  Charles  Lazarus  and  have 
seen  Toys  'R'  Us  Inc.  prosper.  We  all  see 
the  twinkle  in  his  eyes  and  hear  the  glee 
in  his  voice  when  he  talks  about  the 
future.  I  only  wish  there  were  more  ex- 
ecutives with  a  vision  like  his. 

Cathleen  W.  Mackey 

Vice-President 

Smith  Barney,  Harris  Upham  &  Co. 

New  York 


IS  CHEAP  HYDROGEH  FUEL 

JUST  A  FAHTASY? 

Regarding  the  hydrogen  economy 
"The  fuel  of  the  future  is  making  a 
comeback,"  Science  &  Technology,  Nov. 
28):  Our  present  energy  system  delivers 
energy  in  the  form  of  electricity  and  fos- 
sil fuels  (oil,  gas,  coal)  that  can  be  effi- 
ciently converted  to  the  desirable  form 
by  inexpensive  equipment  at  the  end-us- 
ers' site.  But  electricity,  like  hydrogen, 
is  not  an  energy  source:  It  is  merely  a 
form  of  energy  to  transport  and  convert 
to  the  end-users'  desired  forms.  It  must 
be  generated  by  using  one  of  the  natural 
energy  sources. 

Therefore,  when  we  consider  generat- 
ing hydrogen  from  a  naturally  available 
fuel  at  a  central  site  to  be  transported  to 
an  end-user,  we  must  compare  it  with 
electricity. 

Hydrogen  cannot  be  compared  with 
fossil  fuels  because  it  is  not  a  natural 
resource  any  more  than  C02  is  an  ener- 
gy resource  just  because  it  happens  to 
contain  carbon.  And  when  the  hydrogen 
energy  system  is  compared  with  the 
electric  energy  system  with  appropriate 
thermodynamic,  safety,  economic,  and 
environmental  considerations,  it  is  seen 
to  be  a  fantasy  of  some  narrowly  fo- 
cused technologist. 

Only  in  air  transportation  does  hydro- 
gen hold  some  benefit.  This  is  because 
hydrogen  is  lighter  than  fossil  fuels  cur- 
rently used — an  important  parameter  in 
flight,  where  fuel  may  make  up  more 


than  50%  of  the  weight  of  an  aircral 
This  weight  savings  is  not  a  significai 
advantage  in  the  case  of  ground  tranl 
portation,  where  fuel  makes  up  less  tha[ 
10%  of  the  weight  of  the  vehicle. 

The  research-and-development  effor 
toward  the  "hydrogen  economy"  arj 
only  one  example  of  misdirected  R&i 
Our  society  needs  broad-based  indiviq 
uals  forming  interdisciplinary  groups 
arrive  at  public  policies  that  are  not  crit 
cally  flawed  by  political,  economic, 
technology  considerations  that  door 
them  from  the  outset. 

Sam  V.  Sheltoi 
Associate  Professol 
Georgia  Institute  of  Technolog 
AtlantiJ 

Editor's  Note:  While  Professor  Sheltoi 
makes  a  valid  point,  he  overlooks  tht 
environmental  value  that  such  an  en 
ergy  system  might  have  if  the  hydro 
gen  were  produced  with  solar  power. 

IN  THIS  BOOK,  KEH  OLSEH 
SPOKE  FOR  HIMSELF 


Although  your  review  of  our  book 
The  Ultimate  Entrepreneur:  The 
Story  of  Ken  Olsen  and  Digital  Equip- 
ment Corporation  was  thorough  and 
well-written,  it  did  state  incorrectly  a 
critical  point  ("The  two  Ken  Olsens  who 
built  DEC,"  Books,  Dec.  5).  The  review 
claims  that  "because  of  the  absence  of 
interviews  with  Olsen,  we  get  .only  the 
point  of  view  of  disgruntled  former  em- 
ployees about  many  events." 

In  truth,  though  Olsen  refused  to  co- 
operate specifically  on  the  book,  we  did 
have  access  to  him  in  our  role  as  editors 
at  Computerworld.  In  fact,  in  1986  we 
interviewed  Olsen  extensively  on  two  oc- 
casions and  discussed  very  specifically 
the  history  and  culture  of  Digital  Equip- 
ment Corp.  from  his  point  of  view. 

Those  lengthy  interviews  provided  an 
enormous  amount  of  insight  from  Olsen 
about  DEC  and  the  business  world  in 
general.  And  much  of  that  is  included  in 
our  book. 

Also,  although  we  did  rely  extensively 
on  former  employees,  it  would  be  wrong 
to  characterize  them  wholesale  as  "dis- 
gruntled." Most  expressed  a  deep  love 
and  admiration  for  both  Olsen  and  the 


company. 


Glenn  Rifkin 

Sudbury,  Mass. 

George  Harrar 

Wayland,  Mass. 


Letters  to  the  Editor  should  be  sent  to  Readers 
Report,  Business  Week,  1221  Avenue  of  the  Ameri- 
cas, New  York,  NY.  10020.  Fax:  (212)  512-6875, 
Telex:  12-7960,  Intl.  4998204.  All  letters  must  in- 
clude an  address  and  daytime  and  evening  tele- 
phone numbers.  We  reserve  the  right  to  edit  letters 
for  clarity  and  space. 
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The  12,000  Portable  Cellular  Telephone 
Used  To  Make  Sense,  Too . 


It's  a  fact  of  life.  When  any  new  elec 
tronic  gadget  hits  the  market,  it  costs  an 
arm  and  a  leg.  Yet  invariably,  somebody 
comes  along,  takes  a  fresh  look,  and  fig- 
ures out  a  way  to  build  an  improved  ver- 
sion for  much  less. 

You've  seen  it  happen  to  video 
recorders.  Pocket  calculators.  Com- 
puters. We've  done  it  ourselves  with 
home  satellite  TV  and  private-air 
craft  avionics.  Now  it's  the  por- 
table cellular  phone's  turn. 

Introducing  The  CP832 
Portable  From  STS.  $695 
Complete. 

Compare  specs  and 
you'll  find  the  STS  portable 
offers  all  the  features  of  its 
higher-priced  counter- 
parts. Memory  dial.  Call  re- 


striction. Lighted  LCD  display.  Plus  a 

leather  carrying  case,  recharger,  12V 

car  adapter  and  detachable  antenna. 

Others  might  call  these  options. 

But  in  our  minds,  a  portable 

phone  wouldn't  be  portable 

without  them. 


Deal  Direct  With  The 
Experts. 

This  makes  a  lot  of 

sense.  When  you  call  with 

*ft  a  question,  you  speak 


'^ 


directly  to  the  people 
who  design  and 
build  the  CP832. 
So  you  get  real  an- 
swers   from    real 
experts. 
Our  approach  to  service  is  just  as  di- 
rect. Should  your  STS  portable  ever  need 


Features 

STS 
Model  CP832 

Motorola 
8100L 

NEC 

i'9000 

GE 

Mini 

Radio  Shack 
CT300 

Cumulative  Call  Timer 

W 

t^ 

*^ 

V 

\* 

Dialed  Number  Display 

* 

(^ 

*^ 

* 

V 

Electronic  Lock 

\* 

*^ 

\* 

* 

* 

Dual  NAM 

* 

V* 

Memory  Dial 

V* 

* 

w 

* 

^ 

Leather  Case,  Recharger, 
Auto  Adapter 

Standard. 

Extra 

Kxtr;i 

Extra 

Extra 

15-Day  Money  Back 

( Guarantee 

* 

1  Yr.  Warranty  On  Parts 

.md  Labor 

*> 

*> 

W 

* 

* 

Price 

Sti't:. 

$1695 

$2995 

S17M.-. 

$1199 

service,  send  it  straight  to  us.  We  offer  a  48- 
hour  repair  turnaround.  Plus  a  one-year  lim- 
ited .warranty  on  parts  and  labor  with  a  no- 
questions-asked,  15-day  money-back  guar- 
antee. Whew. 

Picking  Up  Our  Phone's  As  Easy  As 
Picking  Up  Yours. 

Just  call  1-800-888-4566  toll-free.  We'll 
answer  any  questions.  Including  whether  the 
CP832  is  right  for  you. 

When  you're  ready  to  order,  we'll  ship 
your  phone  Federal  Express*  within  two 
working  days.  Meanwhile,  we'll  set  you  up 
with  local  cellular  service.  So  when  your  phone 
arrives,  you're  ready  to  go. 

Order  your  STS  portable  cellular  tele- 
phone today.  You'll  wonder  how  you  ever  got 
along  without  it.  But  at  this  price,  you'll  be  glad 
you  waited  till  now. 

CP832 

Portable  Cellular  Telephone 

$695'  Complete 

i  In  Missouri  add  $39  79  sales  tax) 

ORDER  TODAY  TOLL-FREE 
1-800-888-4566 

(Moa-Fn.  >   •  •  \Usun."ard  accepted 
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DATELINE  SOWETO:  TRAVELS  WITH  BLACK  SOUTH  AFRICAN  REPORTERS 

By  William  Finnegan 

Harper  &  Row  •  244pp  •  $18.95 


COVERING  APARTHEID 
—IN  A  STRAITJACKET 


On  June  12,  1986,  South  Africa 
entered  a  sad,  dark  silence.  Un- 
nerved by  the  prospect  of  revolt, 
President  P.  W.  Botha  declared  the  ex- 
traordinary State  of  Emergency  that 
continues  today.  His  strategy  was  sim- 
ple— and  smart:  Keep  peace  by  shutting 
off  information.  Botha  outlawed  photo- 
graphs of  violence  in  black  townships 
and  directed  that  any  news  of  police  ac- 
tion be  delivered  exclusively  via  his 
whitewashing  Bureau  for  Information. 
Newspapers  were  forbidden  to  print  the 
names  of  the  thousands  imprisoned  with- 
out due  process. 

For  me  and  other 
journalists  working  in 
South  Africa  at  the 
time,  the  edict  imposed 
a  newly  surreal  exis- 
tence. Reporters  who 
tried  to  get  news  from 
the  townships  on  June 
16,  the  10th  anniversary 
of  the  Soweto  school  ri- 
ots, found  phone  service 
to  those  areas  dead.  Yet 
a  Pretoria  cabinet  min- 
ister insisted:  "The  gov- 
ernment does  not  cut 
telephone  lines."  For- 
eign magazines  such  as 
Time  and  Newsweek  ar- 
rived at  newsstands 
with  whole  paragraphs 
about  South  Africa 
blacked  out.  Local  pa- 
pers, to  dramatize  the  censorship,  left 
white  holes  where  their  lawyers  had  ex- 
cised offending  passages — until  doing  so 
became  illegal. 

This  is  the  twisted  world  that  Date- 
line Soweto  explores.  William  Finnegan, 
a  staff  writer  for  The  New  Yorker, 
chronicles  the  six  weeks  he  spent  at  the 
height  of  the  1986  crisis  with  black  re- 
porters for  the  Star,  South  Africa's  larg- 
est daily.  Finnegan,  who  is  white,  drove 
with  the  Star's  reporters  into  Soweto 
and  Alexandra,  the  large,  seething  town- 
ships that  neighbor  Johannesburg,  and 
to  KwaNdebele,  a  so-called  black  home- 
land. He  sees  these  places  through  his 
own  eyes,  but  also  through  those  of  the 
black  reporters  he  accompanies. 

The  result  is  a  work  that  captures  a 
voice  seldom  heard.  If  South  Africa  is 
silent,  black  South  Africa  is  more  silent 


than  the  rest.  Apartheid,  the  40-year-old 
policy  of  segregation  and  discrimination, 
has  been  spectacularly  successful  in  iso- 
lating the  races  from  each  other,  and  so 
creating  mutually  parochial  perspec- 
tives. Few  whites  venture  into  the  town- 
ships, in  large  part  because  it  isn't  safe 
to  do  so.  Reporting  by  black  journalists, 
to  the  extent  that  it  is  allowed  to  appear, 
is  the  only  link  most  whites  have  to  the 
black  world.  The  black  reporters  them- 
selves must  walk  a  line  between  the 
black  communities  they  cover  and  the 
papers,  owned  and  edited  by  whites,  for 
which  they  work.  Their  very  lives  are  at 


II 


REPORTER  SILUMA  WALKS  A  FINE  LINE:  "YOU'RE  IN  CONSTANT  DANGER  OF 
BEING  ATTACKED  IN  THE  TOWNSHIP  FOR  WHAT  YOUR  NEWSPAPER  DOES" 


stake.  "You're  in  constant  danger  of  be- 
ing attacked  in  the  townships  for  what 
your  newspaper  does,"  says  Mike  Si- 
luma,  one  of  the  Star's  reporters. 

Dateline  Soweto  is  not  as  personal,  or 
as  ambitious,  a  memoir  as  Crossing  the 
Line,  Finnegan's  earlier,  passionate  ac- 
count of  his  year  spent  teaching  black 
children  in  a  township  outside  Cape 
Town.  Rather,  Dateline  is  a  snapshot  of 
a  nation  at  one  critical  point  in  its  histo- 
ry. But  the  snapshot,  if  narrowly 
framed,  remains  compelling. 

Finnegan  has  retained  his  keen  eye 
for  detail  and  for  the  intense  ironies  of 
the  South  African  "system."  He  writes, 
for  example,  of  the  "I  love  Soweto" 
bumper  stickers  that  adorn  virtually  ev- 
ery vehicle  in  that  township.  It  is  an  odd 
sentiment,  given  the  crime  and  poverty 
that  rule  the  streets.  Finnegan  discovers 


that  blacks  buy  the  stickers  less  to  d 
play  affection   for  their  home   than 
show  that  their  cars  are  not  white-own  < 
company  vehicles,  and  thus  avoid  attac  I 
Finnegan  grows  closest  to  Jon  Qw  | 
lane,   a  witty,   poetic  man  who  is  tl 
Star's  senior  black  reporter.  Qwelane 
is    a    tenuous    beat.    The    factionalis 
among  the  black  population  that,  as  Fi 
negan  astutely  observes,  allows  whit< 
to  maintain  dominance  also  makes 
porting  difficult:  Qwelane  risks  offem 
ing  some  group  with  every  story. 

Qwelane  must  also  reconcile  the  d< 
mands  of  his  profession  with  his  feeling 
for  his  country.  "We  are  black  before  w 
are  journalists,"  he  says.  "Facts  are  s; 
cred — we  certainly  have  no  need  to  e> 
aggerate  the  situation — but  the  onl 
journalism  worth  doing  . . .  [is]  work  tha 
will  help  to  advance  our  struggle." 

And  he  must  fight  his  own  paper.  Fir 
negan  argues  that  white  newspapers 
even  relatively  liberal  ones  such  as  th 
Star,  play  down  news  of  the  townships 
The  sad  truth  is  tha 
white  readers  eithe 
don't  care  much  abou 
what  happens  in  Sowetc 
or  don't  want  to  know 
That,  at  least,  is  whal 
the  Star's  market  re- 
search finds.  And  white 
editors,  Finnegan  says 
are  reluctant  to  force 
the  issue.  The  whites 
existence  in  South  Afri 
ca  is  comfortable,  and 
English-language  news 
papers,  though  general- 
ly aligned  against  the 
government,  take  their 
opposition  only  so  far 

Today,  Soweto  is  rela- 
tively quiet,  and  far 
fewer  South  Africans 
are  dying.  The  nation's 
press,  too,  seems  to  have  achieved  a 
state  of  resigned  equilibrium.  Journal- 
ists are  as  limited  in  what  they  may 
report  as  they  were  two  years  ago.  But 
there  are  ways  of  getting  around  the 
maze  of  restrictions:  Clever,  coy  report- 
ers can  convey  the  news  without  spell- 
ing out  the  facts.  "You  need  to  be  more 
creative,"  a  former  colleague  told  me 
recently. 

But  such  creativity  isn't  the  same  as  a 
free  press.  Pretoria  makes  up  the  rules 
of  this  game,  and  it  controls  the  board 
shrewdly.  We  know  far  less  about  South 
Africa  than  we  did  three  years  ago,  and 
that  in  itself  is  a  measure  of  the  govern- 
ment's success.  But  at  what  cost  to  the 
country?  "How  can  you  try  to  write 
something  sensible  in  a  situation  of 
senselessness?"  Qwelane  asks  Finnegan. 
"  . . .  We  are  ruled  by  imbeciles.  They 
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...WITH  NOTHING  MORE 

TO  BUY  EVER!     <" 


TNE  TRAVELING 
W1LBURYS 

VOLUME  ONE 


200596 


100711 


Tracy  Chapman  •  Fast  Car,  Talkin  Bout  A 
Revolution,  Baby  Can  I  Hold  You.  Moun- 
tains O'  Things.  Across  The  Lines,  etc. 
Elektra  153582 

George  Harrison:  Cloud  Nine*  #1  smash 
(I)  Got  My  Mind  Set  On  You.  When  We  Was 
Fab.  etc.  Warner/Dark  Horse  174328 

Randy  Newman:  Land  Of  Dreams  •  Dixie 
Flyer.  It's  Money  That  Matters.  Roll  With  The 
Punches,  more.  Reprise  100527 

Vivaldi,  The  Four  Seasons  •  Simon  Stan- 
dage.  violin  The  English  Concert/Pinnock 
Archiv  115356 

Bruce  Hornsby  And  The  Range:  Scenes 
From  The  Southside  •  The  Valley  Road. 
Jacob's  Ladder,  more  RCA  180187 

Tchaikovsky,  1812  Overture:  Romeo 
and  Juliet:  Nutcracker  Suite  •  Chicago 
Symphony  Orchestra/Solti.  London  125179 

Metallica:  .  And  Justice  For  All  •  One. 
Blackened,  title  song.  To  Live  Is  To  Die. 
more  Elektra  200478 

Kenny  G:  Silhouette*  Weve  Saved  The 
Best  For  Last  (w/Smokey  Robinson),  title 
song.  Tradewinds.  more  Arista         100603 

Chicago:  19  •  Don  t  Wanna  Live  Without 
Your  Love,  etc  Reprise  154404 

Vangelis:  Direct  •  The  Motion  Ol  Stars, 
First  Approach,  more  Arista  100470 

Whitney  Houston:  Whitney  •  I  Wanna 
Dance  With  Somebody.  Didn't  We  Almost 
Have  It  All,  etc  Arista  152854 

Van  Halen:  OU812  •  When  Its  Love,  Black 
And  Blue.  etc.  Warner  Bros.  150913 

Richard  Marx  •  Endless  Summer  Nights, 
Should  ve  Known  Better.  Don  t  Mean 
Nothing,  more  EMI  134073 

Andres  Segovia  Plays  Rodrigo.  Ponce  & 
Torroba*  MCA  163579 

K.  T.  Oslln:  This  Woman  •  Includes  Hold 
Me.  Money,  title  song.  Where  Is  A  Woman  To 
Go,  Jealous,  more  RCA  100579 
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Robert  Palmer:  Heavy  Nova  •  Simply  Ir- 
resistible. More  Than  Ever,  Change  His 
Ways,  etc  EMI  Digital  100035 

Jimmy  Page:  Outrider  •  Led  Zeppelins 
guitarist  solos  on  Wasting  My  Time,  The 
Only  One,  etc  Geften  123721 

Led  Zeppelin:   Houses  Of  The  Holy 

D  yer  Maker.  Over  The  Hills  And  Far  Away. 
Dancing  Days,  No  Quarter,  more 
Atlantic  134321 

Pops  In  Space  •  Boston  Pops/Williams. 
Music  from  Star  Wars.  The  Empire  Strikes 
Back,  more  Philips  105392 

Jazz  CD  Sampler  •  Ella  Fitzgerald.  Louis 
Armstrong,  Count  Basie.  Stan  Getz,  Bill 
Evans,  more  Polygram  173406 
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START  NOW  WITH  4  COMPACT  DISCS! 


Yes.  pick  any  4  compact  discs  shown  here!  You  need  buy  just  one  selection 
at  regular  Club  prices  (usually  $14  98-$15  98)    and  take  up  to  one  full  year  to  do 
±  Then  you  can  choose  another  CD  free  as  a  bonus  That's  6  compact  discs  for 
the  price  of  1  and  there's  nothing  more  to  buy   ever!  (Shipping  &  handling  added 
to  each  shipment ) 
HOW  THE  CLUB  OPERATES 

You  select  trom  hundreds  of  exciting  compact  discs  described  in  the  Clubs 
magazine  and  mailed  to  you  approximately  every  3  weeks  (19  times  a  year). 
Each  issue  highlights  a  Featured  Selection  in  your  preferred  music  category,  plus 
alternate  selections  If  you  d  like  the  Featured  Selection,  do  nothing  It  will  be 
sent  to  you  automatically  If  you  d  prefer  an  alternate  selection,  or  none  at  all,  |ust 
return  the  card  enclosed  with  each  issue  of  your  magazine  by  the  date  specified 
on  the  card  You  will  have  at  least  10  days  to  decide,  or  you  may  return  your 
Featured  Selection  at  our  expense  lor  lull  credit  Cancel  your  membership  at  any 
time  after  completing  your  membership  agreement,  simply  by  writing  to  us 

FREE  10-DAY  TRIAL 

Listen  to  your  4  introductory  selections  for  a  full  10  days  If  not  satisfied, 
return  them  with  no  further  obligation  You  send  no  money  now,  so  complete  the 
coupon  and  mail  it  today 
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Bobby  McFerrin:  Simple  Pleasures 

Don  t  Worry  Be  Happy,  All  I  Want,  Drive  My 
Car,  Good  Lovin'.  more  EMI  164165 

Mozart,  Overtures  •  Academy  of  St.  Mar- 
tin-in-the-Fields  conducted  by  Neville  Mar- 
rmer.  Angel  134267 

Sting:  Nothing  Like  The  Sun  •  We  II  Be 

Together,  They  Dance  Alone,  Little  Wing, 
Englishman  In  New  York,  etc  A&M  273965 

INXS:  Kick  •  Need  You  Tonight.  Devil  In- 
side, etc  Atlantic  153606 

Beethoven,  Symphony  No.  7;  2  Over- 
tures* Previn    RCA  153621 

Bach,  Brandenburg  Concertos  Nos. 
1-3*  Pinnock.  Archiv  115541 

Guns  N'  Roses:  Appetite  For  Destruction 

•  #1  album1  Welcome  To  The  Jungle.  Sweet 
Child  O  Mine.  etc.  Geflen  170348 

The  Glenn  Miller  Orchestra:  In  The 
Digital  Mood  •  In  The  Mood.  Chattanooga 
Choo-Choo.  etc.  GRR  Digital  143293 

Def  Leppard:  Hysteria  •  Armageddon  It. 

Women,  Love  Bites,  Animal,  etc   Mercury 

130764 

R.E.M.:  Green  •  Pop  Song  89.  Stand. 
World  Leader.  Pretend,  Turn  You  Inside  Out, 
more  Warner  Bros.  100715 
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"Greatest  Hits"  On  CD! 

The  Judds:  Gt.  Hits  144578 

The  Beach  Boys:  Endless  Summer  223559 
Elvis  Presley:  The  #1  Hits  172190 

Great  Love  Songs  Of  50s  &  60s  120768 

James  Taylors  Hits  123790 

Carly  Simon:  Hits-Live 154537 

Simon  &  Garfunkel:  Concert  244006 

Elton  John:  Hits,  Vol.  1 163222 

Alabama:  Hits        120247 

Crosby,  Stills.  Nash  &  Young:  Hits  130230 
Moody  Blues:  Voices  In  The  Sky  153900 
The  Best  Of  Spencer  Davis  Group      144659 

Squeeze:  14  Classics 100601 

The  Best  Of  The  Band 115287 

Classic  Rock,  Vol.  1     144313 


SAVE     INSTANT  HALF-PRICE  BONUS  PLAN 

q/   Unlike  otherclubs,  you  get  50%  OFF 

1  /Q  Bonus  Savings  with  the  very  first 

CD  you  buy  at  regular  Club  prices! 


50 


Mail  to:  BMG  Compact  Disc  Club 

PO  Box  91 41 2/ Indianapolis,  IN  46219 


-■«rgk<.  _ YOUR  SAVINGS  START  HERE <i 

COMPACT 

|  =CLUB= 

YES,  please  accept  my  membership  in  the  BMG  Compact  Disc 

■  Club  and  send  me  the  four  Compact  Discs  I  ve  indicated  here,  billing  me  for  just 
•  shipping  and  handling  under  the  terms  of  this  ad  I  need  buy  just  1  CD  at  regular 
I  Club  prices  during  the  next  year — after  which  I  can  choose  a  FREE  bonus  CD! 
|  That's  6  for  the  price  of  1.  with  nothing  more  to  buy  ever!  (Shipping  &  handling 

■  is  added  to  each  shipment.) 
J  RUSH  ME  THESE  4  CDs  (Indicate  by  number) 
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I  am  most  interested  in  the 

musical  category  checked  here 

—but  I  may  always  feel  free  to 

choose  from  any  (check  one  onlyi 

■  a  mr 

J  n  MRS 

I  □  MISS  F"s'  Name 

|  Address 
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1  n  EASY  LISTENING  (Instrumental  Vocal  Moodsl 

2  □  COUNTRY  3   HARD  ROCK 
4  □  POP/SOFT  ROCK  5   CLASSICAL 
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State 
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Limited  to  new  members  continental  USA  only  Current  BMG  CO  Club  members  not  eligibn 

oiler  One  membership  per  lamily  We  reserve  the  right  to  request  additional  information  or  reieci  any 

application  Local  taxes  it  any  will  be  added 


BMG  Compact  Disc  Club  6550  E  30th  St    Indianapolis.  IN  46219  1194 
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THE  EACTS  ARE  IN. 


SHARP 
THE  #1  FAX  IN  AMERICA. 


4  Put  in  a  letter,  a  diagram, 
a  chart,  a  photograph. 

In  1987,  the  Sharp  brand  out-sold  all  other 
fax  machines  in  America*  The  reason  is 
Sharp's  ability  to  take  advanced  technology 
and  make  it  affordable.  And  the  results  are 
as  clear  as  the  documents  they  transmit. 

Take  the  Sharp  FO-300  facsimile, 
for  example.  A  touch  of  a  single  button 
on  the  built-in  telephone  auto-dialer  lets 
you  transmit  a  document  of  up  to  10 
pages  at  the  rate  of  18  seconds  per  page. 

If  your  document  is  confidential, 
you  just  command  the  receiving  fax  to 
print  only  for  people  with  an  identifying 
passcode. 

And,  you  could  program  a  "send 
later"  Automatic  Timer  to  make  use  of 
off-hour  transmission  rates. 


4  In  seconds,  a  clean,  hard  facsimile 
comes  out  anywhere  in  the  world. 

Your  document  will  come  out  in 
L.  A.  or  London  looking  virtually  like  the 
original.  That's  because  of  Sharp's  high 
resolution  and  exacting  half-tone  trans- 
mission with  16  levels  of  grey. 

Sharp  offers  a  full  line  of  facsimile 
machines,  from  the  most  basic  to  the 
most  sophisticated.  And  every  one  will 
shrink  the  boundaries  of  time  and  dis- 
tance with  ease  that  most  of  us  never 
thought  possible. 

Is  it  any  wonder  why  more  Sharp 
fax  machines  were  bought  in  America  in 
1987  than  any  other  brand? 
For  information,  call  1-800-BE-SHARP 


m 


•Based  on  current  1988  published  reports  of  leading  industry  analysts  for  facsimile  sales  in  1987 


FROM  SHARP  MINDS 
COME  SHARP  PRODUCTS 


re  playing  marbles  with  our  country  I 
on'l  want  to  write  anything.  I  can't  find 
1  words." 

BY  KEITH  H  HAMMONDS 
■  a  Correspondent  Hammonds  report 
inn  business  in  South  Africa  during  1986 
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,LL  CONSUMING  IMAGES:  THE  POLITICS  OF 
TYLE  IN  CONTEMPORARY  CULTURE 

iy  Stuart  Ewen 

tesic  Books  •  306pp  •  $19.95 


In   All   Consuming  Images,   Stuart 
Ewen  traces  the  evolution  of  style 
from  the  advent  of  photography  in 
859  to  today's  vast  consumer  markets, 
tit's  an  interesting  journey,  documenting 
unl   confirming  a   conclusion   that   has 
(truck   many  social  commentators:   An 
object's  image  often  matters  more  than 
he  object  itself.  If  manufacturers  and 
marketers  can  force  clothing  and  cars 
nit  of  style,  consumers  will  discard  per- 
fectly serviceable  goods  and  buy  what 
the  next  trend  dictates. 

Ewen,  chairman  of  the  Communica- 
tions Dept.  at  New  York's  Hunter  Col- 
lege, cites  compelling  examples  of  how 
style  in  architecture,  packaging,  indus- 
trial design,  and  advertising  affect  our 
lives.  One  effect,  he  notes,  can  be  to 
trivialize  issues.  Appliances  hyped  as 
"energy-saving,"  for  example,  reduce 
environmentalism  to  a  mere  selling  tool. 

Ewen  highlights  amusing  ironies  in 
Madison  Avenue's  pursuit  of  consumers. 
Take  the  IBM  personal  computer  cam- 
paign using  Charlie  Chaplin's  character 
from  Modem  Times.  The  Little  Tramp 
is  a  peculiar  choice,  he  notes,  given  that 
the  movie  is  a  scathing  critique  of  the 
monotony  of  a  mechanical  civilization. 
True,  the  computer  is  designed  to  reduce 
that  monotony.  But  while  Modern 
Times  suggested  'that  pleasure  is  a 
more  meaningful  goal  for  human  life," 
Ewen  writes,  the  IBM  ads  exalt  work. 
"The  critique  has  been  turned  on  its 
head,  packaged,  and  used  against  itself." 

Trends  and  styles  feed  on  each  other, 
and  advertising  and  packaging  often  re- 
flecl  what's  happening  in  entertainment 
or  fashion.  Consider  the  Coke  bottle.  The 
hobble-skirl  shape  was  introduced  in 
1916,  m  what  Ewen  calls  a  "tribute  to 
the  ideals  of  Victorian  Womanhood." 
When  Twiggy  started  setting  styles  in 
the  1960s,  Coke  put  the  bottle  on  a  diet 

Ewen's  academic  tone  can  be  off-put- 

tmg.  Too  often,  he  quotes  sources  at 
length  rather  than  weaving  information 
into  a  compelling  narrative.  Hut  his 
thought  provoking  subject  and  extensive 

research  make  All  Const/  mi  ng  Images 

worth  the  effort 

BY  WALECIA  KONRAD 


In  A  City  Famous  For  Hotels, 

Why  Does  Only  One  Have 

Both  A  Five  Star  And 

Five  Diamond  Rating? 


Year  after  year  the 
answer  remains  the  same 
San  Francisco  has  only  one 
Four  Seasons  Clift.  A  hotel 
with  a  grand  philosophy 
We  adapt  to  you  And  your 
lifestyle. 

Our  staff  is  on  hand 
twenty-four  hours  a  day. 
An  interpreter  or  freshly 
typed  manuscript  is  just  a 
call  away.  And  when  busi- 
ness turns  social,  we  offer 
you  the  celebrated  charm 
of  our  landmark  Redwood 
Room,  plus  truly  gracious 
dining  in  our  French  Room. 

For  reservations  call 
(800)  332-3442,  or 
(415) 775-4700. 


Four  Seasons 
Clift  Hotel 

SAN  FRANCISCO 

Near  Union  Square 


€  1989  Managed  by  Four  Seasons 
Hotels.  Ltd  Canada 


Look  to  ■: , 

BusinessWeek 
to  help  you  do 
a  world  of  business. 
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conomic  Viewpoint 


SOCIAL  SECURITY 

SHOULD  BENEFIT 

ONLY  THE 

ELDERLY  POOR 


BY  GARY  S.BECKER 


If  poorer  households  alone 

were  eligible  for  benefits, 

they'd  be  treated  better — and 

income  tax  and  budget 

burdens  would  greatly  ease 


i  iARY  S.  BECKER  IS  UNIVERSITY  PROFESSOR 
OF  ECONOMICS  AND  SOCIOLOGY 
AT  THE  UNIVERSITY  OF  CHICAGO 


Sooner  or  later  budgetary  deficits 
and  tax  burdens  will  force  the 
U.  S.  and  other  countries  to  do 
what  has  been  until  now  politically  un- 
thinkable— to  replace  Social  Security 
systems  in  their  present  form  with  sys- 
tems of  benefits  only  for  the  needy 
elderly. 

It  makes  little  sense  to  give  Social 
Security  benefits  to  the  many  elderly 
households  with  sizable  earnings  and 
assets.  The  conflict  between  annuity 
and  redistributive  goals  has  made  So- 
cial Security  a  bad  annuity  system  as 
well  as  an  inefficient  way  to  help  the 
elderly  poor. 

Some  will  object  to  excluding  the 
better-off  elderly  from  Social  Security 
benefits  because  they  are  under  the 
impression  that  Social  Security  is  fun- 
damentally an  annuity  system.  Retired 
people  supposedly  get  back  with  inter- 
est more  or  less  what  they  contributed 
through  Social  Security  taxes  on  their 
earnings  when  they  worked.  But  this 
impression  is  dead  wrong.  The  present 
system  greatly  redistributes  benefits 
toward  the  married  elderly  who  live  in 
households  that  have  not  earned  much 
and  have  worked  in  covered  employ- 
ment for  the  minimum  number  of 
years  (now  about  10). 

In  annuity  systems,  benefits  in- 
crease about  in  proportion  to  the 
amount  contributed,  but  Social  Securi- 
ty benefits  don't.  For  example,  accord- 
ing to  the  1988  schedule  of  benefits, 
workers  who  earn  $45,000  a  year — the 
highest  level  of  taxable  earnings — and 
retire  when  they  reach  age  65  get  only 
double  the  primary  benefits  of  work- 
ers who  earn  just  $7,000  a  year  and 
retire  at  the  same  age.  Yet  Social  Se- 
curity taxes  on  the  first  group  are 
over  six  times  higher  than  the  taxes  on 
the  second. 

marketable  assets.  Many  retired  fam- 
ilies are  well-off  financially — fewer 
than  15%  are  classified  as  poor.  Since 
Social  Security  benefits  in  1985  provid- 
ed less  than  40%  of  the  incomes  of  the 
top  407"  of  elderly  households,  they 
would  remain  reasonably  well-off  and 
much  above  the  poverty  line  if  they 
had  no  Social  Security  income. 

Medicare  has  enormously  reduced 
the  financial  burden  to  the  elderly  of 
hospitalization  and  other  medical  ex- 
penses. And  many  older  households 
have  marketable  assets  that  can  be 
drawn  on  in  an  emergency.  The  ratio 
of  assets  to  income  is  much  higher  for 
retired  families  than  working  families, 
and  fewer  than  157"  of  older  house- 
holds have  low  incomes  and  few  as- 
sets. Although  housing  is  their  most 
valuable  resource,  many  older  people 
own  stocks  and  other  financial  assets. 


The  budget  deficit  and  the  tax  b 
den  on  workers  would  greatly  ea 
and  poorer  households  could  be  treat 
better,  if  only  poorer  households  alo: 
were  eligible  for  Social  Security  i 
come.  Although  the  exact  definition 
the  "elderly  poor"  has  to  be  work 
out  carefully,  federal  expenditures 
1988  would  have  been  reduced  by  we 
over  $90  billion  if  the  top  half  of  olde 
households  were  not  eligible  for  bene 
fits.  Future  reductions  would  be  grea 
er  still  because  benefits  and  the  nun 
ber  of  elderly  families  are  growing. 
means  test.  If  Social  Security  were  t 
go  only  to  the  elderly  poor,  Social  Sc 
curity  taxes  could  be  folded  into  th 
income  tax  system.  When  all  pretens 
is  dropped  that  Social  Security  is  ai 
annuity  system,  separate  taxes  to  fi 
nance  benefits  make  as  little  sense  a; 
separate  taxes  to  finance  the  fooc 
stamp  program. 

Those  who  object  to  a  means  test  foi 
Social  Security  benefits  must  explair 
why  the  elderly  poor  should  be  treatec 
differently  from  the  other  poor  wh( 
have  to  pass  such  a  test,  especially 
now  that  the  elderly  have  to  qualify 
for  supplementary  income  benefits.  To 
be  sure,  some  elderly  families  would 
try  to  pass  the  test  by  saving  less  than 
they  would  save  were  Social  Security 
benefits  available  to  all  retired  per 
sons.  But  these  responses  can  be  kept 
within  tolerable  limits — for  example, 
by  replacing  only  part  of  the»  gap  be- 
tween a  family's  resources  and  the 
poverty  line.  And  many  older  families 
would  be  too  well-off  to  try  to  qualify 
for  poverty  benefits. 

Of  course,  since  people  who  will  re- 
tire in  the  next  couple  of  decades  have 
been  counting  on  Social  Security  bene- 
fits, the  new  system  should  be  intro- 
duced gradually. 

A  transitional  period  might  be  hard 
to  manage  politically  since  young 
workers  would  be  helping  to  pay  for 
benefits  that  they  themselves  would 
not  end  up  receiving. 

However,  young  families  would  at 
least  have  time  to  adjust  spending  and 
savings  to  provide  for  retirement. 
They  could  get  more  involved  in  pri- 
vate pension  and  annuity  plans  and 
give  smaller  gifts  and  bequests  to 
their  children.  Some  might  even  have 
the  audacity  to  expect  old-age  support 
from  their  own  children. 

Obviously,  no  proposal  to  eliminate 
Social  Security  income  for  many  elder- 
ly people  is  politically  feasible  at  pres- 
ent. Eventually,  however,  a  way  will 
have  to  be  found  to  overcome  political 
opposition  and  reorient  the  system  to 
help  only  those  older  people  who  are  in 
need.  ■ 
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Managing  change. 

In  today's  rapidly  changing  business  environment,  flexibility  is  (he 
ultimate  survival  mechanism  Altering  form  to  design  new  opportunities 
has  become  a  practical  means  to  profitability 

The  Racal  group  of  electronics  and  security  companies  translates 
strategic  flexibility,  decentralized  management,  and  product  diversity  into 
an  advantageous  approach  to  business  Obstacles  become  fertile  markets 
that  generate  more  than  $2.5  billion  in  annual  revenues. 

As  a  method  of  business,  it  may  be  uncommon.  So  is  the  result — 
consistently  innovative  products  delivered  on  time  at  competitive  prices. 

To  find  out  more  about  Racal  and  its  products,  systems,  and 
services,  write  to  The  Racal  Corporation.  122  East  42  Street.  New  York. 
New  York  10168 

Racal.  Reaching  beyond  today's  standards. 
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Introducing  Pulse-Quickeni; 


Ar>  t^v  -km  4^  We  did  more  thai 

Completely  Different  Mercury  Cougar.  give  Cougar a sleel 

new  exterior.  Much  more.  By  positioning  the  wheels  near  the  extreme  corners  of  the  car,  we  gave  Cougai 
a  longer  wheelbase  for  a  more  comfortable  ride.  And  a  wider  stance  for  greater  stability  and  enhance* 
control.  A  new  speed-sensitive  power  steering  system  improves  road  "feel"  and  control  at  highway  speed* 
And  you'll  find  that  Mercury  Cougar's  all-new  interior  was  designed  by  people  who  obviously  believe 
that  comfort  and  control  are  not  only  essential  but  inseparable.  Experience  the  comfort  and  control  of  a 
Mercury  Cougar  at  your  Lincoln-Mercury  dealer  today.  For  more  Cougar  information,  call  1-800-822-9292 

LINCOLN-MERCURY  DIVISION  C$or<t^)    Buckle  up-together  we  can  save  lives! 
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Where  Comfort  And  Control  Are  One. 
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Where  Comfort  And  Control  Are  One. 


conomic  irenas 


BY  KAREN  PENNAR 


LIVE  FROM  NEW  YORK: 
IT'S  THE  AMERICAN 
ECONOMIC  ASSN. 


Several  thousand  economists  came 
to  New  York  City  during  the  final 
days  of  1988  for  the  annual  American 
Economic  Assn.  meetings.  They  at- 
tended dozens  of  sessions  on  topics 
ranging  from  the  predictable  ("Rea- 
ganomics  in  Retrospect:  Lessons  for  a 
New  Administration")  to  the  obscure 
("Gandhian  Economics").  Familiar 
advice  was  offered  about  how  to  boost 
savings  and  cut  the  budget  and  trade 
deficits.  But  some  economists  did  try 
to  break  new  ground.  Some  highlights: 

A  NEW  TAX  IDEA 

You've  heard  of  gasoline  taxes,  sin  tax- 
es, and  value-added  taxes.  Now  get 
ready  for  the  cash-flow  tax.  Its  purpose? 


FELDSTEIN  WANTS  A  TAX  ON  CASH  FLOW 


To  boost  savings  and  investment  while 
at  the  same  time  curbing  the  explosion 
of  private  debt.  Its  budgetary  impact? 
Revenue-neutral. 

Scrap  the  current  business  tax  sys- 
tem, says  Harvard  University's  Martin 
S.  Feldstein,  sometime  adviser  to  Presi- 
dent-elect George  Bush  and  former  top 
economic  aide  to  President  Reagan.  Re- 
place it  with  a  cash-flow  corporate  in- 
come tax,  which  would  tax  the  differ- 
ence between  receipts,  except  for  income 
from  the  sale  of  new  stock,  and  cash 
outlays,  including  interest  payments  but 
not  dividends. 

The  cost  of  buying  new  plant  and 
equipment  would  be  deducted  in  the 
year  the  purchase  was  made.  Although 


advertising  and  other  costs  of  doing 
business  are  deducted  in  that  fashion 
today,  the  big  dollars  spent  on  plant  and 
equipment  aren't,  and  those  costs  are 
amortized  over  a  period  of  years.  Allow- 
ing them  to  be  deducted  in  the  same 
year  the  spending  occurs  would  elimi- 
nate a  long-standing  tax  code  bias 
against  fixed  capital  investment. 

Interest  payments  would  still  be  de- 
ductible, but  receipts  from  borrowing 
would  be  taxed,  so  the  incentives  for 
debt  financing  would  be  eliminated.  To 
this  package  Feldstein  would  add  new 
savings  incentives  for  individuals  and  in- 
dex capital  gains  for  inflation,  so  that 
any  gains  attributable  to  inflation 
wouldn't  be  taxable.  To  offset  the  reve- 
nue losses  that  would  result  from  these 
moves,  he  would  end  tax  breaks  for 
home  equity  loans. 

The  beauty  of  a  cash-flow  tax,  say 
Feldstein  and  Stanford  University's  Rob- 
ert E.  Hall,  who  proposes  a  similar  plan, 
is  that  it  would  serve  the  same  prupose 
as  a  broad-based  consumption  tax  in  dis- 
couraging spending  and  encouraging 
savings  and  investment.  Since  it  targets 
the  business  sector,  however,  they  hope 
it  would  be  less  controversial  than  a  con- 
sumption tax. 

THE  PAYOFF  FROM  PERESTROIKA 

It's  a  widely  held  view  among  econo- 
mists— as  well  as  political  scientists — 
that  the  Soviet  Union's  heavy  military 
spending  has  been  a  big  drain  on  eco- 
nomic growth.  By  that  logic,  it's  a  safe 
bet  that  cuts  in  military  spending  initiat- 
ed by  Mikhail  Gorbachev  will  get  the 
economy  moving  again.  But  Nobel  laure- 
ate Lawrence  R.  Klein  and  Miroslaw 
Gronicki,  both  of  the  University  of  Penn- 
sylvania, argue  that  merely  to  cut  spend- 
ing on  armed  forces  and  hardware  may 
have  only  limited  benefits  for  the  Soviet 
economy.  Rather,  they  say,  substantive 
economic  reform  is  the  "principal  way  to 
improve  overall  economic  performance." 
Klein  and  Gronicki  used  a  small  econo- 
metric model  of  the  Soviet  Union  to  con- 
duct computer  simulations  of  various 
policy  options.  Were  there  to  be  no  eco- 
nomic reforms  and  no  cuts  in  military 
spending,  the  outlook  would  clearly  be 
bleak:  By  the  year  2000,  per  capita  con- 
sumption and  gross  national  product 
would  not  surpass  current  levels.  If  Gor- 
bachev's proposed  cutback  in  conven- 
tional forces  were  implemented,  real  mil- 
itary spending  would  be  frozen  at  the 
1988  level.  That  would  yield  a  1.67?;  gain 
in  GNP  per  year  for  the  next  decade  or 
so,  while  an  actual  decline  in  military 
spending  of  2%  a  year  would  raise  that 
only  to  1.79%  per  year.  The  deeper  the 
cuts,  the  smaller  the  payoff.  The  reason, 
say  Klein  and  Gronicki,  is  that  the  Soviet 


civilian  economy  is  ill-equipped  to  eil 
ciently  use  all  the  resources  that  wou| 
be  released  by  military  cutbacks. 

MANDATED  HEALTH  IHSURAHCE 
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Up  on  Capitol  Hill,  politicians  eager 
control  the  federal  budget  and  ensu 
proper    health    care    for    the    citizenr 
might  consider  the  notion  of  mandate 
health    benefits,    says    Harvard's    Lav 
rence  H.  Summers.  If  the  governmeh 
orders  all  employers  to  provide  all  wori 
ers  with  health  insurance,  is  that  bette 
than  having  the  government  provide  uni 
versal  health  care  that  would  be  paid  fo   $ 
through    payroll    taxes?    In    fact,    says 
Summers,  "there  are  strong  efficiency 
arguments  in  support  of  mandated  bene  m  )\ 
fits."  There  are  at  least  two  advantages 
to   having   employers    offer   employees 
health  benefits  rather  than  have  thos< 
benefits    provided    publicly.    First,    the  » 
costs  of  tax  collections  can  be  ended 
Second,  companies  can  tailor  arrange 
ments  for  workers,  giving  employees 
greater  choice  of  benefits  than  the  mini 
mum  they  are  likely  to  receive  through  a 
government-sponsored  program. 

Still,  there  are  problems  with  mandat 
ed  company  benefits.  The  obvious  one. 
Summers  observes,  is  that  they  only 
help  people  with  jobs.  That  means  that 
while  the  25  million  employed  Americans 
now  without  health  care  would  receive 
benefits  under  a  mandated  program,  an 
additional  13  million  unemployed  Ameri- 
cans without  health  care  woulo!  remain 
uninsured.  There  is  clearly  a  case  for 
public  provision  in  such  instances. 

Another  problem  could  develop  if  em- 
ployers seek  to  hire  workers  with  lower 
benefit  costs,  such  as  younger  workers. 
It's  possible,  says  Summers,  "that  man- 
dated benefit  programs  can  work 
against  the  interests  of  those  who  most 
require  the  benefit  being  offered." 

IT  WAS  OHLY  A  SUGGESTIOH  . . . 


Following  the  1987  stock  market  crash, 
33  leading  economists  from  13  nations 
warned  of  worldwide  financial  disaster 
unless  the  U.  S.  took  dramatic  action. 
Their  prescription:  a  10%  cut  in  the  dol- 
lar, a  big  cut  in  the  U.  S.  budget  deficit, 
and  rejection  of  pending  protectionist 
legislation.  So  what  happened  in  1988? 
The  dollar  stabilized,  no  progress  was 
made  on  the  deficit,  and  a  trade  bill  with 
broad  protectionist  powers  became  law. 
Yet  economic  growth  picked  up,  and 
markets  were  relatively  stable.  Concedes 
Nobel  laureate  Franco  Modigliani,  a 
signer  of  the  postcrash  report:  "Things 
have  moved  in  the  direction  we  wanted. 
Of  course,  this  did  not  occur  by  anyone 
following  our  recommendations." 

With  Howard  Gleckman  and  Paul  Mag- 
nusson  in  New  York 
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WILL  THE  ECONOMY'S  STRENGTH 
BE  ITS  OWN  WORST  ENEMY? 


Surprising  economic  strength,   persistent  worries 
about  inflation,  and  rising  interest  rates  are  the 
economy's  dominant  themes  as  1989  gets  under 
vay.  The  expansion  has  regained  much  of  its  momentum 
foi  ifter  a  slowdown  last  summer. 

Indeed,  the  nation's  purchasing  managers  report  that 
,he  industrial  sector  picked  up  speed  toward  the  end  of 
1988.  Meanwhile,  the  Commerce  Dept.  said  that  factory 
orders  rose  0.3%  in  November,  to  $227.7  billion.  And 
anlilled  orders  jumped  0.8%,  to  $460.9  billion.  So  not 
surprisingly,  business  plans  for  new  plant  and  equip- 
ment spending  remain  robust,  at  least  for  early  1989. 

Growth  in  jobs  and  incomes  is 
lifting  consumers'  spirits  and 
keeping  cash  registers  ringing. 
The  Conference  Board's  index 
of  consumer  confidence  jumped 
6.1%  in  December,  to  119.8, 
nearly  matching  the  high  point 
for  1988,  reached  in  May. 

But  there  is  growing  concern 
among  many  analysts  that  the 
economy's  strength  is  its  own 
worst  enemy.   They   fear  that 
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the  Federal  Reserve  will  push  up  interest  rates,  and  that 
this  will  rein  in  the  expansion.  Capital  spending  plans  for 
the  second  half  of  1989  already  look  weak,  and  spending 
on  construction,  both  residential  and  business,  may  also 
start  showing  signs  of  strain. 

The  government's  index  of  leading  indicators,  which  is 
supposed  to  divine  the  economy's  future  path,  doesn't 
offer  much  consolation.  It  fell  0.2%  in  November.  The 
index  has  been  bouncing  up  and  down  for  about  six 
months,  basically  going  nowhere.  November's  level  was 
below  the  June  mark.  This  recent  stagnation  could  be 
pointing  to  a  slower  economy  later  in  1989. 
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For  now,  though,  the  expansion's  momen- 
tum is  clear.  The  National  Association  of 
Purchasing  Management's  index  of  busi- 
ness activity  jumped  to  58.1'/f  in  Decem- 
ber, the  highest  since  July.  The  index'  quarterly  pattern 
shows  last  year's  steady  pickup  in  activity  (chart). 

The  index,  slanted  toward  the  industrial  sector,  is  a 
Composite  Of  purchasers'  reports  Oil  the  strength  of  or- 
ders, production,  employment,  delivery  times,  inven- 
tories, and  prices.  In  December  both  orders  and  produc- 
tion posted  their  fastest  growth  rates  since  July. 

In  addition,  export  orders  rebounded  from  their  slug 
gish  performance  during  the  previous  four  months.  Of 


those  companies  that  export,  30%  reported  increased  or- 
ders from  abroad,  up  from  only  22';  in  November. 

For  the  year,  the  purchasing  managers'  index  aver- 
aged 56.4?f.  The  N'APM  says  that's  consistent  with  eco- 
nomic growth  in  1988  of  3.7%,  when  the  effects  of  the 
summer  drought  are  excluded.  If  that  estimate  is  on  the 
mark,  it  implies  that  fourth-quarter  growth  in  real  gross 
national  product  could  end  up  far  stronger  than  most 
economists  expected. 


CAPITAL 
OUTLAYS 
REMAIN 
STRONG 


WHERE  BUSINESS  IS 
BOOSTING  SPENDING 


With  business  looking  so  good,  companies 
have  pretty  bold  plans  for  investment  in 
new  plants  and  equipment,  at  least  in  the 
first  half.  Outlays  in  the  second  half 
seem  likely  to  be  much  weaker.  That's  the  word  from 
the  Commerce  Dept.'s  survey  of  capital  spending  plans. 

According  to  the  survey,  businesses  expect  to  shell  out 
$456  billion  in  1989,  up  6%  from  an  estimated  $430.2 
billion  in  1988.  That's  not  much  gain  compared  with  the 
10.4%  jump  of  last  year,  which  was  the  largest  increase 
since  the  capital  spending  boom  of  1984.  But  the  1989 
increase,  if  realized,  will  still  be  a  healthy  advance. 

Real  outlays,  adjusted  for  changes  in  prices  of  capital 
goods,  are  expected  to  rise  5.9%  this  year.  Prices  have 
been  little  changed  during  the  past  three  years,  mainly 
reflecting  declines  in  the  prices  of  computers,  which 
continue  to  offset  increases  elsewhere. 

Quarterly  projections,  which 
go  through  the  second  quarter, 
show  that  businesses  plan  to  lift 
real  outlays  in  the  first  quarter 
by  a  huge  20.4%,  at  an  annual 
rate,  followed  by  a  smaller  6.57c 
increase  in  the  second  quarter. 

That  means  capital  spending 
in  the  first  half  is  projected  to 
rise  even  faster  than  it  did  in 
the  second  half  of  1988.  This, 
too,  will  keep  economic  growth 
rolling  ahead  as  1989  gets  under  way. 

Both  manufacturing  and  nonmanufacturing  industries 
will  share  the  first-quarter  surge,  but  for  the  entire 
year,  nonmanufacturing  plans  to  lift  outlays  faster  than 
do  factory  owners  (chart).  Real  spending  by  manufactur- 
ers is  projected  to  slow  sharply  from  the  12.7"  advance 
in  1988  to  only  3.  '•>'■  in  1989.  Outlays  in  nonmanufactur- 
ing are  slated  to  increase  by  7.4'/'  compared  with  last 
year's  9.17<  rise. 

The  slowdown  in  capital  spending  in  manufacturing 
comes  at  a  time  when  operating  rates  are  high  and  stili 
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rising.  That  could  well  put  more  pressure  on  existing 
production  capacity.  In  some  industries,  though,  high 
operating  rates  are  leading  to  bigger  capital,  outlays. 
Paper  and  chemical  companies,  where  operating  rates 
are  very  tight,  plan  sizable  additions  to  capital  budgets. 
Producers  of  autos  and  primary  metals  also  expect 
healthy  increases. 

Among  nonmanufacturing  industries,  airlines  have  big 
investment  plans  for  1989,  as  do  wholesale  and  retail 
trade,  finance,  and  other  personal  and  business  services. 

I  BUILDERS  Some  of  those  capital  outlays  are  headed 
ARE  BUSY  toward  new  plant  construction.  That,  plus 
BUILDING  recent  strength  in  homebuilding,  kept  the 
FACTORIES  construction  sector  chugging  along  at  the 
the  end  of  1988. 

In  November  the  value  of  construction  put  in  place 
rose  by  0.8%,  to  an  annual  rate  of  $411.1  billion,  beating 
the  record  of  $410.9  billion  in  December,  1987.  Building 
costs  were  flat,  so  all  of  that  0.8%  gain  was  real. 

The  resiliency  in  construction  is  widespread.  The  big 
exception  is  office  and  other  commercial  projects.  Over- 
building and  mergers  among  retailers  have  reduced  the 
need  for  new  office  buildings,  stores,  and  warehouses.  In 
November  such  nonresidential  construction  fell  2.4% — or 
10.5%  below  last  year's  pace. 

Other  areas  are  faring  much  better.  Industrial  proj- 
ects, such  as  factories,  remain  a  major  source  of 
strength.  They  increased  1.3%  in  November,  following  a 
14.1%  surge  in  October.  Public  construction  is  also 
strong.  It  jumped  4%  in  November,  to  an  annual  rate  of 
$81  billion,  as  all  levels  of  government  boosted  spending 
on  highways,  schools,  and  other  projects. 

But  the  building  sector  that  has  been  the  surprise 
performer  is  housing.  Construction  there  has  risen  in 
each  of  the  past  five  months,  including  a  0.7%  gain  in 
November,  to  an  annual  rate  of  $200.4  billion. 

For  the  first  two  months  of  last  quarter,  home  con- 


A  DROP  IN 
NEW  HOME  SALES 


struction  increased  at  an  annual  rate  of  7.9%  above  I 
third  quarter,  after  accounting  for  price  changes.  Th 
means  real  investment  in  residential  buildings  will  a 
positively  to  economic  growth  in  the  fourth  quarte 
although  the  increase  probably  will  fall  a  little  short 
the  4.6%  gain  posted  in  the  third  quarter. 

Still,  that's  a  better  contribu- 
tion than  was  expected  early 
last  year.  Builders  started  1988 
with  a  large  inventory  of  unsold 
homes.  But  as  declining  mort- 
gage rates  boosted  home  sales, 
and  as  builders  cut  back  on  new 
projects,  developers  were  able 
to  pare  down  the  overhang. 
That  permitted  them  to  start 
new  projects  later  in  the  year 
without  worrying  about  the 
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high  cost  of  carrying  unsold  units.  Since  June  residential 
construction  has  expanded  at  an  annual  rate  of  16.4%. 

In  November  housing  starts  climbed  1.4%,  to  an  annul 
al  rate  of  1.56  million.  That  followed  a  huge  5.1%  in-J 
crease  in  October.  Such  impressive  gains,  however,  mayj 
be  short-lived.  New  single-family  home  sales  slipped  8%[ 
in  November,  to  an  annual  rate  of  671,000 — their  lowest! 
since  March  (chart).  The  upward  drift  in  mortgage  rates! 
is  taking  its  toll  among  homebuyers.  The  outlook  is  for| 
further  rate  hikes,  and  housing  should  suffer  even  more. 

Nonresidential  construction  will  probably  be  hit,  too.| 
Although  contracts  for  new  nonresidential  projects  in- 
creased 7%  in  November,  to  an  annual  rate  of  $80.9 1 
billion,  according  to  the  F.  W.  Dodge  Group  of  McGraw- 
Hill  Inc.,  contracts  for  the  first  11  months  of  1988  were  | 
5%  below  their  pace  in  the  same  period  of  1987. 

So,  despite  the  economy's  obvious  strength  as  1989 
begins,  higher  interest  rates  threaten  to  curtail  growth 
later  on.  That's  a  real  danger  if  higher  borrowing  costs 
start  to  cut  into  consumer  spending. 


THE  WEEK  AHEAD 


INSTALLMENT  CREDIT 


Monday,  Jan.  9 

Most  economists  expect  that  consumers 
took  on  an  additional  $4  billion  in  install- 
ment credit  in  November,  slightly  more 
than  the  $3.6  billion  they  accumulated  in 
October.  The  November  gain  is  indicated 
by  the  jump  in  car  and  other  retail  sales 
for  that  month.  Personal  loans  closed  at 
commercial  banks  increased  0.3%.  Con- 
sumers are  easing  up  in  their  use  of 
credit.  With  the  expected  November  ac- 
cumulation, installment  credit  will  have 
increased  just  $3.3  billion  per  month  so 
far  in  the  second  half  of  1988.  In  the 
first  six  months,  the  pace  was  $5.2  bil- 
lion. This  slowdown  has  nudged  the  ratio 
of  consumer  installment  credit  to  dispos- 


able income  down  to  18.3%  in  October 
from  a  record  high  of  18.9%  in  April. 

PRODUCER  PRICE  INDEX 

Friday,  Jan.  13,  8:30  a.m. 
Producer  prices  of  finished  goods  proba- 
bly increased  by  about  0.5%  in  Decem- 
ber, following  a  0.3%  increase  in  Novem- 
ber and  no  change  in  October.  Last 
month's  rise  is  suggested  by  higher 
price  rises  in  food  and  energy.  Other 
components  should  post  larger  in- 
creases, too.  The  rapid  price  gains  in 
intermediate  and  crude  materials  earlier 
in  1988  may  finally  be  putting  upward 
pressure  on  the  costs  of  finished  goods. 
For  the  year,  the  expected  December  in- 
crease would  place  producer  prices  4% 
above  their  level  of  a  year  earlier.  That's 


a  sharp  acceleration  from  the  12-month 
increase  of  2.1%  in  June  and  the  2.4% 
rise  as  of  December,  1987. 

RETAIL  SALES 

Friday,  Jan.  13,  8:30  a.m. 
Retail  sales  most  likely  increased  by 
0.5%  in  December.  In  November  sales 
jumped  1.1%,  to  $138.1  billion.  The  shop- 
ping spree  at  the  end  of  the  holiday  sea- 
son probably  helped  department  and  ap- 
parel store  sales,  and  purchases  at  auto 
dealers  probably  rose.  As  measured  by 
retail  sales,  consumer  spending  ended 
the  year  with  a  bang.  Retail  sales  in  the 
fourth  quarter,  adjusted  for  price 
changes,  probably  grew  at  an  annual 
rate  of  6.2%,  following  a  weak  1.1%  in- 
crease in  the  third  quarter. 
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The  Panasonic  Boom:  the  next  generation  in  business. 
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"There's  an  easy  way  out  in  anything. 

But  the  messages  I'm  getting  from  the  top  today 
say  dont  just  buy  what  everyone  else  has 
—buy  smart." 


w& 


■■■  ■       • 


m 


MB 


■ 


*•« 


:  •  ■ 


The  tougher  the  business 
climate  has  gotten,  the  tougher 
top  management  has  gotten. 

And  today  it  seems  there 
are  three  key  words  in  decision 
making.  Justify,  justify,  justify. 

So  how  do  you  make  a  case 
for  Panasonic  Genesis7"  copiers? 

First,  the  name  is  one  that's 
always  been  associated  with. 
good  value. 

And  second,  there's  the 
product  itself.  Or  should  we  say, 
family  of  products.  Because 
Genesis  is  a  complete  line  of  full- 
featured  copiers  that  lets  you 
pick  exactly  what  you  need. 
So  you  don't  have  to  overspend 
to  get  what  you  want. 

Panasonic  Genesis  copiers.' 
Not  always  the  obvious  choice. 
But  often  the  smart  one.  And  this 
is  just  one  of  the  ways  we're 
making  our  name  felt  around 
the  office  today. 

For  the  name  of  your 
nearest  dealer,  call  toll-free: 
1-800-447-4700. 


Panasonic 

Office  Automation  /f^ 


Copiers,  Typewriters,  Printers, 
Peripherals  and  Facsimiles. 
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very  two  years  business  lobbyis 
scare  their  trembling  clients  wit 
tales  of  the  dangers  for  Corpora 
America  lurking  in  the  new  Congres 
But  as  House  Speaker  Jim  Wright  (' 
Tex.)  called  the  101st  Congress  to  orde 
on  Jan.  3,  the  trembling  extended  eve 
to  lobbyists'   row  on   Washington's 
Street.  The  pinstriped  legions  fear  then 
biennial  cries  of  wolf  this  time  may  be 
real.  "Never  have  I  seen  so  many  ideas 
being  floated,"  says  John  Endean,  chie:   gleav 
lobbyist  for  the  American  Business  Con 
ference.  "You  can't  predict  anything." 

Rarely  has  business  faced  such 
heavy  barrage  of  potentially  costly  bills 
(table).  Demands  for  social  legislation, 
suppressed  for  eight  years  by  Ronald 
Reagan,  are  bubbling  to  the  surface 
With  no  money  available,  Congress 
wants  simply  to  order  employers  to  pay 
for  such  needs  as  health  care  and  paren 
tal  leave.  Bipartisan  pressure  is  building 
on  Capitol  Hill  to  restrict  debt-driven 
takeovers  (page  43).  Fueled  in  part  by 
George  Bush's  campaign  rhetoric,  1989 
is  looking  like  a  big  year  for  environ- 
mental legislation.  And  lobbyists  worry 
that  an  eventual  budget  compromise  will 
mean  new  taxes  on  business.  As  Geof- 
frey Peterson  of  the  Distilled  Spirits 
Council  puts  it,  "all  of  us  are  in  for  a 
rough  ride." 

MO  agenda.  Underlying  business'  unease 
is  the  realization  that  Bush  will  be  far 
more  willing  than  Reagan  to  deal  with 
congressional  Democrats.  And  unlike  his 
predecessor,  Bush  has  no  plans  to  im- 
pose his  agenda  on  the  Hill.  That  leaves 
the  Democrats  free  to  launch  a  series  of 
initiatives  that  could  throw  the  White 
House  onto  the  defensive. 

In  fact,  say  White  House  aides,  the 
new  Administration  may  not  even  offer 
its  own  fiscal  1990  budget  proposals. 
Says  one  official:  "The  first  guy  to  call 
for  new  taxes  gets  his  head  chopped  off. 
We  know  it.  The  Democrats  know  it." 

But  that  doesn't  necessarily  mean  the 
President-elect's  no-tax  pledge  will  stick. 
To  meet  the  1990  Gramm-Rudman  Act 
deficit  target,  Congress  will  have  to  re- 
duce the  red  ink  by  $30  billion  or  so. 
Negotiations  between  the  Administra- 
tion and  the  Hill  will  begin  in  early 
spring  and  could  drag  into  October. 

In  the  end,  lobbyists  fear,  business 
will  be  hit  with  the  bill.  House  Minority 
Leader  Robert  H.  Michel  (R-Ill.)  is  al- 
ready predicting  that  a  tax  increase  will 
be  part  of  the  final  compromise.  Senate 
Republican  Leader  Bob  Dole  of  Kansas 
has  also  signaled  his  willingness  to  in- 
clude new  taxes  in  the  budget  package. 
And  politically,  the  least  painful  way  to 
scrounge  up  revenues  is  with  excise  tax- 
es  or  by   yanking   some   business   tax 
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aks.  T.H  mi    i  taxes  are  doable,  even 
hen   you   read   George    Bush's   lips," 

UB  veteran  lobbyist  Charls  Iv  Walker. 

Wi'ir  111  double  jeopardy  here.  When 

ou  have  all  thi8  pressure  tO  fund  social 
rograms,  and  you  want  it  at  little  cost 

0  the  government,  where  do  you  turn'.' 

To  business." 

N  THE  WINGS.  And   even  as   the   budget 
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>attle  winds  on,  business  will  be  skir- 
nishing  with  Hill  Democrats  over  man- 
lated  benefits.  In  private,  lobbyists  con- 
cede they  can't  block  legislation 
requiring  employers  to  give  workers  un- 
paid leave  to  care  for  newborns  or  sick 
relatives.  The  U.  S.  Chamber  of  Com- 
merce claims  the  measure  could  cost  em- 
ployers up  to  $2.6  billion  a  year,  but 
congressional  analysts  say  that  figure  is 
wildly  exaggerated.  Bush  opened  the 
door  for  the  legislation  during  the  cam- 
paign by  endorsing  tax  in- 
centives for  companies  that 
offer  such  leave. 

Similarly,  Bush's  cam- 
paign backing  of  a  higher 
minimum  wage  and  aid  to 
child  care  programs  has  en- 

.  couraged    Democratic    sup- 

;  porters  of  these  measures. 
And  waiting  in  the  wings  is 
a  plan,  endorsed  by  Massa- 
chusetts Governor  Michael 
S.  Dukakis  and  favored  by 
many  congressional  Demo- 
crats, to  require  companies 
to  provide  minimum  health- 
insurance  benefits  for  their 
workers. 

On  another  front,  the  en- 
vironment, corporate  de- 
fenses may  crumble.  The 
focus  will  be  on  new  restric- 
tions on  emissions  that 
cause  acid  rain.  Utilities  and 
other  coal-burning  indus- 
tries will  be  hit  hardest. 
There  are  two  reasons  busi- 
ness lobbyists  think  1989  is 
the  year  they  may  be  hit 
with  an  expensive  Clean  Air 
Act  overhaul.  For  one,  Bush 
the   campaign   endorsed 


in 

calls  for  acid  rain  controls. 
For  another,  Robert  C. 
Byrd  of  coal-producing 
West  Virginia  has  been  re- 
placed as  Senate  Democrat- 
ic leader  by  George  J. 
Mitchell  of  acid-rain-soaked 
Maine 

Congress  is  likely  to  gel 
oil'  to  a  slow  start.  Much  of 
its   first    month   will   be   ab 

sorbed    by    maneuvering 

iivcr  a  Presidential  commis- 
sion's recommendation  that 
members'  pay  be  raised  by 

up  to  .Ml'  I  .  Tin'  pay  raise  is 
likely  to  take  effecl  in  early 


Many  business  lobbyists 

tear  that  Hush 

will  be  a  less  reliable 

ally  than  Reagan 


February  unless  both  houses  vote  to  kill 
it.  To  avoid  a  vote,  the  leadership  will 
try  to  keep  the  House  and  Senate  out  of 
session. 

Business  has  a  stake  in  the  pay  raise 
issue.  In  exchange  for  the  higher  sala- 
ries, lawmakers  vow  to  end  their  heavy 
reliance  on  "honoraria" — fees  of  up  to 
$2,000  paid  to  legislators  by  corporations 
and  trade  associations  for  15-minute  "is- 
sues briefings." 


DOLE:  A  TAX  COMPROMISE? 


MITCHELL:  FOE  OF  ACID  RAIN 


CONGRESS  101;  A  SYLLABUS 

URGENT  BUSINESS 

►  A  $25  billion  package  of  spending  cuts  and  taxes  that  reduces 
the  1989  deficit  to  $1 10  billion  or  less 

►  A  defense-spending  cap  at  2%  below  inflation  and  reform  of 
Pentagon  procurement 

►  A  bailout  of  the  savings  and  loan  industry 

►  A  rewrite  of  the  Clean  Air  Act 

►  Continuation  of  nominees  to  the  Bush  Cabinet 

►  A  50%  pay  hike  for  members  of  Congress  and  2,100  other  top 
government  officials 

LONGER-TERM  GOALS 

►  Aggressive  oversight  of  the  1988  trade  bill 

►  A  hike  in  the  minimum  wage 

►  Child  care  and  parental  leave  propos.tU 

►  Reauthorization  <>l  housing  bills  and  the  Commodity  Futures 
Trading  Commission 

►  Reforms  of  ethics  rules  for  former  government  officials 

►  Campaign  finance  reform 


Then      there      Will      be      I  ime  con  .uiiilhj.' 

confirmation    of  B  md  a 

re  ,'ilution    of   chart"-     of    financial 

deeds  again  il   Speaker  Wrighl    The 
House  ethic    committee  i  i  inv< 
allegations   that,   among  other  thi 

Wright    used    undue    influence    to    keep 
federal  regulators  from  shutting  down 

T<    as    thrift    institution-.    Already,    Re 
publicans  are  preparing  lengthy  proti 

if  the  committee  absolves  the  Speaker  of 
any  misconduct. 

NEW  SPIRIT.  Congress'  preoccupation 
with  ethics  is  likely  to  surface  through- 
out the  session.  Two  items  of  particular 
concern  to  corporations  are  new  limits 
on  the  campaign  contributions  of  politi- 
cal action  committees  and  tighter  restric- 
tions on  former  government  employees 
going  to  work  as  lobbyists.  Says  House 
Budget  Committee  Chairman  Leon  E. 
Panetta  (D-Calif.):  "The  cor- 
porate community  better 
get  involved,  because  this 
Congress  is  going  to  have  a 
direct  impact  on  the  way 
they  do  business."  Here  too, 
the  K  Street  contingent 
fears  that  Bush  will  be  a 
less  reliable  ally  than  Rea- 
gan. On  the  stump,  Bush 
bemoaned  the  sorry  state  of 
Washington  ethics  and 
promised  to  keep  his  Ad- 
ministration clean. 

Business'  fears  are  wors- 
ened by  Bush's  assiduous 
courting  of  the  Hill's  Demo- 
cratic barons.  Says  House 
Democratic  Caucus  Chair- 
man William  H.  Gray  III 
(D-Pa.):  "We  agree  with  him 
on  investing  in  education, 
clean  air  and  water,  child 
care.  We  agree  with  his 
goals,  and  as  long  as  that 
continues,  it's  pretty  easy  to 
work  out  compromises." 

After  eight  years  of  die 
hard  Reaganism,  companies 
must  adjust  to  the  new  spir- 
it of  compromise.  Most  of 
American  business  enthusi- 
astically supported  Bush's 
candidacy — on  the  record, 
anyway.  "We  consider  him 
a  probusiness  President." 
says  Richard  L.  Lesher, 
president  of  the  Chamber  of 
Commerce.  But  surveying 
the  reams  of  costly  legisla- 
tion and  George  Hush's  ac- 
commodating smiles,  the 
capital's  lobbyists  wonder 
just  how  much  business  will 
have  to  pay  for  the  new 
President'.-  vision  of  a 
"kinder,  gentler  nation." 
By  Douglas  Harbrecht, 
Vicky  • 
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Commentary/by  Bill  Javetski 


IN  HIS  PLODDING  WAY,  SHULTZ  GOT  THINGS  DONE 


Soon  after  U.  S.  warplanes 
bombed  Libya  in  1986,  Secretary 
of  State  George  P.  Shultz  reflect- 
ed on  the  unforeseen  consequences  of 
foreign  policy  decisions  by  recalling  his 
wife's  back  operation  a  year  earlier. 
"The  doctor  emerged  from  the  operat- 
ing room  and  said  to  me:  'I  found  ex- 
actly what  I  expected  to  find;  I  did 
exactly  what  I  expected  to  do,  and  it 
will  work  completely.'  "  Shultz  paused. 
"I  thought:  'Boy,  he  lives  in  a  world  of 
clarity.' " 

The  world  of  diplomacy  has  offered 
Shultz  little  clarity  during  his  6Y2 
years  as  Secretary  of  State — the  long- 
est postwar  tenure  in  the  job  save  that 
of  Dean  Rusk  in  the  1960s.  His  crusade 
against  terrorism  seems  to  have  made 
little  progress,  as  demonstrated  trag- 
ically by  the  December  bombing  of  Pan 
Am  Flight  103.  And  periodic  scraps 
with  Libya — most  recently,  the  down- 
ing of  two  Libyan  fighters  over  the 
Mediterranean  on  Jan.  4 — have  failed 
to  curb  the  radicalism  of  strongman 
Muammer  Qadaffi. 

PASSIVE  RESISTANCE?  Still,  as  Shultz 
prepares  to  leave  office,  his  record 
looks  solid,  if  incomplete.  The  sweeping 
improvement  in  U.  S.-Soviet  relations, 
the  winding  down  of  regional  conflicts 
from  Afghanistan  and  Angola  to  Cam- 
bodia, and  the  recent  opening  of  a  dia- 
logue with  the  Palestine  Liberation  Or- 
ganization are  diplomatic  break- 
throughs that  give  real  substance  to  a 
career  once  notable  mainly  for  judi- 
cious bureaucratic  maneuvering. 

These  victories,  of  course,  are  broad- 
ly shared  by  the  Reagan  Administra- 
tion. But  Shultz  deserves  a  lot  of 
credit  for  managing  them  through. 
Liberals  blasted  Shultz  as  weak  for 
bowing  to  White  House  pressure  on 
Central  America.  The  Right  suspected 
him  of  buckling  to  Moscow.  His  em- 
brace of  such  losing  causes  as  the 
Nicaraguan  contras  will  continue  to 
cost  the  U.  S.  prestige  in  Latin  Ameri- 
ca. Still,  in  an  Administration  where 
ideological  zeal  passed  for  foreign 
policy  vision,  the  former  Bechtel 
Corp.  president  proved  a  tough  infight- 
ei  who  moderated  several  potentially 
disastrous  policy  swerves  and  finally 
bailed  out  Reagan's  legacy  on  foreign 
affairs. 

His  consensus-building  skills  seemed 
out  of  place  in  the  fractious  Reagan 


policy  machine  in  1982.  Shultz's  prede- 
cessor, Alexander  M.  Haig  Jr.,  had  re- 
signed after  clashes  with  the  White 
House.  Within  a  year,  Shultz  himself 
threatened  to  quit  over  a  secret  trip  by 
then-National  Security  Adviser  Robert 
C.  McFarlane  to  the  Middle  East. 

Then  came  the  Iran-contra  scandal, 
the  low  point  of  Administration  foreign 
policy.  It  remains  unclear  how  much 
Shultz  knew — or  should  have  known — 
about  the  affair.  But  by  opposing  the 
swap  of  arms  for  hostages,  he 
emerged  as  an  island  of  integrity  in  an 
Administration  awash  in  scandal.  His 
stance  won  Shultz  the  enmity  of  many 


ian  breakthrough  came  only  after  a 
hardline  U.  S.  policy  had  taken  its  toll 
Shultz  was  the  main  force  behind  send 
ing  U.  S.  troops  to  Lebanon,  an  adven 
ture  that  ended  in  disaster  when  a  ter- 
rorist bomb  killed  241  servicemen 
After  the  debacle,  Shultz  pushed  the 
Mideast  peace  process  to  the  back 
burner,  diminishing  the  U.  S.'s  role  as 
a  broker,  alienating  Arab  allies,  and 
opening  the  way  for  a  greater  Soviet 
role.  But  Shultz's  tough  stand,  includ- 
ing personally  denying  a  visa  to  PLO 
leader  Yasser  Arafat  to  speak  at  the 
U.  N.,  helped  win  a  PLO  renunciation  of 
terrorism  and  recognition  of  Israel. 


THE  SECRETARY  OF  STATE  LEAVES  NO  GRAND  DESIGN  BEHIND  FOR  HIS  SUCCESSOR 


Reaganites,  but  by  then  he  held  the 
trump  card:  A  foreign  policy  triumph, 
such  as  an  arms-control  deal  with  Mos- 
cow, was  desperately  needed  to  revive 
the  flagging  Reagan  Presidency. 
big  break.  The  retreat  of  the  National 
Security  Council  after  the  scandal  and 
the  departure  of  Defense  Secretary 
Caspar  W.  Weinberger  left  Shultz  as 
the  unchallenged  chief  of  a  finally  unit- 
ed foreign  policy  team.  And  thanks  to 
the  rise  of  Mikhail  S.  Gorbachev,  a  So- 
viet leader  willing  to  deal,  Shultz  got 
his  big  break:  the  Intermediate  Nucle- 
ar Forces  Treaty.  A  labor  negotiator 
by  training,  Shultz  relished  hammering 
out  the  pact,  which  ushered  in  the 
warm-up  in  East- West  relations. 
In  the  Middle  East,  Shultz's  Palestin- 


Perhaps  it  is  too  much  to  expect 
more  than  ad  hoc  feats  from  any  Sec- 
retary of  State.  But  for  all  his  achieve- 
ments, Shultz  leaves  successor  James 
A.  Baker  III  with  little  strategic  vision 
to  deal  with  a  rapidly  changing  world. 
How  should  Baker  approach  a  beguil- 
ingly  benign  Soviet  Union  that  is  mak- 
ing inroads  with  U.  S.  allies?  Shultz 
leaves  behind  little  guidance. 

Finding  a  new  basis  for  an  East- 
West  relationship  marked  by  45  years 
of  hostility  may  demand  more  imagina- 
tion than  the  deliberate  Shultz  could 
ever  muster.  But  in  an  Administration 
full  of  cowboys  whose  foreign  policy 
escapades  often  backfired,  a  plodder 
who  was  willing  to  wait  patiently  for 
his  victories  doesn't  look  bad  at  all. 
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ONE  MORE  REASON 
TOR  FEAR  OF  FLYING 


Terrorism  is  scary.  But  the  rattletrap  U.S.  air  fleet  is  even  scarier 


After  years  of  miserable  returns 
and  outright  losses,  airlines  in 
1988  finally  figured  out  how  to 
make  money.  Operating  profits  rose  to  a 
record  $3  billion.  As  the  New  Year  ap- 
proached, 1989  looked  just  as  promising. 
But  then  the  tragedy  of  Pan  Am  Flight 
103  and  the  ominous  tear  in  the  fuselage 
of  an  Eastern  Air  Lines  Inc.  Boeing  727 
reminded  everybody  of  the  perils  still 
threatening  air  carriers. 

No  one  is  saying  that  the  twin  threats 
of  terrorism  and  a  geriatric  fleet  will 
wipe  out  the  airlines'  recent  gains.  But 
even  in  the  best  of  times  the  financial 
health  of  airlines  is  fragile.  Any  possible 
loss  of  public  confidence  or  any  rise  in 
costs  has  to  be  taken  seriously  by  the 
carriers,  who  operate  on  razor-thin  mar- 
gins even  when  traffic  is  strong.  And  if 
a  recession  hits  later  this  year,  airlines 
would  be  absorbing  such  expenses  when 
they  can  least  afford  it. 

With  the  tragic  results  of  the  Pan  Am 
crash  still  fresh  in  travelers'  minds,  U.  S. 
airlines  must  beef  up  security.  The  new 
procedures  are  bound  to  make  for  flight 
delays  and  angry  passengers  as  the  year 
wears  on.  But  if  fliers  start  thinking 
that  Pan  American  World  Airways  Inc., 
Trans  World  Airlines  Inc.,  and  other 
U.  S.  carriers  can't  protect  them  from 
terrorists,  they  could  end  up  switching 
to  European  carriers  they  see  as  safer, 
such  as  KLM,  Swissair,  or  Lufthansaco. 
expensive  stuff.  Security  costs  U.  S. 
carriers  about  $1  billion  a  year  already. 
Airlines  such  as  Pan  Am  and  American 
Airlines  Inc.  will  not  say  how  much  they 
will  spend  on  new  security  measures. 
But  industry  sources  estimate  that  gov- 
ernment-subsidized security  procedures 
for  Israel's  national  airline,  El  Al  Israel 
Airlines  Ltd.,  cost  about  $30  million  an- 
nually. El  Al,  whose  security  is  thought 
to  be  the  world's  most  thorough,  con- 
ducts extensive  interviews  with  passen- 
gers and  matches  travelers  with  lug- 
gage before  a  flight.  But  El  Al  has  salts 
of  lust  $600  mil  lion.  If  airlines  with 
much  bigger  operations,  such  as  TWA 
and  Pan  Am,  match  El  Al's  thorough- 
ness permanently,  then  their  costs  are 
bound  to  climb. 

The   airlines    must    also   help   pay    for 

new  detection  devices,  The  bill  for  outfit- 
ting all  the  airports  that  need  new  equip 
ment  is  now  impossible  to  calculate.  But 

the    Federal    Aviation    Administration    is 

ordering  from  San  Diego-based  Science 


Applications  International  Corp.  five 
units  that  detect  chemicals  from  hidden 
plastic  explosives.  Cost  per  unit: 
$750,000,  seven  times  more  than  ad- 
vanced X-ray  devices  now  in  use. 

Then  there's  the  less  visible  but  much 
bigger  problem  of  maintaining  planes 
that  have  logged  thousands  of  flights. 
"If  people  are  going  to  operate  aircraft 
that  aren't  brand  new,  they  have  to  keep 
them  safe,"  says  Anthony  J.  Broderick, 
associate  director  for  regulation  and  cer- 
tification at  the  faa.  "When  the  engine 
goes  out,  you  can't  pull  off  to  the  side  of 
the  road." 


the  plane    in  the  '    S  Heel   itarted 
vice  before  1970.  "If  you  had  asked  then, 
10  y<  i,  nobody  in  the  tndt 

would  have  ,.aid  these  planes  would  be 

flying  this  long,"  -.ay.-.  Edward  -J    Stark 
man,  an  analv-t  at   I'aineVVehher  Inc. 
According  to  Avmark  In<\,  an  aviation 

consultant  in   Arlington,    Va.,   aircraft 

more  than  12  years  old  COSt  twice  M 
much  to  keep  up  a.-^  new  ones.  Avmark 
figures  that  for  the  Boeing  Co.  727-200 
and  the  McDonnell  Douglas  Corp.  I' 
30,  two  older  models  still  widely  used, 
maintenance  tabs  in  inflation-adjusted 
dollars  went  up  54' ;  and  31%,  respective- 
ly, from  1983  to  1987.  Costs  for  a  youn- 
ger model,  the  McDonnell  Douglas  MD- 
80,  were  much  lower. 

The  big  airlines  are  finally  phasing 
out  some  of  their  old  workhorses.  This 
year,  United  Airlines  Inc.  will  begin  sell- 
ing off  its  fleet  of  DC-8s  to  make  way 
for  Boeing  757s.  But  the  maintenance 
problem  will  just  move,  not  disappear. 
Federal  Express  Corp.  for  example,  is 


EASTERN  MECHANIC:  AS  PLANES  STAY  IN  SERVICE  LONGER,  MAINTENANCE  COSTS  WILL  RISE 


The  recent  incident  involving  an  East- 
ern 727  showed  how  scary  a  ride  on  an 
older  plane  can  be:  A  tear  in  the  fuse- 
lage depressurized  the  cabin  and  forced 
an  emergency  landing.  The  tear  didn't 
even  come  close  to  ripping  open  the  22- 
year-old  plane,  but  the  incident  high- 
lighted the  challenge  that  maintenance 
poses.  According  to  the  Air  Transport 
Assn.,  at  vearend  1987  more  than  20'  h  of 


Ten  years  ago,  nobody 

in  the  industry  would  have 

said  these  planes  would  be 

flying  this  long' 


buying   many   of   United's   older   727s. 

As  the  FAA  finds  out  more  about  the 
long-term  stress  on  planes,  it  will  proba- 
bly multiply  the  number  of  maintenance 
and  repair  procedures  for  older  craft. 
With  Boeing  and  McDonnell  Douglas 
facing  order  backlogs  stretching  to  the 
mid-'90s,  airlines  that  decide  now  to 
dump  their  old  planes  may  not  be  able  to 
get  replacements  fast.  That  will  further 
aggravate  their  maintenance  problems. 

Airlines  are  often  seen  as  a  glamorous 
business.  But  there's  nothing  romantic 
about  the  costly  problems  confronting 
the  industry.  With  such  an  inauspicious 
start.  1989  may  prove  to  he  more  grim 
than  glamorous  for  U.S.  airlr 

By  Christopher  Power  in  v 
Ron  Stodghill  II  in  Was  Richard  A. 

Meleher  in  London  and  burea 
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EXECUTIVE  SUITE  I 


THE  FORD  FAMILY  WANTS 
TO  TAKE  THE  WHEEL  AGAIN 


Edsel  II  and  some  of  his  relatives  are  in  a  tug-of-war  with  the  chairman 


E 


dsel  B.  Ford  II  hates  flying  in  bad 
weather.  He  skipped  a  trip  to  last 
I  year's  Chicago  Auto  Show  rather 
than  fly  in  the  company  jet  with  other 
Ford  Motor  Co.  executives  through  a 
nasty  storm.  But  the  40-year-old  great- 
grandson  of  Henry  Ford  is  now  ensur- 
ing turbulence  for  Ford's  board  of  direc- 
tors: He  has  acknowledged  publicly  a 
rift  between  himself  and  Ford  Chairman 
Donald  E.  Petersen. 

The  rift  could  eventually  lead  to  dra- 
matic changes  at  the 
nation's  No.  2  auto  mak- 
er. At  the  very  least  it 
promises  to  alter  the  at- 
mosphere in  the  Dear- 
born (Mich.)  headquar- 
ters where  the 
company's  directors  will 
meet  on  Jan.  12.  The 
fight,  disclosed  in  a  re- 
cent issue  of  Fortune, 
centers  on  how  much 
power  Ford's  directors 
and  management  will 
grant  members  of  the 
Ford  family,  which  con- 
trols 40%  of  the  compa- 
ny's voting  stock.  As 
the  fourth  generation  of 
Fords  emerges,  it  is  en- 
gaging in  a  tug-of-war 
with  the  professional 
managers  who  have  run 
the  company  for  the  10 
years  since  the  often- 
autocratic  Henry  Ford 
II  resigned  as  chair- 
man. "Things  are 
stirred  up  plenty,"  an 
outside  director  told 
BUSINESS  WEEK.  "It 
should  be  an  interesting 
board  meeting." 

Ford  family  members  currently  hold- 
ing 3  out  of  20  positions  on  the  auto 
maker's  board  are:  Edsel  Ford  II,  gener- 
al sales  manager  for  the  Lincoln-Mercu- 
ry Div.;  his  uncle,  William  Clay  Ford,  63, 
the  company's  vice-chairman;  and  Wil- 
liam Clay  Ford  Jr.,  just  31  years  old, 
head  of  Ford's  operations  in  Switzer- 
land. The  consensus  among  the  directors 
is  that's  enough.  "We  as  outside  direc- 
tors represent  all  the  shareholders,  in- 
cluding the  Fords,"  insists  board  mem- 
ber  Drew    Lewis,   chairman   and   chief 


executive  officer  of  Union  Pacific  Corp. 

But  the  Ford  family  board  members 
apparently  are  seeking  a  bigger  voice  in 
strategic  decisions.  "It's  just  a  question 
of  who  wears  the  pants,"  says  one  direc- 
tor. "If  you  had  40%  of  the  vote, 
wouldn't  you  want  people  to  pay  atten- 
tion to  you?" 

Edsel  and  his  cousin,  called  Billy,  are 
not  currently  assigned  to  any  of  the 
board's  committees,  where  decisions  on 
capital  spending  and  other  key  matters 


are  first  discussed.  That  necessarily  has 
limited  their  participation  at  board  meet- 
ings. They've  also  been  excluded  from 
the  dinners  held  the  night  before  board 
meetings,  to  which  only  outside  directors 
and  the  top  officers,  Petersen  and  Vice- 
Chairmen  Harold  A.  Poling  and  William- 
Clay  Ford,  typically  have  been  invited. 
Big  business  is  discussed  over  those  din- 
ners, says  an  outside  director.  Since  the 
younger  Fords  haven't  attended,  "it  has 
been  considered  obstreperous"  for  them 
to  speak  up  at  board  meetings,  he  says. 
"That's  the  culture."  But  the  company 


says  Edsel  and  Billy  now  will  be  invite 
to  the  dinners. 

For  now,  however,  there's  no  sign  ths 
the  younger  Ford  members  wish  to  d: 
rect  the  company  any  differently  tha: 
Petersen,  who  has  driven  Ford  to  the  to 
spot   in   profitability   among   Motown 
Big   Three.    "I    think   current   manage 
ment's  doing  a  great  job,"  says  Edsel 
racing  fan  himself,  he  adds,  "It's  nice  t< 
have  a  car  enthusiast  running  the  com 
pany,  and  it's  no  secret  Don  Petersen  is1 
a  car  enthusiast." 

showdown?  For  its  part,  managemen 
is  doing  all  it  can  to  downplay  talk  of 
rift.  "We're  in  transition  in  our  relation 
ship  with  the  Ford  family,"  says  Peter- 
sen. He  adds:  "That's  frankly  a  matter  |» 
of  plowing  new  ground.  We've  never 
been  there."  On  Jan.  4,  as  they  posed  for 
photographers  before  the  opening  of  a 
car  show  in  Detroit,  Edsel  and  Petersen 
joked  amiably. 

Still,  the  public  disclo- 
sure of  the  Ford  fam- 
ily's desire  for  a  bigger 
say  could  lead  to  a 
showdown.  Henry  Ford 
II  once  bluntly  de- 
clared: "There  are  no 
princes  at  Ford."  But 
he  did  nothing  to  bar 
Edsel  or  Billy  from  join- 
ing the  company.  Be- 
cause of  their  youth, 
neither  would  be  likely 
to  succeed  Petersen 
when  he  retires  in  1991. 
But  both  could  climb 
the  corporate  ladder  to 
the  top.  And  given  the 
difference  in  their  ages, 
each  conceivably  could 
even  take  a  turn  at  the 
helm.  Petersen  ap- 
plauds their  career  ef- 
forts but  notes  pointed- 
ly: "One  of  my  jobs  is 
to  make  available  to  the 
board  as  many  qualified 
people  as  possible"  for 
top  posts. 

Neither  of  the  youn- 
ger members  of  the 
Ford  clan  has  shown  Henry  Ford  IPs 
single-minded  temperament,  yet  their  ac- 
tivism at  the  summit  of  power  could 
greatly  affect  the  way  the  company  is 
run.  "Henry's  death  allowed  the  bureau- 
crats to  move  in,"  says  one  outside  direc- 
tor. "He  was  the  only  person  who  could 
tell  the  bureaucracy  to  bug  off — and  he 
did.  Now  they're  running  the  company 
by  the  book."  He  then  adds:  "Petersen 
just  wishes  Edsel  and  Billy  would  go 
away."  It's  far  from  likely  that  Petersen 
will  get  his  wish. 

By  James  B.  Treece  in  Detroit 
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might  be  the  ally  that  can  help 
Bing  MCorp  stay  independent 


i 


ie 


ive  Gene  H.  Bishop  credit  for  te- 
nacity. As  other  Texas  bank  hold- 
ing companies  have  rushed  into 
arms    of   out-of-state    banks    or 
rashed  and  burned  in  FDIC  seizures,  the 
ICorp  chairman  has  used  all  his  wiles  to 
eep  his  outfit  independent.  He  hasn't 
et  sold  regulators  on  his  plan  to  recapi- 
alize  the  $18.7  billion  holding  company, 
>ut  his  footwork  has  been  mighty  im- 
uressive.   "I  didn't  think  he  would  be 
.bit'    to    hold    off    the    regulators    this 
ong,"  says  James  J.  McDermott  Jr.,  ex- 
rutive  vice-president  of  Keefe  Bruyette 
i  Woods  Inc.  "It  is  a  game  of  chicken." 
Bishop's   odds   improved   at   yearend 
■viUi   the   news   that   none   other   than 
iCohlberg  Kravis  Roberts  &  Co.  was  in 
■ais  bank  kicking  the  tires.  Neither  side 
B  talking  about  what  role,  if  any,  the 
king  of  LBOs  would  play  at  MCorp.  But 
kkr  chief  Henry  R.  Kravis,  who  bills  his 
shop  as  a  friend  of  management,  isn't 
likely  to  wade  into  the  swamp  of  Texas 
banking  without  a  crafty  guide. 
■green  with  envy.'  It's   doubtful   that 
kkk  could  simply  take  over  MCorp.  Fed- 
eral banking  regulations  generally  bar 
bank  owners  from  also  running  industri- 
al or  financial-services  companies.   For 
that  reason,  the  Federal  Deposit  Insur- 
ance Corp.  hasn't  been  able  to  attract 
the  likes  of  Ronald  0.  Perelman  and  Wil- 
liam   Simon,   who   have   rescued   ailing 
thrifts    with    the    help   of   the    Federal 
Home  Loan  Bank  Board.  But  FDIC  Chair- 
man L.  William  Seidman  is  eager  to  at- 
tract well-heeled  private  investors.  "I'm 
green  with  envy  at  the  group  of  buyers 
thai  the  bank  board  has  been  able  to 
he  admits.  And  he  may  allow  KKR 
some  role  in  MCorp's  recap.  But  he  de- 
clined comment  on  Mt'orp  or  KKK,  say- 
ing: "We  will  look  at  the  deals  as  they 
are  presented." 

Even  such  a  noncommittal  response  is 
progress  for  Bishop.  In  October,  he 
risked  an  involuntary  bankruptcy  action 
to  get  Seidman's  attention.  The  FDIC 
wanted  Bishop  In  invest  the  holding 
Company's  cash  in  its  ailing  banks  with 
no  assurances  that  his  recap  plan  would 
be  accepted.  I'.ishop  refused,  deliberately 

defaulting    on    $-171    million    in    MCorjp 

bonds  and  forcing  Seidman  to  choose  be- 
tween negotiation  or  litigation.  Seidman 
agreed  to  consider  Bishop's  plan  among 
other  bids  for  MCorp.  Then  Bishop  plead- 
ed for  bondholders  to  wait.  They  agreed. 


KRAVIS:  HE  WOULD  PROBABLY  PUMP  IN 
CAPITAL,  NOT  TAKE  OVER  THE  BANK 


"Nobody  wants  to  be  seen  as  the  bad 
guy,"  a  bond  trader  says  of  Bishop's 
reluctant  allies. 

Bishop's  plan  now  is  to  add  $400  mil- 
lion in  new  equity  to  the  holding  compa- 
ny's cash  and  $1  billion  in  aid  from  the 
FDIC.  But  the  new  equity  figure  rises 
each  time  MCorp  posts  another  loss.  In 
1988's  first  nine  months,  MCorp's  red  ink 
came  to  $529  million. 


I.;i  Bi  hop  was  ''"■  infj  to  pu1 

her  a  deal  that  would  have  rai  ted 
i  million  in  new  equity  inside  T< 
Last  fall,  as  the  bans  mounted, 

the  new  equity  ro  K)  million,  and 

Cincinnati  financier  Carl  Lindner  ligned 
on.  itcorp's  fourth-quarter  losses  will 
rai  e  the  ante  again,  perhaps  by  as  much 
BOO  million.  Some  speculate  that  kkh 
is  mulling  investing  in   Bishop's   plan 

rather  than  taking  the  lead  itself. 
intriguing,  kkk  has  little  company  as  it 
inspects  MCorp's  books.  Wells  Fargo 
Bank  has  taken  a  look,  but  sources  say 
the  San  Francisco  bank's  initial  int* 
was  conditioned  on  receiving  an  attrac- 
tive aid  package  from  the  FDIC.  That 
package  may  not  be  forthcoming,  and 
the  bank's  analysts  have  left  Dallas  with 
little  enthusiasm  for  the  project. 

The  banking  industry  is  intrigued  by 
any  role  kkr  would  play.  The  LBO  pio- 
neer, which  last  month  raised  buyouts  to 
a  new  plane  with  its  $25  billion  takeover 
of  RJR  Nabisco  Inc.,  is  sitting  on  a  $5.6 
billion  equity  fund.  And  given  the  esca- 
lating premiums  of  LBOs,  banks  and 
thrifts  may  be  one  of  the  few  remaining 
bargains.  A  KKR  spokesman  denies  that 
the  firm  has  targeted  any  industries, 
but,  says  analyst  McDermott,  "the  pros- 
pect of  that  kind  of  money  coming  into 
commercial  banking  is  rather  exciting." 

KKR  would  make  an  ironic  ally  for 
banking  regulators,  who  fret  periodical- 
ly about  the  mountains  of  debt  that  their 
charges  are  piling  up  to  finance  LBOs.  In 
the  end,  however,  Seidman  is  obliged  to 
take  the  bailout  proposal  that  delivers 
the  smallest  hit  to  the  FDIC's  insurance 
pool.  The  MCorp  bailout  could  make  for 
some  strange  bedfellows. 

By  Todd  Mason  in  Dallas,  with  Cather- 
ine Yang  in  Washington 


CORPORATE  CONTROL  I 


FIRST  IT  WAS  POISON  PILLS 
—NOW  IT'S  'PEOPLE  PILLS' 


Borden's  new  antitakeover  gambit:  A  resignation  pact  for  top  managers 


R 


,omeo  J.  Ventres,  chairman  and 
chief  executive  officer  at  Borden 
.Inc.,  likes  to  mull  over  corporate 
problems  in  the  sauna  at  his  Connecticut 
home.  Late  last  March  he  thought  about 
the  flood  of  food  company  takeovers 
since  1984  and  wondered  how  to  pro 
Borden.  His  solution:  Why  not  use  the 
threat  that  the  food  company's  manag- 
ers would  quit?  The  sauna,  says 
Ventres,  "is  a  beautiful  place  to  think." 
Poison  pills  are  a  well-known  anti- 
takeover device.  Although  they  come  in 
many  tlavors,  the  essential  deadly  ingre- 
dient   is   the   same:    Make   it   easy    for  a 


company's  existing  shareholders  to  buy 
stock  on  the  cheap,  boosting  the  cost  of 
an  acquisition  beyond  reason.  Some  800 
companies  have  poison  pills.  But  deter- 
mined raiders  are  getting  around  them 
these  days,  often  with  the  help  of  court 
rulings.  Grand  Metropolitan  PLCs  suc- 
cessful acquisition  of  Pillsbury  Co 
just  the  latest  noteworthy   example. 

Ventres'  insight,  however,  is  fresh: 
1  se  a  unique  contract  among  the  compa- 
ny's top  executives  as  a  defense  It  took 
months  to  move  from  i  id  to  final 

design.  The  challenge  was  to  make 
neither    the    courts    nor    shareholi 
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would  view  the  scheme  as  another  mech- 
anism that  unfairly  entrenches  manage- 
ment. With  legions  of  lawyers  from  four 
firms,  Borden  worked  to  resolve  legal 
roadblocks.  Finally,  on  Jan.  4  the  compa- 
ny unveiled  its  two-part  "People  Pill." 

The  first  part  sets  guidelines  for  the 
board  of  directors  to  determine  a  take- 
over price.  Under  the  plan,  any  acquirer 
must  pay  shareholders  what  the  board 
and  its  own  investment  banking  experts 
determine  to  be  the  company's  current 
worth.  In  addition,  an  acquirer  must  pay 
shareholders  50%  of  any  potential  gain 
from  new  synergies,  efficiencies,  or  sold- 
off  operations.  But  if  a  raider  makes  an 
all-cash  bid  that  is  accepted  by  outsider 
shareholders  owning  85%  of  the  stock, 
the  board's  judgment  is  overridden. 
all  for  one.  The  plan's  innovation 
comes  in  Part  Two.  It  can  kick  in  if  an 
acquirer  takes  over  the  company  for  less 
than  what  the  board  calls  fair.  Borden's 
top  25  managers — the  top  two  layers  be- 
low the  CEO — all  have  signed  three-year 
employment  contracts.  They  agree  to  re- 
sign en  masse  under  certain  circum- 
stances, including  if  the  new  owner  fires 
or  changes  the  responsibility  of  any  one 
of  them.  That  would  prevent  any  major 
restructuring. 

Don't  think  of  this  as  group  hara-kiri. 
The  agreement  says  the  acquirer  must 
pay  the  managers  $10  million  to  $30  mil- 
lion, depending  on  when  the  offending 
action  takes  place,  to  buy  out  their  con- 
tracts if  they  resign.  The  contracts  don't 
contain  a  standard  noncompete  clause, 
either:  Managers  could  go  to  work  right 
away  for  one  of  Borden's  rivals.  None  of 
this  applies  if  management  proposes  its 
own  leveraged  buyout. 

The  Borden  plan  may  succeed  at  keep- 
ing bust-up  artists  at  bay,  while  setting 
reasonable  bidding  guidelines  for  serious 
buyers.  It's  effective  because  it  includes 
lots  of  operating  people,  the  guts  of  any 
company.  Borden's  group  of  25  has  been 
with  the  company  an  average  of  21 
years.  Each  has  an  unusual  amount  of 
responsibility  in  running  Borden's  highly 
decentralized  operations.  Indeed,  these 
are  the  same  managers  who  have  made 
62  acquisitions  in  small  and  medium-size 
companies  for  $1.4  billion  in  the  past  34 
months — without  the  help  of  pricey  in- 
vestment bankers. 

Companies  with  larger  managerial 
ranks  might  find  the  People  Pill  less 
valuable.  "It's  ineffective,"  says  Arthur 
Fleischer  Jr.,  a  noted  takeover  attorney 
at  Fried,  Frank,  Harris,  Schriver  &  Ja- 
cobson,  because  most  buyers  now  are 
willing  to  pay  a  fat  premium  for  what 
they  want.  But  at  Borden,  the  People 
Pill  looks  potent  enough  to  keep  Ventres 
in  the  executive  suite  for  some  time. 

By  Christopher  Furrell  in  New  York 


TYCOONS  I 


A  RAIDER  FROM  THE  NORTH 
BLOWS  INTO  THE  WINDY  CITY 


Canada's  Jim  Pattison  is  stalking  Whitman — and  he 


may  not  stop  there 


Canadian  investor  James  Pattison 
isn't  the  shy  type.  A  Christian  fun- 
damentalist, he  celebrated  Christ- 
mas by  propping  a  gigantic,  glimmering 
star  on  his  home  overlooking  Vancouver. 
"You  could  see  the  thing  flashing  all 
over  town,"  says  one  stockbroker  famil- 
iar with  Pattison.  "Obviously  he  has 
something  of  an  ego." 

Last  month  the  flamboyant  head  of 
the  privately  held  $1.6  billion  Jim  Patti- 
son Group  drew  attention  of  a  different 
sort.  An  investment  partnership  he  is 
affiliated  with,  Barbados-based  Zeus 
Partners,  sought  the  Federal  Trade 
Commission's  permission  to  acquire  up 
to  15%  of  Whitman  Corp.,  a  $3.6  billion 
consumer-products  company  based  in 
Chicago.  News  of  the  application  on  Dec. 
19  sent  Whitman  shares  shooting  up 
more  than  4  points,  to  about  36.  Since 
then,  the  stock  has  settled  back  to  about 
33,  but  analysts  still  view  the  Pattison 
threat  as  real. 

A  Canadian  takeover  artist  who  has 
bought  and  sold  some  200  Canadian  com- 
panies over  the  past  two  decades,  Patti- 
son is  now  apparently  hunting  for  big 
game  south  of  the  border.  He  won't 
comment  specifically  on  Whitman.  But 
with  the  U.  S.-Canada  trade  agreement 
in  effect,  he  does  see  acquisition  possibil- 
ities in  the  U.  S.  As  Pattison  puts  it: 


Its  tow' 


cabta, 
loot 
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usi 


"We're  going  to  have  to  take  a  Nort  .' : 
American,  rather  than  Canadian,  view  o  s 
the  economy." 

Right  now,  that  means  Whitman  : 
Three  months  ago,  Pattison  contacte  l» 
Whitman  Chief  Executive  Karl  D.  Bay 
about  organizing  a  leveraged  buyout 
presumably  backed  by  Canadian  inves 
tors.  Bays  cut  him  off,  telling  Pattisoi 
to  hire  an  investment  banker  if  he  wa 
serious  about  a  bid,  says  a  Whitma 
spokesman. 

tempting  target.  Formerly  IC  Indus 
tries  Inc.,  as  in  the  old  Illinois  Centra 
railroad,  Whitman  has  spun  off  its  rai 
holdings  and  now  boasts  a  stable  of  fast-  2 
growth  consumer-products  businesses: 
specialty  foodmaker  Pet,  a  bevy  of 
Pepsi-Cola  bottling  operations,  muffler 
king  Midas,  and  Hussmann,  a  maker  of 
food-service  equipment.  The  transforma- 
tion seems  to  have  made  the  company  a 
much  more  attractive  mark  for  corpo- 
rate raiders. 

What's  more,  Whitman  stock,  even  af- 
ter its  runup,  is  trading  well  below  the 
$53-a-share  bust-up  value  estimated  by 
A.  G.  Edwards  &  Sons  Inc.  And  Bays 
has  said  he'll  consider  fair  offers  for  the 
company.  Says  one  institutional  holder: 
"These  businesses  are  easily  separable.  \h 
There's  not  a  lot  of  overlap."  was 

Whether   or   not   Pattison   takes   the      I 
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PATTISON:  TAKING  "A  NORTH  AMERICAN,  RATHER  THAN  CANADIAN,  VIEW  OF  THE  ECONOMY" 
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mge  with  Whitman,  the  60-year-old 
fcadian  is  clearly  looking  for  new 
■ms  ti>  conquer.  Pattison,  who  started 
it  selling  used  cars  during  tlic  1950s, 
is  amassed  an  empire  that    is  diversi 

■•I  to  say  the  least  nine  auto  dealer 

lips,  the  Overwaitea  Foods  and  Save- 

n  Poods  supermarket  chains  in  British 

olumhia,  one  TV  and  five  radio  stations, 

n   outdoor   sign   company,    a    financial 

ervices  group,  and  a  worldwide  chain  of 

bey's  Believe  It  or  Not!  museums  and 

waxworks.    "We've    bought    a    lot    of 

hings  over  the  years,"  shrugs  Pattison. 

He  has  also  sold  various  holdings,  of- 

en  at  a  huge  profit.   In   1977,  for  in- 

tance,  Pattison  acquired  control  of  the 


old  *  Vu  ih  Internationa]  Ltd  ,  whose  bu  li 
nets  included  the  Orange  Crush 
drink  operations.  Three  years  later,  he 
sold  the  rights  of  soft  drink  operations 
outside  of  Canada  to  Procter  St  Gamble 

Co.,  netting  $57  million. 
BEATLEMOBILE.  I'attb.on  hasn't  hatted 
1.000,  though.  In  the  early  1980s  he  lost 
some  $20  million  when  the  real  estate 
market  crashed  in  Western  Canada.  And 
in  1985,  Pattison's  outdoor  advertising 
company,  together  with  other  Canadian 
companies,  signed  a  consent  judgment  to 
settle  government  charges  of  market 
collusion.  As  part  of  the  agreement,  Pat- 
tison paid  a  $147,058  fine. 
One  of  Pattison's  flashier  deals  came 


four    ■  "<  when  he  purchased  John 

Lennon'    p  lychedelic  Roll   Royce  foi 
million.  He  donated  H  to  B  ilum 

l.ia  at  the  end  of  Exp 
vet  world',  fair 

And  I'atii  lOH  ha     8  few  other  bal 
the  air.  He  and  other    • 
peeled  to  make  final  hid.-,  by  Jan.  6  for 

'ruggling  British  Columbia  lioi 
the  Canadian  Football  League.  After 
that,  who  knows  where  the  deal-happy 
Pattison  will  strike  next.'  Clearly,  he's  m 
a  buying  mood — and  Whitmai 
must  be  wondering  if  his  company's 
name  is  atop  the  shopping  list. 

By  Bruin  Bit  in  iter  in   f'hirago,  with 
Chuck  Ha irl: ms  in  Toronto 
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THE  WHEEL  OF 
MISFORTUNE? 


Resorts  is  no  resort  for  Merv 


e  picked  Vanna  White  from  a 
lineup  of  1,000  potential  letter- 
turners.  And  he  set  off  the  syndi- 
cation gold  rush  by  selling  Wheel  of 
Fortune  directly  to  TV  stations.  Those 
are  just  two  of  the  shrewd  moves  Merv 
Griffin  has  made  on  his  way  to  a  $400 
million  fortune.  But  since  May,  when  the 
former  talk-show  host  wrested  control 
of  Resorts  International  Inc.  from  Don- 
ald Trump,  Griffin's  critics  have  won- 
dered how  soon  his  new  casino  and  hotel 
empire  would  go  bust.  "This  is  the  only 
deal  I've  ever  done,"  says  Trump, 
"where  I  had  no  idea  why  the  other  guy 
was  doing  it."' 

Trump  isn't  alone.  After  a  five-month- 
long  fight,  Griffin  paid  Trump  $361  mil- 
lion to  buy  Resorts.  He  inherited  an  ag- 
ing company  saddled  with  debt  and  a 
shrinking  market  share.  The  financial 
picture  worsened  last  November  when  a 
tighter-than-expected  bond  market 
forced  rates  up  on  the  $325  million  in 
junk  bonds  Griffin  needed  to  close  the 
deal.  In  1989,  as  Resorts'  revenues  con- 
tinue to  shrink,  interest  on  its  $846  mil- 
lion in  debt  promises  to  soak  up  at  least 
$50  million  more  than  the  cash  the  com- 
pany is  expected  to  generate  (chart). 

A  softer  bond  market  isn't  the  only 
reason  Griffin  has  been  forced  to  pay 
higher  rates.  Buyers  are  wary  of  Re- 
sorts' paper.  Says  Marvin  B.  Roffman, 
gaming  analyst  for  Janney  Montgomery 

Scott    Inc.    in    Philadelphia:    "There's    so 
little    room    for   error    in    this    deal,    go 
RUU1)   things  can  g>  wrong." 
So  why  did  Griffin  do  the  deal    when 

at  One  poinl   he  Was  said  tO  be  ready  to 

hack  out?  Trump  believes  Griffin  was 

egged  on   by    underwriter   I>re\cl    Burn- 


THE  ATLANTIC  CITY  FLAGSHIP:  WILL  A  FACELIFT  HELP  REVERSE  ITS  FALUNG  MARKET  SHARE? 


ham  Lambert  Inc.,  which  wanted  to 
show  it  wasn't  distracted  by  its  legal 
troubles.  Drexel  wouldn't  comment.  And 
Griffin,  for  his  part,  scoffs  at  such  talk. 
"I  never  even  thought  about  getting 
out — then  or  ever,"  he  says.  "We  had 
built  in  a  reserve  for  the  higher  rates." 
Nor  does  he  have  much  use  for  the  ana- 
lysts who  have  lambasted  the  Resorts 
deal.  "Analysts  don't  know  sh-,"  he 
says.  "Let  their  mothers  worry  about 
them.  I'm  not  going  to." 

Griffin  says  he  has  big  plans  for  revi- 
talizing an  asset-rich  company  that  he 
believes  was  badly  managed  for  years. 
Already  he  has  authorized 
$50  million  in  improve- 
ments, including  a  facelift 
for  Resorts'  59-y ear-old 
flagship  hotel  and  casino  in 
Atlantic  City.  He  has  also 
lured  away  key  executives 
from  Harrah's  highlv  re- 
garded marketing  team, 
and  he  may  star  in  a  few 
TV  commercials. 

Those    efforts    may    halt 


WILL  LIQUIDITY 
DRY  UP  AT  RESORTS? 
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the  falling  market  share  at  Resorts'  At- 
lantic City  hotel,  which  provides  some 
60%  of  the  company's  earnings,  and 
counter  the  competition  in  the  Bahamas. 
But  making  a  major  dent  in  Resorts' 
cash-flow  problems,  Griffin  acknowl- 
edges, will  take  at  least  18  months. 
That's  when  Trump  plans  to  open  the 
giant  Taj  Mahal  casino  that  the  New- 
York  developer  kept  in  his  deal  with 
Griffin. 

The  nearby  Taj  is  expected  to  draw- 
crowds,  some  of  which  Griffin  is  count- 
ing on  capturing.  But  "it's  hard  to  imag- 
ine that  with  Taj's  120,000  square  feet  of 
b^i^b^^SI  casino,  there's  going  to  be 
much  overflow,"  says  Wil- 
liam P.  Weidner,  president 
of  Pratt  Hotel  Corp.,  oper- 
ator of  the  Sands  casino  in 
Atlantic  City.  Merv 
otherwise:  "I'll  be  glad 
let  Donald  have  some  of 
my  overflow." 

Still,   Griffin   > 
that  he'll  probably  have  to 
1    sell    some    of    K> 


JANUARY  li  3  5 


tensive  real  estate.  He  claims  he  already 
has  received  a  $500  million  offer  for  the 
company's  holdings  in  the  Bahamas. 
And  the  Showboat  casino  may  buy  the 
10  acres  in  Atlantic  City  that  it  now 
leases  from  Resorts.  Griffin  is  said  to 
want  $125  million  for  the  parcel. 

Parting  with  any  piece  of  his  new 
company  will  pain  Griffin,  who  flew  to 
the  Bahamas  resort  with  actress  Eva 


Gabor  not  long  after  buying  the  compa- 
ny. There,  Griffin  recalls,  he  found  him- 
self posing  for  pictures  with  members  of 
a  wedding  party  at  two  receptions.  "Ev- 
ery time  I  looked  around  there  was  an- 
other bride,"  recalls  Griffin.  That's  when 
he  still  had  reason  to  celebrate. 

By  Ronald  Grover  in  Los  Angeles,  with 
James  R.  Norman  in  Stamford  and  Rich- 
ard W.  Anderson  in  Philadelphia 


INVESTMENTS! 


EYESORES  INTO  SHOWPLACES— 
EVEN  WITHOUT  A  TAX  BREAK 


There  are  signs  of  life  in  rehabbing — which  some  had  given  up  for  dead 


When  the  Tax  Reform  Act  of 
1986  slashed  tax  credits  for 
wealthy  investors  in  historic 
renovations,  a  cry  went  up  from  develop- 
ers and  preservationists:  The  tax 
changes  would  put  an  end  to  the  boom- 
ing business  of  turning 
old  warehouses,  rail- 
road stations,  and  mills 
into  office,  retail,  and 
apartment  complexes. 

But  the  industry's 
obituary  was  prema- 
ture. Since  1986,  hun- 
dreds of  developers 
have  adapted  to  tax  re- 
form by  seeking  out  a 
more  diverse  group  of 
investors.  Instead  of  re- 
lying mainly  on  the  tax- 
break-hungry  rich,  they 
now  get  funds  from 
profit-minded  public 
partnerships  of  smaller 
investors,  who  can  still 
claim  tax  credits  up  to 
about  $7,000  a  year,  and 
from  corporate  backers. 

When  developer  Allan  H.  Smith  of 
Newtown,  Pa.,  needed  $6.5  million  to 
convert  a  mill  into  offices,  for  example, 
a  local  investment  company  linked  to 
K.  S.  Sweet  Associates,  a  Philadelphia 
area  asset  management  group,  plunked 
down  $1.5  million  in  exchange  for  a  $1 
million  tax  credit.  Meridian  Bank  of  Phil- 
adelphia lent  the  rest. 
shakeup.  This  year  alone  developers 
such  a>  Smith  will  plow  about  $800  mil- 
lion into  900  historic  properties  (chart). 
That's  way  down  from  1985,  when  devel- 
opers put  a  stunning  $2.4  billion  into 
3,100  buildings.  No  doubt,  tax  reform 
forced  an  industry  shakeup  when  it  ef- 
fectively eliminated  credits  for  most  in- 
vestors with  taxable  annual  incomes 
above  $250,000.  But  it  also  "restored  the 


economic  basis  for  the  development  of 
real  estate,"  says  James  A.  Weiss,  presi- 
dent of  redeveloper  Windon  Capital 
Management  Inc.  in  Bala  Cynwyd,  Pa. 

Many  in  the  industry  say  that  they're 
glad  of  the  change.  The  old  tax  credits 


led  to  such  fevered  activity  that  surplus 
office  and  apartment  space  depressed 
rental  rates.  Says  Andrew  M.  Lubin, 
president  of  Dover  Historic  Properties 
Inc.  in  Philadelphia:  "The  industry  was 
inflated  from  1981  to  1986." 

What's  more,  the  gov- 
ernment's help  shielded 
some  rehabbers  from 
mistakes.  Philadelphia- 
based  Historic  Land- 
marks for  Living  Inc. 
won  a  national  reputation 
in  the  early  1980s  for  its 
work  in  Philadelphia,  Chi- 
cago, and  other  cities.  It 
became  one  of  Philadel- 
phia's biggest  landlords, 
controlling   around    1,500 


36  BUSINESS  WEEK/JANUARY  16,  1989 


HOW  TAX  REFORM  HIT 
HISTORIC  REHABS 
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A  BILLIONS  OF  DOLLARS 

DATA:  NATIONAL  PARK  SERVICE 


apartments   in   20  renovated  buildings 
But  Landmarks  eventually  rehabbec 
itself  right  into  a  corner,  snapping  uf 
properties  before  raising  enough  money 
to  renovate  them  all.  After  1986  it  coulc   , 
no  longer  tap  its  deep-pocketed  investors  u 
and  watched  its  cash  flow  shrink  as  renl 
hikes  dropped  as  low  as  2%  a  year.  Says  r 
Ronald  Kaiserman  of  Kaiserman  Man-  ml 
agement  Co.   in   Philadelphia:   "If  you 
look  today  in  Philly,  you'll  see  a  lot  of  ' 
empty  buildings." 

OUT  OF  CASH.  Landmarks'  balloon  burst 
last  December.  The  company  ran  into 
trouble  meeting  its  loan  payments  to 
First  Fidelity  Bancorp.  Then  Landmarks 
canceled  an  $18  million  public  partner- 
ship offering  for  a  project  in  St.  Paul, 
Minn.  Amid  layoffs  at  the  company, 
President  Carl  E.  Dranoff  quit,  although 
he  remains  a  consultant.  He  did  not  re- 
spond to  calls  seeking  comment.  Com- 
petitors contend  that  the  company's 
main  failure  was  its  inability  to  shift 
quickly  enough  to  new  sources  of  financ- 
ing and  to  package  its  properties  for 
risk-averse  investors. 

In  coming  weeks, 
Congress  is  expected  to 
debate  restoring  some 
tax  incentives  for  re- 
habbing. The  National 
Trust  for  Historic  Pres- 
ervation says  the  mea- 
sure would  trigger  bil- 
lions of  dollars  in 
restorations,  but  a  con- 
gressional panel  esti- 
mates it  could  cost  the 
Treasury  as  much  as 
$1.3  billion  over  six 
years.  While  some  re- 
habbers support  the  bill 
publicly,  in  private  they 
express  mixed  feelings, 
arguing  that  it  could 
worsen  the  rental  glut 
and  lead  to  marginal 
projects.  Says  Kenneth 
E.  Banwart  of  Boston  Bay  Capital  Inc.: 
"There  were  a  lot  of  ill-conceived  proper- 
ties done  during  the  boom  days." 

As  Washington  takes  up  the  bill,  the 
fate  of  Historic  Landmarks  is  sure  to 
figure  in.  Some  of  the  bill's  backers  will 
use  the  case  as  an  argu- 
ment for  turning  the 
clock  back  on  tax  reform. 
Although  the  bill  has  doz- 
ens of  sponsors,  it  could 
face  tough  going  in  defi- 
cit-minded Washington. 
That  should  put  the  onus 
on  rehabbers  to  find  good 
deals  that  make  sense, 
tax  breaks  or  no. 

By  Joseph  Weber  in  Phil- 
89'  '90'  adelphia 
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AS  GEORGE  TAKES  HIS  TURK,  THE  TREND  IS  AWAY  FROM  TRENDINESS 


'he  more  things  change. . .  A  quick  look  at  the  latest 
nstallment  of  BUSINESS  WEEK'S  annual  list  of  fads 
'resent  and  past  might  lead  you  to  believe  you  were 
ack  in  a  simpler,  happier  time,  when  Republicans 


stood  tall  for  golf  and  country  and  Jane  Russell  em- 
bodied the  feminine  ideal.  But  then  how  to  explain  to- 
day's passion  for  the  Soviet  Union,  "poison  puts," 
or — gulp — oat  bran?  Those  surprises  and  more  below. 


WHAT'S  IN 


WHAT'S  OUT 


Social  Trends 


Houston 

Sequencing 

Middle  age 

J.  Press 

Lane  Bryant 

Tradition 

Uncertainty 

Dry  beer 

Second  children 

Oat  bran 

Voice  mail 

"Literacy" 

Voluptuous 

American  muscle  cars 

Faxing 

Off-Broadway 

'70s  nostalgia 


Boston 

Supermom 

Yuppies 

Armani 

Adolfo 

Glitz 

Optimism 

Lite  beer 

DINKS  (dual  income,  no  kids) 

Jelly  beans 

Messages  on  pink  paper 

Electives 

Thin 

Imported  subcompacts 

Overnight  mail 

Broadway 

'60s  nostalgia 


Finance 


Program  trading  in  Tokyo 

Interest 

Jim  Grant 

Recession-proof  stocks 

Municipal  bonds 

S&L  bailouts 

Tactical  asset  allocation 

Sandy  Weill 


Program  trading  in  Chicago 
Dividends 
Elaine  Garzarelli 
Growth  stocks 
Single-premium  life 
Small  cap  stocks 
Portfolio  insurance 
Peter  Cohen 


Management 


Independent  directors 

Poison  puts 

Steve  Jobs  (again) 

Return  on  assets 

Line  extensions 

Dealmakers 

Incentives 

LBOs 

Reduced  health  benefits 

Northwestern's  B-school 


Rubber  stamps 
Poison  pills 
Frank  Lorenzo 
Return  on  equity 
New  products 
Entrepreneurs 
Salaries 
LBOs 
Pay  cuts 
Stanford's  B-school 


Politics  &  Economics 
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When  a  manufacturer  in  St.  Louis,  Missouri 
makes  a  tender  ofter  for  a  company  in  Heidelberg, 
it  needs  a  hank  that  can  successfully  integrate  its 
financing  with  currency  exposure  management. 

It  needs  a  hank  that  can  handle  the  transaction 
through  closing.  And  beyond, 

Qticorp  makes  the  deal  work.  With  swaps  and 
options  expertise  that  makes  us  the  leader  in  foreign 
exchange  and  derivative  products.  Because  when 
your  assets  are  spread  worldwide,  you  ncL\\  a  bank 
that  can  bring  it  all  together. 

Citicorp  Number  one  in  foreign  exchange. 
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DID  COMMODORE  RUN 

AWAY  FROM  HOME? 


►  Home  is  where  you  hang 
your  articles  of  incorporation. 
So  says  computer  maker  Com- 
modore Internationa],  which 
is  incorporated  in  the  Baha- 
mas. Its  executive  offices  and 
a  major  factory  are  in  West 
Chester,  Pa.  But  in  the  fiscal 
year  ended  last  June,  foreign 
sales  made  up  80%  of  its  $872 
million  in  sales  and  almost  all 
of  its  $55  million  in  earnings. 
Company  officials  say  it's 
an  international  outfit  with  a 
small  U.  S.  subsidiary.  But 
the  Internal  Revenue  Service 
says  Commodore  should  be 
taxed  like  a  U.  S.-based  com- 
pany— one  that  owes  $74.1 
million  in  back  taxes  from  for- 
eign operations.  Commodore 
Vice-President  Ronald  Alex- 
ander, who  admits  that  the 
decision  to  reincorporate  in 
the  Bahamas  in  the  mid-1970s 
may  seem  like  a  bid  to  avoid 
taxes,  says  Commodore  will 
fight  the  IRS  in  court.  But  he 
won't  rule  out  a  settlement. 


NOW  BRANIFF  REALLY 
HAS  WINGS  AGAIN 


►  Braniff  signaled  its  come- 
back on  Jan.  5  by  announcing 
it  had  leased  50  Airbus  A320s 
in  a  deal  worth  $3.5  billion. 
The  addition  of  the  150-seat, 
medium-haul  planes  will  near- 
ly double  the  size  of  Braniff  s 
fleet  and  allow  the  airline  to 
replace  its  smaller,  less  fuel- 
efficient  aircraft. 

Once  a  premier  U.  S.  airline, 
Braniff  all  but  vanished  when 
it  went  bankrupt  five  years 
ago.  The  airline  has  recapital- 
ized and  shifted  its  hub  from 
Dallas  to  Kansas  City,  where 
it  controls  half  the  gates. 


A  HOOTENANNY 
AT  CBS  RECORDS 


►  Will  they  soon  sell  sushi  at 
the  Grand  Ole  Opry?  The 
pickers  in  Nashville  can  pon- 
der that  possibility  now  that 
Sony's     CBS     Records     has 


agreed  to  buy  Tree  Interna- 
tional, a  top  country  music 
publisher.  CBS  Records  plans 
to  pay  more  than  $30  million 
for  Tree,  which  owns  the 
rights  to  such  down-home 
classics  as  Heartbreak  Hotel 
and  King  of  the  Road. 

The  deal  indicates  that  CBS 
Records,  the  world's  biggest 
record  company,  is  rebuilding 
its  base  in  the  lucrative  pub- 
lishing business.  Its  former 
parent,  CBS,  owned  one  of  the 
world's  biggest  music  publish- 
ing operations,  CBS  Songs. 
But  CEO  Laurence  Tisch  sold 
the  unit  for  $125  million  in 
1986.  He  sold  CBS  Records  a 
year  ago  for  about  $2  billion. 


THE  SEC  MAY  GO 
ON  LINE  AT  LAST 


►  The  Securities  &  Exchange 
Commission's  long-delayed 
plan  to  convert  to  an  electron- 
ic filing  system  may  finally 
get  off  the  ground.  On  Jan.  3 
the  SEC  awarded  Ford  Motor's 
bdm  unit  a  $52  million,  eight- 
year  contract  to  build  a  com- 
puter system  to  receive  and 
display  financial  filings.  The 
agency  expects  to  require  the 
more  than  11,000  publicly 
traded  companies  and  2,700 
investment  firms  it  regulates 
to  submit  their  filings  elec- 
tronically by  1993. 

Mead  Data  Central,  which 
operates  on-line  electronic 
data  bases,  will  make  the  fil- 
ings available  to  customers  by 
computer  on  a  retail  basis. 
Mead's  competitors  can  get 
the  information  wholesale. 
The  SEC  began  planning  the 
project,  known  as  EDGAR  (for 
electronic    data    gathering, 


LOOK!  UP  IN  THE  SKY!  IT'S  NANCY  REAGAN! 


Asked  last  September  if  he 
wished  to  travel  in  outer  space, 
Ronald  Reagan  said:  "I've  been 
there  for  several  years."  Turns 
out  he  wasn't  kidding.  In  fact, 
with  the  right  telescope  coordi- 
nates, you  can  find  the  Presi- 
dent, the  First  Lady,  George 
Shultz,  and  more  film  actors 
than  you  can  shake  a  script  at. 

Well,  sort  of. 

What  you'll  really  see  up 
there  are  stars,  named  for  various  celebrities  and  more  mun 
dane  sorts,  and  inscribed  on  the  records  of  International  Stai 
Registry  in  Northfield,  111.  The  late  Ivor  Downie  founded  tht 
registry  1979  to  cash  in  on  a  Toronto  film  festival,  and  one  ol 
his  early  customers,  Phyllis  Mosele,  liked  the  company  so  much 
she  bought  it.  Mosele,  who  named  a  "very  visible"  star  for  hei 
husband,  now  has  more  than  300,000  customers,  who  for 
get  a  commemorative  scroll  and  two  sky  charts  showing  exact- 
ly where  to  find  their  designated  star.  She  says  much  of  her 
business  comes  from  companies  that  award  stars  to  top  pro- 
ducers and  other  corporate  luminaries.  After  all,  Mosele  ex 
plains,  "it  is  the  ultimate  ego  trip." 


:- 


analysis,  and  retrieval),  in 
1982.  A  pilot  project  has  been 
operating  since  1984. 


THE  FTC  SMASHES 
A  PEPSI  SALE 


►  The  deal  looked  good  for  all 
concerned.  PepsiCo  would 
gain  control  of  nearly  half  of 
its  U.  S.  bottling  operations, 
and  General  Cinema  would 
reap  a  tax-deferred  windfall 
from  the  sale.  Then  the  Fed- 
eral Trade  Commission  came 
along  and  spoiled  the  party. 

On  Dec.  30,  the  last  day  of 
its  30-day  review  period,  the 
FTC  requested  more  informa- 
tion on  the  deal  from  General 
Cinema  and  Pepsi.  That  effec- 
tively scuttled  the  $1.5  billion 
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transaction,  since  it  was  predi 
cated  on  a  tax  loophole  that 
closed  at  yearend.  Pepsi  was 
going  to  pay  General  Cinema 
with  a  20-year  installment 
note,  but  after  Jan.  1  the  capi- 
tal gains  tax  on  the,  sale  can 
no  longer  be  deferred  until 
the  note  matures. 

General  Cinema  and  Pepsi 
may  still  negotiate  new  terms, 
with  Pepsi  raising  its  bid.  But 
with  $720  million  in  revenues 
and  $93  million  in  earnings  in 
the  fiscal  year  ended  Oct.  31, 
the  bottling  unit  isn't  exactly 
a  drain  on  General  Cinema. 


AMERICAN  MEDICAL 
CALLS  ON  A  SPECIALIST 


*JE$$Jf/ 


►  On  Jan.  4,  American  Medi- 
cal International  announced 
that  Richard  Gilleland,  presi- 
dent of  Intermedics,  would 
succeed  interim  Chairman 
Royce  Diener  on  Jan.  16.  Gil- 
leland, 44,  is  credited  with 
turning  around  Intermedics, 
which  makes  pacemakers. 

Gilleland  will  have  his 
hands  full  at  ami.  The  compa- 
ny earned  only  $115  million  on 
revenues  of  $3.1  billion  in  its 
latest  fiscal  year,  and  its 
board  is  sharply  divided  over 
cost-cutting  methods. 
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POWER  TOOLS  FOR 
THE  THINKING  CLASS 


You're  paid  to  think. 

Sure,  you  play  many  important  roles 
for  your  company.  But  most  important,  it's 
the  way  you  think  that's  taken  you  this  far, 
this  fast. 

One  way  to  get  a  little  farther,  a  little 
faster,  is  to  consider  making  the  NEC  Power- 
Mate"  386/20  and  PowerMate  2  part  of  your 
corporate  climb.  Because  both  help  you  do  a 
faster,  more  thorough  job  of  working  and 
thinking. 

The  PowerMate  386/20  is  the  one  for 
sophisticated  users  with  advanced  applica- 
tions. It's  got  the  muscle  and  speed 
(20/8  MHz)  to  work  with  all  off-the-shelf  386 
software,  including  Windows/386;M  UNIX® 
and  XENIX.  The  power,  storage  and 
memory  (up  to  16  MB)  to  function  as  a  file 
server.  And  add  any  one  of  a  broad  range  of 
peripherals  and  you're  ready  to  tackle 


complex  financial  modeling,  engineering  or 
designing,  as  well. 

The  PowerMate  2  was  born  to  acceler- 
ate your  climb  to  the  top.  It's  expandable. 
It's  80286-based  and  runs  at  10/8  MHz.  And 
it  handles  the  day-to-day  chores  by  deliver- 
ing more  than  enough  memory  (up  to  10.6 
MB)  and  storage  to  breeze  through  spread- 
sheets, project  management,  even  desktop 
publishing. 

Naturally,  both  power  tools  are  pan  of  our 
complete  family  of  compatible,  top-quality 
PCs.  All  backed  by  a  $22  billion  company. 

To  learn  more  about  power  tools  for  the 
thinking  class,  call  us  at  1-800-NEC-INFO. 
(in  Canada,  1-800-343-4418).  You'llbe 
making  a  call  that 
shows  you've 
really  done  some 
thinking. 


NEC 


CaC 


Computer*  and  Commum 4Imm>* 


NE(   Information  System*,  Inc  ,  1414  Miastcbusetu  Ave.,  Dtp  ItiO,  Baxborough,  MA 
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•    1988  British  Airways 


'The  food  was  delicious  and  the  service  excellent." 

Rose  Dannenjeher 

Great  Neck,  NY 


"I  had  one  of  the  finest  flying  experiences  of  my  travels.  Checking  in 
for  the  flight  was  a  delight.  Your  reservations  personnel  were 
friendly,  as  were  your  ticket  agents.  Your  flight  attendants  were 
superb." 

Richard  D'Amelio 

San  Francisco,  CA 


"We  were  treated  like  royalty.  We  never  expected  free  drinks,  a  beau- 
tiful meal,  free  movies. .  .we  honestly  felt  we  were  in  First  Class 
instead  of  Economy ." 

Felicia  &John  Petosa 
Massapcqua  Park,  NY 


"My  business  requires  frequent  international  travel,  and  my  recent 
experience  with  British  Airways  would  suggest  you  are  now  in  the 
forefront  of  quality  service. 

"On  these  flights  your  departure  times  were  dead  on  and  the  cabin 
service  was  superlative — my  compliments  to  your  flight  and  cabin 
personnel." 

T.W.Roarke 
Tacom'a,  WA 


THE  CUSTOMERS 
ALWAYS  WRITE. 


"Captain  and  crew  were  simply  magnificent.  Please  convey  my 
sincere  thanks  to  all  the  British  Airways  people  involved  with  our 
flight.  They  are  the  very  best  at  what  they  do." 

James  R.  Foils 
Blairstown,  NJ 


"We  were  treated  with  the  utmost  care,  even  though  we  flew  Econ- 
omy Class.  Everyone  was  so  kind  and  thoughtful.  There  cannot  be 
enough  said  of  your  personnel  and  the  gracious  and  polite  way  we 
were  treated." 

Mr.  &  Mrs.  Fred  F  Larimer 
Long  Beach,  CA 


"I  have  traveled  many  times,  and  on  many  different  airlines,  but  I 
wanted  you  to  know  that  I  find  British  Airways  to  be  the  very  best 
by  tar>        . 

Carol  Lehigh 
Burbaiik,  CA 


Our  statl  has  been  called  "simply  magnificent";  our  meals  "beautiful"  and  "delicious";  our  service  "superla- 
tive" atid  "the  very  best  by  far."  And  who  are  we  to  argue?  A  fter  all,  the  customer  is  always . . .  well,  you  know. 


British  Airways 

The  world's  favourite  airline*  ^r 
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/VHY  REAGAN'S  REGULATORS 
RE  TAKING  AIM  AT  TAKEOVERS 


n  President  Reagan's  waning  days  in  office,  financial  regu- 
lators have  suddenly  developed  a  passion  for  reining  in 
deal  mania.  But  the  flurry  of  activity  is  not  meant  to 
epudiate  laissez-faire  principles.  It's  really  only  maneuvering 
ntended  to  head  off  a  congressional  stampede  that  would 
:lamp  tough  new  controls  on  debt-financed  takeovers.  The 
ncoming  Bush  Administration,  which  shares  fears  that  Con- 
gress may  go  overboard,  is  cheering  Reagan's  regulators  on. 

The  new  momentum  was  triggered  by  the  $25 
jillion-plus  buyout  of  rjr  Nabisco  Inc.  by  Kohl- 
oerg  Kravis  Roberts  &  Co.  That  megadeal,  which 
capped  a  year  of  takeover  frenzy,  sparked  biparti- 
san vows  on  Capitol  Hill  to  end  the  dismembering 
of  Corporate  America. 

Among  regulators,  the  Securities  &  Exchange 
Commission  is  moving  the  fastest.  Chairman 
David  S.  Ruder,  who  may  stick  around  for  a  few 
months  into  the  Bush  Administration,  wants  to 
make  life  more  difficult  for  corporate  manage- 
ments intent  on  taking  their  companies  private. 

The  sec's  target:  "fairness  letters"  that  invest- 
ment bankers  write  certifying  that  a  management 
offer  gives  shareholders  fair  value.  Those  same 


SEC  CHIEF  RUDER 


bankers  collect  huge  advisers'  fees  that  often  are  paid  only 
when  the  deal  goes  through.  Such  arrangements  set  up  a 
potential  conflict  that  Ruder  terms  "quite  suspicious."  One 
proposal  under  consideration  would  require  that  management 
offers  be  evaluated  by  a  party  with  no  stake  in  the  deal. 
piling  om.  The  commission  may  also  attack  the  fee  system 
directly,  sec  staff  members  are  studying  a  ban  on  arrange- 
ments under  which  an  investment  banker  receives  a  basic  fee 
for  drafting  a  purchase  proposal  and  a  much  bigger  fee  contin- 
gent on  closing  the  deal.  Another  Ruder  idea:  Make  negotiated 
takeovers  subject  to  the  disclosure  rules  that  now  apply  to 
management-led  buyouts.  Currently  these  rules  don't  apply 
to  outside  investors,  such  as  KKR,  even  if  they  are  planning  to 
keep  management  in  place. 
Treasury  Secretary   Nicholas   F.   Brady,   no   fan  of  debt- 


financed  takeovers,  is  also  getting  into  the  act.  He  has  as- 
signed a  team  of  top  officials  to  find  ways  to  discourage  the 
merger  wave.  One  scheme  under  consideration:  a  limit  on  the 
deductibility  of  interest  on  money  borrowed  to  finance  a  take- 
over. A  big  attraction  of  this  approach  is  that  the  Internal 
Revenue  Service  has  the  authority  to  impose  it  under  existing 
law — but  regulations  defining  debt  have  proved  hard  to  draft. 
Brady,  who  fears  that  the  debt  pileup  is  sapping  American 
competitiveness,  would  like  to  use  the  tax  code  to 
create  incentives  for  companies  to  sell  equities 
and  for  investors  to  hold  them.  But  allowing  cor- 
porations to  write  off  the  dividends  they  pay  on 
stock  or  cutting  capital  gains  taxes  on  long-term 
investments  would  cost  the  Treasury  billions  of 
dollars  in  lost  revenue. 

lbo  bashing.  Federal  bank  regulators  are  putting 
pressure  on  dealmakers  as  well.  Banking  agen- 
cies are  pressing  bankers  to  limit  leveraged- 
buyout  lending.  Comptroller  of  the  Currency  Rob- 
ert L.  Clarke  is  asking  his  examiners  to  look 
harder  at  banks  that  are  heavily  into  LBO  debt, 
and  the  Federal  Deposit  Insurance  Corp.  and  the 
Federal  Reserve  may  follow  suit. 
Banks  may  be  more  than  willing  to  heed  these  cautions. 
Reports  have  been  circulating  in  the  markets  that  KKR  may  be 
having  trouble  financing  the  RJR  Nabisco  buyout.  And  Japa- 
nese banks,  11  of  which  have  been  approached  by  KKR  to  lend 
$5  billion  in  the  RJR  deal  (page  82),  are  being  counseled  by 
their  Finance  Ministry  against  being  too  exuberant. 

While  the  regulators  stir,  Capitol  Hill  is  charging  ahead.  The 
Democratic  leadership  is  committed  to  crimping  LBOs.  Several 
committees  plan  hearings  later  this  month,  and  John  D.  Din- 
gell  (D-Mich.),  chairman  of  the  House  Energy  &  Commerce 
Committee,  is  calling  RJR  directors  before  his  investigative 
subcommittee.  But  Congress  has  had  a  hard  time  coming  up 
with  solutions,  and  a  modest  preemptive  strike  by  the  regula- 
tors could  forestall  a  rush  to  hasty  legislation. 

By  Tim  Smart,  with  Howard  Gleckman 


CAPITAL  WRAPUP I 


POLLUTION 


nicking  opposition  from  both  indus- 
Kry  and  his  own  Administration 
colleagues,  Environmental  Protection 
Agency  chief  Lee  M.  Thomas  is  mount- 
ing an  llth-hour  push  for  rules  to  re- 
duce smog-causing  gasoline  fumes. 
Thomas  wants  the  auto  industry  to  in- 
stall improved  emission  controls,  and 
his  plan  would  require  oil  companies  to 
make  gasoline  less  volatile,  reducing 

its  vapors.  Bui  the  auto  industry  has 
the  hacking  of  hnth  the  National  High- 
way Traffic  Safety  Administration  and 
the  Office  of  Management  &  I'.wdget  in 
its  light  against  the  proposal.  Industry 
claims   that    proposed  canisters   to  trap 


fuel  vapors  would  increase  the  risk  of 
fires  in  cars.  Oil  companies  fear  that 
the  less  controversial — but  potentially 
expensive — rules  on  gasoline  may  now 
be  pushed  through  alone. 

POLITICS 

Lee  Atwater,  who  managed  George 
Bush's  Presidential  campaign,  gave 
up  what  might  have  been  $1  million  in 
consulting  and  other  fees  when  he 
agreed  to  head  the  Republican  Nation- 
al Committee.  But  keep  your  handker- 
chiefs dry.  He'll  get  a  salary  and  allow- 
ances totaling  more  than  $100,(WMi.  And 
industry  sources  say  that  the  Harry 
Walker  Agency  is  hooking  Atwater  for 
speeches  at   $15,000  a  pop. 


THE  DUKE 


Governor  Michael  Dukakis'  an- 
nouncement that  he  won't  seek 
another  term  in  1990  is  setting  off  a 
Democratic  scramble  in  Massachusetts. 
Likely  candidates:  Representative  Jo- 
seph P.  Kennedy  II,  Boston  Mayor 
Raymond  L.  Flynn,  Lieutenant  Gover- 
nor Evelyn  F.  Murphy,  and  former  At- 
torney General  Francis  X.  Bellotti. 
Some  Dukakis  aides,  meanwhile, 
dream  of  a  1992  White  House  hid.  N'..t 
ing  that  the  governor  has  near  KM)' 
name  recognition,  campaign  adviser 
Michael  A.  Goldman  says:  If  Richard 
Nixon  can  make  a  comeback,  Michael 
Dukakis  can  make  a  comeback." 
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Cutlass  Supreme 


not  voir  i 

Cutlass  J  multiDort  fuel-iniected 


Because  this  new  Cutlass  J  multiport  fuel-injected 

Supreme  is  the  most  research-  '  V6  engine.  As  for  handling,  it's 

We  think  your  Dad  would        ed,  refined  and  remarkable  remarkably  precise.  Each  wheel 

readily  agree.We  also  think  he    car  in  our  history.  boasts  a  separate  suspension 

might  be  right  behind  you  Who  wouldn't  love  it?  The  system,  carrying  MacPherson 

when  you  go  to  the  showroom,  power  comes  from  a  2.8-liter  struts  in  the  front,  and  coil 
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tier's  OldsmdDfle. 


springs  in  the  rear.  this  beauty  whizzes  by.  Want 

On  this  car,  everything  in  on  the  fun?  Go  see  your 

looks  good  for  a  highly  tech-  ■  Oldsmobile  dealer, 
nical  reason.  A  whole  new  To  be  up  to  speed  when 

generation  of  Cutlass  watchers  you  get  there,  send  for  a  free 

will  be  snapping  heads  when  catalog. Write:  Oldsmobile® 


Cutlass  Supreme  Catalog,  RO. 
Box  14238,  Lansing,  MI  48901. 

II  The  New  Generation  of 

S!  OLDSMOBILE 


,, 


wtmmtM 


nternational  Business 


Despite  * 
sts  fl« 

'in 
t  rates  si 
FB'sfo 


rprism? 
fas.  P 


EUROPE! 


'HELP  WANTED'  SIGNS  ARE 
SPRINGING  UP  ACROSS  EUROPE 


As  manufacturing  and  services  gear  up  for  1992,  unemployment  rates  are  finally  falling 


The  gray  city  of  Va- 
lenciennes, close  to 
France's  border  with 
Belgium,  still  bears  the 
mark  of  the  steel  crisis 
that  has  drained  the  region 
of  30,000  jobs  over  the  past 
decade.  Factories  lie  aban- 
doned. Unemployment 
stands  at  207c.  And  thou- 
sands of  vacant  houses  are 
for  sale.  But  now,  for  the 
first  time  in  years,  local 
spirits  are  rising.  In  De- 
cember auto  makers  Peu- 
geot and  Fiat  announced 
plans  for  a  $550  million 
truck  factory  in  the  area, 
creating  up  to  5,000  jobs. 

Valenciennes  isn't  the 
only  place  where  people 
are  getting  back  to  work. 
After  a  decade  of  rising 
joblessness  that  rocked  Eu- 
rope's confidence,  "eco- 
nomic growth  is  eating 
into  unemployment,"  says 
French  Labor  Minister 
Jean-Pierre  Soisson.  In- 
deed, a  capital  spend- 
ing explosion  as 
manufacturers  gear 
up  for  Europe's  post- 
1992  free-trade  era, 
as  well  as  a  growth 
spurt  in  such  service 
industries  as  tourism 
and  software,  are 
adding  hundreds  of 
thousands  of  work- 
ers to  European  em- 
ployment rolls 
(chart).  Says  Credit 
Suisse  First  Boston 
Ltd.  (CSFB)  economist 
Giles  Keating:  "It's  going  to  be  another 
good  year  for  Europe." 
export  boom.  Good  enough  to  put  a 
dent  in  the  European  Community's  per- 
sistent 11%  unemployment  rate?  Per- 
haps. Spurred  by  faster  GNP  growth  and 
government  job-creation  programs,  Eu- 
ropean industries  have  added  nearly  6 
million  new  slots  since  1985,  many  of 
them  for  women  and  part-time  workers. 


PEUGEOT:  SPENDING  $2  BILLION  ON 


DATA:  EUROPEAN  COMMUNITY 


And  the  volume  of  new  work- 
ers to  the  labor  force  is  begin- 
ning to  slow  as  Europe's  population 
grows  older.  Thus,  jobless  rates  are  al- 
ready edging  down  in  key  countries. 

Unemployment  in  France  declined- 
from  10.4%  in  July  to  10%  in  November 
amid  a  surge  of  170,000  new  jobs,  the 
most  rapid  employment  buildup  in  the 
past  10  years.  INSEE,  the  French  national 
forecasting  institute,  now  estimates  that 
the  jobless  rate  will  fall  to  less  than  10% 


this  year,  its  lowest  level 
since  1984.  In  West  Germa- 
ny, an  export  boom  whit- 
tled down  the  number  of 
unemployed  from  9.2%  in 
December,  1987,  to  8.5%  by 
last  month.  "We  can  ex- 
pect this  positive  trend  to 
continue  over  the  next 
year,"  says  Deutsche  Bank 
economist  Reiner  Veit. 

Still,  further  gains  will 
be  harder  to  achieve.  The 
move  to  drop  trade  barri- 
ers in  1992  is  expected  to 
result  in  the  loss  of  525,000 
jobs  at  the  outset  as  com- 
panies jockey  for  position. 
But  the  EC  maintains  that 
the  single  market  still  will 
spawn  2  million  to  5  million 
new  jobs  by  the  end  of  the 
century. 

bonuses.  Right  now,  a 
growing  number  of  open- 
ings are  going  begging  for 
a  lack  of  skilled  workers. 
In  Sweden,  where  a  1.4% 
jobless  rate  means  virtual 
full  employment,  compa- 
nies are  importing  bus- 
loads of  young  Norwe- 
gians in  efforts  to  sign 
them  up  for  jobs.  Auto 
maker  Saab-Scania  is 
thinking  of  boosting  truck 
production  in  the  Nether- 
lands and  auto  production 
in  Finland  to  cope  with 
worker  shortages. 

In  Britain,  where  unem- 
ployment plummeted  from 
11.7%  in  1986  to  7.5%  in 
1988,  manufacturers,  banks,  and  even 
the  government  are  scrambling  to  fill 
openings.  Facing  a  scarcity  of  electrical 
and  mechanical  engineers,  auto-parts 
maker  GKN  PLC  is  starting  to  eliminate 
strict  job  classifications  in  an  effort  to 
get  employees  to  handle  multiple  tasks. 
National  Westminster  Bank  PLC  is  in- 
creasing up-front  bonuses  to  lure  work- 
ers in  southern  England.  And  the  Na- 
tional Health  System,  which  faces  a 
shortage    of    100,000    qualified    staffers 
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l;r  the  next  10  years,  has  launched  I 
Is  million  advertising  campaign  to  al 

k,  I  ct  British  nurses. 

Respite  the  shortages,  many  econo 

■  its  expect    rapid  economic  growth   to 

litinue  in  19H9.  Even  with  rising  inter 

rates  and  fears  of  a  U.S.  slowdown, 

Kit's  Keating,  for  one,  still  expecl     the 

I  to  grow  8.59  in  L989  after  expanding 

i   ;,;;  last  year.  Such  robust  forecasts  are 

I  rprising  even  the  most  optimistic  fore- 
sters.   Prominent    Italian   economists, 

ilr  instance,   expected   a   slowdown   in 

II  88.   But  with  machinery  and  several 
I  rvice    industries    expanding,    Italy 

|C1*  lined  267,000  jobs  last  year,  cutting  the 
■ution's  unemployment  rate  to  12%  from 

::: 
I  Fiat  added  10,000  jobs  to  its  work 
•>rce  of  280,000,  the  first  increase  in  a 
jl  ^cade  and  "a  clear  confirmation  of  our 
Expansion,"  says  President  Cesare  Ro- 
nti.  Adds  Guido  Mario  Rey,  head  of  the 
overnment  statistics  institute  Istat: 
Industry  is  going  strong.  This  means 
westment  in  capital  goods,  the  creation 
f  jobs.  This  signals  a  continuation  of 
I  he  positive  cycle  of  growth." 
I  French  manufacturing  employment  is 
Jso  picking  up  after  several  years  of 
tecline.  The  Peugeot-Fiat  project  in  Va- 
enciennes  is  only  one  of  a  slew  of 
French  industrial  ventures.  Peugeot 
ilone  intends  to  spend  $2  billion  in  1989 
i>  modernize  and  expand  European 
plants.  And  the  metals  group  Pechiney 
will  construct  an  aluminum  plant  for 
Dunkirk  that  will  create  1,000  jobs. 
uneven  performance.  Multinational 
corporations,  setting  up  plants  to  take 
advantage  of  the  post-1992  system,  are 
also  putting  people  to  work.  Ford  of  Eu- 
rope Inc.'s  new  $1.3  billion  engine  plant 
in  Wales,  which  is  expected  to  be  com- 
pleted in  1991/  will  mean  as  many  as 
3,500  new  jobs  for  the  auto  maker  and 
its  suppliers.  Three  Japanese  companies, 
Citizen  Watch,  Aiwa,  and  Victor,  are 
opening  electronics  plants  in  Wales  and 
Scotland. 

Still,  some  European  nations  have  yet 
to  loosen  unemployment's  grasp.  Spain, 
despite  having  the  fastest-growing  Euro- 
pean economy,  is  grappling  with  a  197' 
jobless  rate.  With  21'/'  of  the  work  force 
idle  in  the  depressed  Mezzogiornio  re- 
gion south  of  Naples,  Italian  joblessness 
will  remain  high.  Even  so,  Italy  now  is 
expanding  rapidly  enough  to  lead  one 
well-known  economist,  Sylos  Labini,  to 
conclude  that  "unemployment  is  no  long- 
er a  pathological  problem." 

Burope  may  be  a  long  way  from 
matching  the  5 .4  ■  jobless  rate  in  the 
U.S.  Hut  for  the  first  time  since  the 
recession-plagued  early  1980s,  tt  is  head- 
ing in  the  right  direction. 

By  Blanca  Riemer  in  Paris,  with  Rich- 
ard .1.  Meleher  in  London,  Karen  Wolnuin 
in  Rome,  mill  bureau   reports 


Commentary/ hy  Frank  J.  Comes  arid  Paul  Mugnussori 


IS  THE  BEEF  FLAP  A  TASTE 
OF  TRADE  WARS  TO 


E 


urope's  ban  on  imports  of  $100 
million  worth  of  U.  S.  beef  treat- 
led  with  growth  hormones  should 
have  led  to  little  more  than  a  passing 
trade  tiff.  Instead  it  could  be  the  open- 
ing shot  in  a  lengthy  guerrilla  war. 
With  considerable  bravado,  the  Euro- 
peans argue  their  goal  of  achieving 
economic  unity  in  1992  means  they 
have  to  stand  up  to  U.  S.  bullying. 
With  equal  passion,  Washington  says 
the  beef  ban  is  the  first  rampart  of  a 
new  Fortress  Eu- 
rope. The  Europeans 
believe  the  U.  S.-Ca- 
nadian  trade  agree- 
ment, combined  with 
last  year's  U.  S. 
trade  law,  means 
that  the  Americans 
are  building  their 
own  fortress. 

What's  clear  is 
that  both  sides  have 
little  time  to  solve  the  dispute,  which 
threatens  to  spill  over  into  battles 
about  food  exports  in  general.  More 
important  and  contentious  trade  issues 
loom  between  the  U.  S.  and  the  Euro- 
pean Community,  from  telecommunica- 
tion equipment  sales  to  imports  of  Jap- 
anese goods  made  in  the  U.  S.  Worse, 
brittle  trade  relations  between  the 
U.  S.  and  Europe  could  make  progress 
impossible  at  talks  slated  for  April  at 
the  General  Agreement  on  Tariffs  & 
Trade.  Predicts  a  French  official:  "If 
hormones  can  make  tempers  rage  like 
this,  our  troubles  are  only  beginning." 
upping  the  ante.  Most  agricultural 
fiareups  in  recent  years  have  been  re- 
solved by  negotiation.  Not  so  in  the 
hormone  war.  On  Jan.  1,  just  days  af- 
ter Europe  announced  that  a  one-year 
U.  S.  exemption  from  the  ban  would 
expire,  Washington  slapped  100?'  tar- 
iffs on  a  range  of  agricultural  products 
including  canned  tomatoes,  fruit  juices, 
and  ham.  Upping  the  ante,  the  EC  tar- 
geted $360  million  of  U.  S.  fruits,  nuts, 
and  canned  vegetables  that  it  may 
soon  ban  in  retaliation. 

The  dispute  would  have  been  easy  to 
sidestep:  Other  beef  producers  such  as 
Australia  test  exports  so  they  sell  only 
hormone-free  meat  to  Europe.  The 
Americans  could  screen  exports,  too. 
The  Europeans  could  also  lower  their 
self-righteous  rehetoric.  A  few  \.. 
ago.  Austria  and  West  Germany  were 


shipping  Americans  wine  spiked  with 
antifreeze,  and  even  now  Europe's  beef 
farmers  are  buying  hormones  on  a 
flourishing  black  market. 
too  SMUG.  But  there's  more  than  a 
beef  dispute  here.  Europe's  politicians 
tell  their  publics  the  U.  S.  is  picking  on 
them  because  it's  lost  the  import  battle 
with  the  Japanese.  Says  French  Euro- 
pean Affairs  Minister  Edith  Cresson: 
"The  Americans  have  a  big  trade  prob- 
lem. They  are  looking  for  scapegoats, 
and  naturally  they 
look  to  Europe." 

Just  that  kind  of 
smugness  is  what 
convinces  Washing- 
ton it  must  act  deci- 
sively now  or  face 
Fortress  Europe  af- 
ter 1992.  As  the  Eu- 
ropeans move  to- 
ward market  integ- 
ration, they  are 
laying  down  new  trade  and  competition 
rules  that  touch  areas  of  huge  U.  S. 
interest  such  as  purchases  of  public 
telephone  switches,  television  program- 
ming, and  banking. 

The  fact  that  tensions  between  the 
world's  biggest  trading  regions  could 
rise  so  quickly  over  so  little  will  make 
it  harder  to  find  a  common  ground  for 
talks  on  the  bigger  trade  disputes  that 
are  sure  to  come.  The  Europeans  al- 
ready think  the  U.  S.'s  new  free-trade 
agreement  with  Canada  means  that 
Americans  are  giving  up  on  the  pains- 
taking negotiations  it  takes  to  bring  all 
nations  into  a  trade  round,  and  that 
Washington  will  seek  quicker  nation-to- 
nation  fixes.  The  U.  S.,  of  course, 
thinks  Fortress  Europe  is  a  10-megaton 
threat  to  free  trade. 

That's  why  it's  important  for  both 
sides  to  get  this  spat  behind  them.  Eu- 
rope and  the  U.  S.  should  call  an  imme- 
diate truce  in  the  hormone  war  and 
refer  the  issue  to  Gatt.  That  would 
keep  it  away  from  zealots  in  the  U.  S. 
Congress  and  clear  the  decks  for  seri- 
ous disputes,  such  as  the  long-standing 
controversy  over  subsidies  to  airplane 
maker  Airbus  and  the  difficult  problem 
about  what  to  do  about  exports  of 
U.  S.-assembled  Japanese  copiers.  If  a 
tone  of  confrontation  sets  in  now.  it 
could  become  endemic  as  L992  ai>- 
proaches:  two  regional  trading  blocs 
slugging  it  out  across  the  Atlantic. 


.  MIONAI   BU 


BUSINESSWEEK  JANUARY  16  196  I  47 


nternational  Business 


BRAZIL  I 


THE  FIERY  SOCIALIST  WHO  COULD 
SOON  BE  RUNNING  BRAZIL 


Ex-factory  worker  Lula  is  gaining  the  inside  track  to  succeed  Sarney 


E 


ight  years  ago  a 

stocky,     bearded 

lathe  operator 
with  a  gift  for  hell-rais- 
ing Marxist  oratory  was 
fired  after  leading  a 
wildcat  strike  that  en- 
raged Brazil's  former 
military  dictatorship. 
Since  then,  Luis  Inacio 
da  Silva  has  scored  one 
triumph  after  another 
in  climbing  to  the  lead- 
ership of  his  country's 
increasingly  vocal  labor 
movement.  And  now, 
with  Brazil's  four-year-old  democracy 
staggering  amid  economic  and  political 
chaos,  Lula — as  he  is  universally 
known — rapidly  is  becoming  the  man  to 
beat  in  the  fight  for  President  Jose  Sar- 
ney's  job  in  November's  election. 

Sarney  is  due  to  unveil  by  Jan.  15  his 
fourth  plan  in  nearly  as  many  years  to 
combat  Brazil's  1,000%  hyperinflation. 
But  Lula,  the  43-year-old  son  of  migrant 
workers,  is  calling  for  no  less  than  a 
full-scale  overhaul.  He  advocates  an  im- 
mediate moratorium  on  paying  interest 
on  Brazil's  $120  billion  foreign  debt.  He 
wants  to  nationalize  banks.  He  also 
would  attempt  sweeping  land  reforms. 
Says  Lula:  "It  is  impossible  to  attain 
true  democracy  without  first  working 
out  the  distribution  of  income." 
landslides.  With  its  leader  sharing  a 
common  heritage  with  many  hard- 
pressed  Brazilian  workers  earning  less 
than  $100  a  month,  Lula's  nine-year-old 
Workers'  Party  (PT)  is  rolling  up  land- 
slide victories.  In  November  the  socialist 
PT  captured  the  mayors'  seats  in  36  cit- 
ies, including  industrial  Sao  Paulo,  Lu- 
la's political  base.  The  outpouring  of 
support  helped  to  push  Lula  from  sixth 
to  second  place  in  presidential  polls,  be- 
hind only  Leonel  De  Moura  Brizola,  a 
veteran  leftist  leader  and  former  gover- 
nor of  the  state  of  Rio  de  Janeiro. 

Lula's  rhetoric  is  garnering  support 
among  dissatisfied  members  of  Brazil's 
upper  middle  class  as  well  as  from  labor. 
And  while  the  military  worries  about 
Lula's  growing  popularity,  it  is  seen  as 
unwilling  to  take  on  the  country's 
mounting  economic  and  social  woes  by 
re-imposing  a  dictatorship  in  the  face  of 
a  PT  victory.  In  fact,  the  500,000-member 


LULA:  A  MORATORIUM  ON  DEBT 
IS  A  TOP  ECONOMIC  PRIORITY 


PT  has  increased  its  in- 
fluence by  cultivating 
an  image  as  the  most 
unified  force  fighting 
Sarney's  fractious  and 
tottering  Democratic 
Movement  Party.  "The 
party  is  seen  as  honest 
and  is  one  of  the  only 
ideologically  based  and 
rigorously  structured 
Brazilian  political 

groups,"  says  Eduardo 
Suplicy,  a  Marxist  econ- 
omist and  PT  leader  who 
captured  the  Sao  Paulo 
city  council  presidency  in  November. 

Despite  the  pt's  carefully  polished  im- 
age, Lula  now  will  be  judged  on  how 
well  Sao  Paulo's  new  mayor,  Luiza 
Erundina,  a  social  worker  with  little  pri- 
or government  experience,  manages  her 
city  of  16  million.  And  even  if  he  is  elect- 
ed President,  Lula  will  have  to  capture 
control  of  Congress,  because  it  recently 
won  new  powers  to  block  sweeping  pres- 
idential initiatives. 

The  government's  severe  lack  of 
funds  also  would  inevitably  hamper  Lu- 
la's ability  to  launch  broad  economic  re- 
forms as  President.  But  after  drifting 
for  much  of  the  past  four  years,  Brazil 
just  may  be  ripe  for  a  leader  willing  to 
try  a  radically  new  approach  to  its 
countless  woes. 

By  Jeffrey  Ryser  in  Sao  Paulo 


BRITAIN  I 


BP:  MAKING  THE 
BEST  OF  IT 


After  fancy  juggling,  it  finally 
buys  back  half  of  Kuwait's  shares 


A 


fter  14  months  the  tortuous  saga 
of  the  British  government's  bun- 
dled $13.2  billion  offering  of  Brit- 
ish Petroleum  Co.  shares  has  finally 
come  to  an  end.  But  in  order  to  clean  up 
the  mess,  Sir  Peter  Walters,  BP's  chair- 
man, had  to  do  some  fancy  juggling  in- 
cluding two  multibillion-dollar  deals  on 
Jan.  3.  And  the  biggest  winner  in  the 
tangled  tale  is  the  government  of  Ku- 


> 


wait,  which  emerged  with  a  tidy  profi 

Walters  says  the  timing  of  the  tw 
deals  was  a  coincidence,  but  it  certain! 
worked  out  neatly.  In  one  deal,  the  sal 
of  BP's  global  minerals  operation  to  Bri 
ish  mining  company  RTZ  Corp.,  he  is  rais 
ing  $4.4  billion.  In  the  other,  a  buybacl 
of  more  than  half  the  21.6%  stake  held  ii 
BP  by   the    Kuwait   Investment   Offie 
(KIO),  he  is  spending  a  similar  amount 
Walters  says  BP's  plan  to  sell  its  minera 
assets  came  first  as  part  of  a  strategic 
refocusing  on  its  oil  business.  But  fi 
nancing  the  purchase  of  BP  shares  wit! 
the  proceeds  of  the  selloff  rather  thar 
having  to  borrow  will  make  the  buyback 
more  palatable  to  BP  shareholders. 
not  cricket?  The  KIO  snapped  up  its 
stake  at  bargain  prices  after  markets 
crashed  in  October,  1987,  and  the  British 
government  went  ahead  with  an  offer- 
ing of  its  31.7%  BP  holding.  But  an  OPEC 
country  owning  a  huge  stake  in  a  flag-  k 
ship  company  upset  the  British,  who  last  I 
fall  ordered  KIO  to  cut  its  holding  to 
9.9%.   That  sparked  a  diplomatic  flap, 
with  the  Kuwaitis  charging  that  Prime 
Minister  Margaret  Thatcher  wasn't  play 
ing  by  her  own  free-market  rules. 

The  divestment  order  also  meant 
headaches  for  BP.  The  extra  11.7%  Ku- 
waiti stake  overhanging  the  market  de- 
pressed BP's  price.  And  BP  was  fearful 
that  the  shares  could  end  up  in  hostile 
hands,  perhaps  those  of  a  U.  S.  raider. 
The  buyback  solved  the  problem,  but  the 
Kuwaitis  struck  a  hard  bargain — a  22% 
premium  over  the  market  price.,  Overall, 
figures  Michael  Unsworth,  oil  analyst  at 
Smith  New  Court  in  London,  the  KIO 
reaped  a  30%  annual  return  on  its  invest- 
ment. London  markets,  reacting  to  the 
buyback,  bid  up  BP's  shares  by  1.2%  dur- 
ing a  generally  down  day. 

Selling  its  mineral  unit  closes  another 
troubled  chapter  of  BP's  history.  The  op- 
eration lost  money  for  five  years  after 
its  1980  start,  the  biggest  drain  being 
Kennecott  Corp.,  picked  up  in  1981  by 
BP's  then  52%-owned  U.  S.  affiliate,  Stan- 
dard Oil  Co.  of  Ohio.  Costly  restructur- 
ing has  righted  it.  But,  explains  Walters, 
"we  bought  just  before  the  mineral  cycle 
was  about  to  go  through  its  worst  down- 
turn in  40  years.  Now  we're  selling  at 
the  top  of  another  cycle." 

Even  Walters  admits  the  buyback  is 
hardly  the  ideal  outcome.  In  late  1987, 
BP  was  hoping  that  the  huge  equity  of- 
fering would  result  in  a  wider  holding  of 
its  stock.  BP  even  raised  $2.7  billion  for 
its  own  coffers  when  it  piggybacked 
onto  the  government's  offer  with  an  is- 
sue of  its  own  shares.  But  that  money — 
and  $1.7  billion  more — now  goes  to  the 
Kuwaitis.  A  rueful  BP  is  happy  just  to 
have  emerged  relatively  unscathed. 

By  Mark  Maremont  in  London 
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HE  BEST  WAY  TO  PUT 
YOUR  LIFE  IN  ORDER... 


The  best  way  to  help  bring  order 
to  an  often  chaotic  world  is  with  the 
Gold  Card®  And  the  Year-End 
Summary  of  Charges  that  accom- 
panies Gold  Card  membership. 

The  Year-End  Summary  is  a  com- 
prehensive review  of  Gold  Card 
charges  for  the  past  year.  What 
you  spent.  Where  you  spent  it. 

So,  in  addition  to  a  host  of  world 
wide  financial  and  travel  privileges, 
the  Gold  Card  also  shows  where 
life  took  you.  Which  allows  you 
to  concentrate  on  living  it. 

[b  acquire  the  Gold  Card,  pick 
up  an  application  today  or  call 
1-800-THE-GOLD. 
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nternational  Outloo 


EDITED  BY  JOHN  PEARSON 


FOR  BUSH,  CENTRAL  AMERICA 
WON'T  BE  A  CRUSADE 


On  the  U.  S.  foreign-policy  map,  Central  America 
loomed  large  during  the  past  eight  years.  In  a  more 
balanced  approach  to  Latin  America,  President-elect 
George  Bush  is  likely  to  pay  more  attention  to  problems  such 
as  the  huge  Latin  debts.  He  will  tone  down  confrontations  on 
Capitol  Hill  over  Central  America  and  let  the  region  shrink  to 
a  more  modest  scale  among  U.  S.  concerns. 

He  has  little  choice.  President  Reagan  backed  contra  guer- 
rillas against  Nicaragua's  Sandinistas,  but  the  contras,  denied 
further  arms  by  Congress  last  February,  are  no  longer  an 
effective  fighting  force.  Bush  has  made  clear  that  he  won't 
risk  alienating  the  Democratic-controlled 
Congress  and  losing  an  early  legislative 
fight  by  asking  for  more  weapons.  "It  is 
the  wrong  game,  and  a  losing  game 
now,  to  concentrate  on  the  military  side 
of  the  contras,"  says  Paul  H.  Boeker, 
president  of  the  California-based  Insti- 
tute of  the  Americas,  a  research  organi- 
zation on  hemispheric  issues.  Instead, 
Bush  is  expected  to  ask  for,  and  get,  an 
extension  of  the  "nonlethal"  U.  S.  aid 
that  the  12,000  idle  contras  are  still  re- 
ceiving, mostly  in  camps  along  the  Nica- 
raguan-Honduran  border.  That  will  let 
both  the  White  House  and  Congress  put 
off  for  a  while  longer  a  final  decision  on  the  contras'  future. 
slow  fade.  Boeker  and  others  hope  that  Bush  will  take  the 
opportunity  to  enlist  the  backing  of  major  Latin  countries  for 
a  renewed  push  by  Central  American  leaders  to  settle  regional 
conflicts  under  the  1987  Esquipulas  pact.  That  accord  gave 
Congress  the  rationale  to  cut  off  arms  to  the  contras  to  prod 
them  into  negotiations  with  the  Sandinistas.  Bush  probably 
won't  try  to  revive  Esquipulas  because  Republican  right-wing- 
ers oppose  its  ban  on  arms  supplies  to  insurgents.  Even  with 
nonlethal  aid,  however,  the  contras  are  expected  to  fade  slow- 
ly, leaving  the  Sandinistas  in  power.  But  a  Sandinista  regime 
in  Managua  will  stir  less  alarm  among  Americans,  in  an  era  of 


A  CONTRA:  ONLY  NONLETHAL  AID  IS  LIKELY 


U.  S.-Soviet  detente  and  dwindling  Kremlin  influence  in  the 
Third  World,  than  it  did  when  Reagan  pictured  Nicaragua  as  a 
base  for  Soviet  aggression. 

More  likely  to  remain  an  arena  of  bloodshed  and  political 
fireworks  is  El  Salvador.  Massive  U.  S.  aid — $2.5  billion  since 
1981 — has  helped  the  government  and  army  fight  the  Marxist 
Farabundo  Marti  National  Liberation  Front  (FMLN),  a  tough 
guerrilla  force,  to  a  draw.  That  policy  has  bipartisan  support  in 
Congress  because  the  U.  S.  is  backing  a  legitimate  govern- 
ment, the  product  of  five  elections  since  1982.  But  many  ob- 
servers expect  that  the  March  presidential  election  will  be  won 
by  the  Nationalist  Republican  Alliance,  a 
right-wing  party  with  some  prominent 
members  linked  to  death  squads.  Such 
an  outcome  may  move  Congress  to  tight- 
en strings  on  U.  S.  aid,  tying  it  to  human 
rights  improvements  and  a  cleanup  of 
corruption  that  has  discredited  the  rul- 
ing Christian  Democratic  Party. 

Even  with  such  reforms,  the  7,000- 
man  FMLN  will  be  hard  to  dislodge  from 
parts  of  the  country  that  it  controls. 
Peace  may  require  a  negotiated  deal  be- 
tween the  government  and  guerrillas, 
but  the  FMLN  demands  a  share  in  power. 
If  Bush's  conservative  backers  deter  him 
from  supporting  serious  talks  between  the  Salvadoran  govern- 
ment and  the  FMLN,  which  Reagan  opposed,  the  prospect  is  for 
protracted  war.  Democrats,  too,  are  wary  of  advocating  pow- 
er-sharing with  Marxists.  To  avoid  that  dilemma,  they  are 
likely  to  look  again  to  Central  American  leaders,  who  will  meet 
in  San  Salvador  in  mid-January,  to  find  a  way  out  of  the 
Salvadoran  deadlock.  Economically,  Central  America  will  need 
heavy  aid  for  years  to  head  off  a  collapse.  But  Nicaragua  and 
El  Salvador  may  show  that  political  settlements  must  be  home- 
grown, not  made  in  the  U.  S.  A. 

By  Stephen  Baker  and  Larry  Boyd  in  Managua  and  Ana  Arana 
in  San  Salvador 


GLOBAL  WRAPUP I 


LIBYA 


lesides  stirring  anxiety  in  Libya's 
iMuammer  Qadaffi,  President  Rea- 
gan's war  of  nerves  against  Libya  is 
making  U.  S.  allies  in  Europe  uneasy. 
Administration  spokesmen  insist  that 
the  Jan.  4  downing  of  two  Libyan  MiG- 
23s  over  the  Mediterranean  by  U.  S.  F- 
14s  was  an  "isolated  incident." 

However,  saber  rattling  by  Washing- 
ton in  preceding  weeks  looked  like  a 
calculated  warning  to  Qadaffi  that  the 
U.  S.  might  destroy  a  plant  he  is  build- 
ing, the  Administration  says,  to  make 
poison  gas.  Reagan  had  refused  to  rule 
out  bombing  the  installation,  which  Qa- 
daffi calls   a  pharmaceutical   plant. 


Washington  officials  had  also  leaked 
information  about  ways  in  which  the 
plant  might  be  hit  by  aircraft  or  mis- 
siles. Such  hints  gained  credibility  from 
the  U.  S.  air  strike  against  Tripoli  in 
April,  1986.  Other  Arab  countries  took 
the  warnings  seriously  enough  to  close 
ranks  with  Libya  and  call  for  an  ur- 
gent U.  N.  Security  Council  meeting  to 
head  off  the  threat. 

One  likely  aim  of  the  U.  S.  campaign 
is  to  build  up  international  political 
pressure  as  a  deterrent  to  Qadaffi — 
and  other  potential  makers  of  chemical 
and  biological  weapons — at  a  time 
when  attention  is  focused  on  the  issue 
by  a  conference  on  chemical  weapons 
scheduled  to  open  in  Paris  on  Jan.  7. 


The  Administration  is  also  trying  to 
pressure  West  Germany  and  other  in- 
dustrial allies  to  tighten  curbs  on  ex- 
ports of  technology  and  equipment 
that  can  be  used  in  making  chemical 
weaponry.  The  U.  S.  says  Germany's 
Imhausen-Chemie  played  a  major  role 
in  designing  and  building  the  Libyan 
plant.  But  U.  S.  prodding  to  halt  the 
spread  of  such  technologies  is  likely  to 
cause  strains  with  allies  because  of  the 
similarity  between  processes  for  mak- 
ing chemical  weapons  and  other  prod- 
ucts. That  makes  it  all  the  more  impor- 
tant, U.  S.  officials  say,  that  any 
international  agreements  to  head  off 
proliferation  of  chemical  weapons  must 
include  rigorous  inspection  procedures. 
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HE  BEST  WAY  TO  GET  CAR  RENTAL 
INSURANCE  WITH  PERSONAL 
COVERAGE  AT  NO  EXTRA  CHARGE. . . 


When  you  rent  a  car  with  the  Gold  Card® 
from  American  Express,  the  car  and  its 
contents  are  covered  for  loss  and  damage. 
And  you  and  your  passengers  are  covered 
for  personal  injury.  Automatically  At  no 
extra  charge. 

To  take  advantage  of  the  coverage,  decline 
the  standard  collision/loss  damage  waiver, 
personal  effects,  and  personal  accident 
insurance  options  offered  by  the  car 
rental  company.  And  save  up  to  $15  a  day 

Note:  This  coverage  reimburses  vou  for 
losses  not  covered  by  your  other  sources 
of  insurance. 

II  ie  C  k>ld  Card.  There's  no  better  way  to 
insure  your  automobile  rental.  And  it's 
also  the  best  way  to  pay  less  tor  it. 

le>  acquire  the  Cold  Card,  pick  up  an 
application  today  or  call 
1-800-THE-GOLD. 
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Underwritten  by  National  Union  lire  Insurance  Company 

ol  Pittsburgh,  PA  Coverage  is  subject  to  the  temis.  condi 

tions,  and  exclusions  ol  the  policy 

rhis  is  excess  coverage  that  reimburse! 

not  covered  bj  other  sources  ol  insurance  or  reimbursement 

Accidental  Death  and  Dismemberment  coverage  pro\ 

coverage  regardless  ol  your  other  insurance  Certain 

expensive,  exotic,  and  antiqui  red 

Services  available  to  U  S  Gold  ( lard  members 


PUBLISHING  I 


5/'S  SWIMSUIT  ISSUE: 
MORE  THAN  MEETS  THE  EYE 


This  year  a  video  will  make  it  even  more  of  a  blockbuster 


It's  that  time  of  year  when  men  of 
varying  ages,  who  for  11  months 
seem  reasonably  composed  and  ma- 
ture, go  bonkers  over  Sports  Illustrat- 
ed'?, swimsuit  issue.  The  February  fea- 
ture is  the  magazine's  biggest  seller. 
This  year  publisher  Time  Inc.  will  cele- 
brate s/s  25th  anniversary  by  releasing 
the  first  video  of  the  special  issue.  Such 
favorites  as  Christie  Brinkley,  Carol  Alt, 
and  Cheryl  Tiegs  will  be  shown  in  exotic 
settings  around  the 
world  from  Aruba 
to  the  Seychelles. 
Who's  this  year's 
cover  girl?  Time 
won't  tell,  but  the 
guess  is  that  she  is 
a  newcomer. 

Time  describes  the 
swimsuit  issue  and 
video  as  the  most  am- 
bitious interdivisional 
effort  in  the  compa- 
ny's history:  Time's 
Home  Box  Office  Inc. 
will  air  the  video 
about  10  times,  mak- 
ing it  the  pay-cable 
channel's  heavy  hitter 
among  original  programs  for  early  1989. 
The  channel's  cassette  sales  arm,  HBO 
Video,  predicts  that  the  film  will  be  the 
company's  biggest  nontheatrical  hit. 

PROTECTING  ITS  IMAGE.  How   much   will 

Time  make?  The  company  won't  break 
out  specific  figures,  but  it  says  that  the 
swimsuit  issue  and  related  products  will 
make  higher  profits  than  competing 
sports  magazines  Golf,  Tennis,  and  Ski 
see  in  a  year — combined.  Total  sales 
for  Time  could  reach  approximately  $30 
million. 

si  executives  are  already  gleefully 
counting  up  their  share.  Advertisers  pay 
about  28%  more  than  the  normal  Si  rates 
to  appear  in  the  swimsuit  issue.  It's  a 
good  deal:  SI  will  sell  at  least  5.5  million 
copies,  up  from  the  magazine's  normal 
rate  base  of  3  million.  SI  says  about 
eight  people  read  each  copy. 

And  newsstand  buyers  pay  $3.95  per 
swimsuit  issue — $1.70  more  than  the 
usual  weekly  price.  Based  on  reported 
gross  ad  sales  and  the  generous  news- 


stand income,  si  could  make  over  $20 
million  in  revenues. 

Magazine  and  cassette  sales  are  only 
the  beginning,  si  expects  to  sell  over 
500,000  wall  calendars  and  250,000  desk 
calendars  based  on  the  issue.  Wholesale 
prices  run  over  half  of  the  retail  prices 
of  $9.95  for  the  wall  calendars  and 
$12.95  for  the  desk  edition.  Figure  SI  will 
see  $4.1  million  from  calendars. 

HBO  has  long  wanted  to  take  the  swim- 


THE  PRETTIEST 
PICTURE  OF  ALL 


Estimated  revenues  from  Si's 
1989  swimsuit  issue 

Millions  of  dollars 

ADVERTISING 

$15.3 

NEWSSTAND  SALES 

5.0 

VIDEOCASSETTES 

5.0 

CALENDARS 

4.1 

TOTAL 

$29.4 

DATA:  SPORTS  ILLUSTRATED, 
BW  ESTIMATES 


LAST  YEAR'S  COVER: 
WHO'LL  SHINE  IN  '89? 


THE  VIDEO:  SALES 
MAY  TOP  400,000 


suit  issue  into  the  video  age,  but  si  re- 
sisted its  sister  company  and  other  pro- 
ducers— including  NBC  Inc.  and  ABC  Inc. 
5/  editors  believed  video  crews  would  dis- 
turb the  models'  posing.  They  also 
thought  the  extra  publicity  for  the  swim- 
suit issue  would  distort  the  magazine's 
sports  image.  SI  agreed  to  this  year's 
video  to  take  advantage  of  the  25th  anni- 
versary. "We  won't  do  one  next  year," 
claims  5/  Publisher  Donald  J.  Barr. 

HBO  is  making  the  most  of  this  one- 
shot  opportunity.  The  channel  paid  $1 
million  for  a  49-minute  production  by 
Maysles  Film  Inc. — makers  of  nonfiction 
films  such  as  Gimme  Shelter  and  Vla- 
dimir Horowitz:  The  Last  Romantic. 
The  cassette  will  include  additional  mate- 
rial with  rock  music.  HBO  Video  believes' 
the  production  will  be  worth  every  pen- 
ny. It  expects  to  sell  405,000  cassettes, 
which  would  make  the  tape  a  huge  hit: 
Only  a  few  other  nontheatrical  tapes — 
such  as  the  Jane  Fonda  workouts  and 
The   Making    of  Michael   Jackson's 


"Thriller" — have  sold  more.  At  a 
wholesale  price  of  $11.99,  for  a  suggest 
ed  retail  of  $19.99,  Time  can  expect 
about  $5  million  from  cassettes. 

HBO  Video  is  leaving  no  marketing 
stone  unturned.  The  company  will  broad 
en  its  usual  sales  base  by  distributing  to 
magazine  shops  as  well  as  video 
stores — the  same  strategy  HBO  uses  to 
sell  cassettes  produced  by  Playboy  En- 
terprises Inc.  HBO's  promotion  efforts  in- 
clude an  assist  from  Chrysler  Corp.  The 
auto  maker  contributed  a  Dodge  Spirit 
as  the  top  prize  in  a  contest  open  only  to 
cassette  buyers.  Chrysler  also  paid 
about  $337,500  to  include  two  Dodge 
commercials  in  the  video,  anticipating  an 
audience  of  about  25  million  people. 
porn?  If  history  is  any  guide,  the  swim- 
suit issue  and  video  will  generate  contro- 
versy as  well  as  profits.  Each  year 
brings  a  new  batch  of  subscription  can- 
cellations and  condemnations.  Says  Jean 
Kilbourne,  a  lecturer 
who  has  stud- 
ied advertiser 
portrayals  of 
women:  "It's 
part  of  an  overall 
climate  in  the  me- 
dia where  wom- 
en's bodies  are  re- 
duced to  objects. 
It's  on  the  road  to 
pornography."  SI 
says  that  longtime 
swimsuit  editbr  Jule 
Campbell  produces  a 
magazine  that  com- 
bines beauty  with 
class.  Filmmakers  Su- 
san Froemke  and  Al- 
bert Maysles  say  their  video  will  have  a 
story  line  as  well  as  sex  appeal. 

The  swimsuit  hoopla  follows  a  hot 
year  for  SI.  With  help  from  two  Olympic 
preview  issues,  gross  ad  revenues  grew 
28%  in  1988 — a  soft  year  for  most  maga- 
zines. SI  probably  made  about  $375  mil- 
lion in  sales  and  netted  $90  million,  ac- 
cording to  consultant  James  Kobak.  si 
also  gained  market  share  against  other 
weeklies,  such  as  Time,  Newsweek,  and 
U.  S.  News  &  World  Report. 

Although  SI  alone  probably  won't 
achieve  similarly  impressive  growth 
rates  in  1989,  the  magazine  hopes  to  pull 
in  more  business  by  introducing  offshoot 
publications.  It  recently  launched  Sports 
Illustrated  for  Kids,  which  distributes 
about  500,000  copies  a  month. 

And  publisher  Barr  is  preparing  to  un- 
veil another  5/-related  magazine  in  Feb- 
ruary, 1990.  He's  mum  about  the  details, 
except  for  one:  It  won't  be  an  all-swim- 
suit  book. 

By  David  Lieberman  in  New  York 
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LES  MISERABLES 


HE  BEST  WAY  TO  GET  TICKETS 
TO  LONDON'S  BEST  SHOWS . . . 


Securing  tickets  to  a  hot  London  show  can 
often  be  a  performance  in  itself.  Now,  how- 
ever, when  you  plan  your  trip  with  American 
Express®  Envoy,  Gold  Card®  members  can 
obtain  tickets  to  some  of  the  most  exciting 
shows  in  London.  All  it  takes  is  a  phone  call 
to  American  Express  Envoy  24-hour  travel 
service.  Yours,  only  with  the  Gold  Card. 

One  phone  call  can  also  help  with  every 
travel  detail  of  your  trip  to  London— or  any- 
where else  in  the  world.  Including  airlines. 
1  lotels.  And  automobile  rentals. 

It's  the  kind  of  service  you've  come  to  expect 
from  the  Gold  Card.  And  just  one  of  many 
worldwide  financial  and  travel  benefits 
included  with  Gold  Card  membership  that 
earn  rave  reviews  wherever  they  perform. 

lb  acquire  the  Gold  Card,  pick  up  an 
application  today  or  Call  1-800-THE-GOLD. 
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ADVERTISING! 


THE  QUIET  COMBINATION 
ROCKING  MADISON  AVENUE 


Lintas  and  Campbell-Ewald  turned  out  to  be  a  great  fit 


adison  Avenue  has  been  swept 
by  its  share  of  stunning  merg- 
ers in  recent  years:  Giant  inde- 
pendent agencies   have   combined,   and 
foreign  holding  companies  have  snapped 
up  some  of  the  biggest  shops  in  the 
business.  Amid  the  turmoil,  Interpublic 
Group's  decision,  late  in  1987,  to  merge 
two   agencies   it   already   owned,   New 
York-based  SSC&B  Lintas  Worldwide  and 
Campbell-Ewald    in    Warren,    Mich, 
scarcely  elicited  a  yawn. 
Just  a  little  internal  asset- 
shuffling,  you  say?  Merely 
a  bookkeeping  matter? 

Guess  again.  By  linking 
the  two  shops  into  Lintas: 
Worldwide,  Interpublic 
Group  of  Cos.  has  created 
the  eighth-largest  U.  S.  agen- 
cy. Lintas  also  became  one  of 
the  fastest-growing  firms  on 
the  avenue,  with  $500  million 
in  increased  billings  in  1988 — 
including  part  of  the  high-pro- 
file IBM  account. 
'NO  overlaps.'  The  combined 
agencies  have  experienced  some 
growing  pains,  of  course.  In 
particular,  executive  jockeying 
has  caused  some  embarrassment  on 
new-business  pitches,  raising  doubts 
about  how  well  Lintas  and  Campbell- 
Ewald  Co.  managements  are  integrat- 
ing. And  Lintas  will  have  to  expand  the 
menu  of  marketing  services  it  offers  its 
clients.  While  most  of  its  competitors 
have  diversified  into  an  array  of  high- 
growth  areas  such  as  public  relations, 
direct  marketing,  and  sales  promotion, 
Lintas  has  made  few  such  moves.  But 
all  in  all,  the  combination  is  a  whole  that 
is  more  than  the  sum  of  its  parts. 

That's  partly  because  combining  the 
agencies  caused  almost  no  client  con- 
flicts. "In  fact,  there  were  no  overlaps 
that  couldn't  be  worked  out  between  the 
two  companies  or  shifted  to  another  In- 
terpublic agency,"  says  Philip  H.  Geier 
Jr.,  chief  executive  of  Interpublic.  Be- 
fore their  marriage,  Lintas  billed  $1.7 
billion  and  Campbell-Ewald  $584  million. 
Since  the  merger,  the  combined  agency 
has  grown  50%,  to  $3.3  billion  in  billings. 
Lintas  accounted  for  41%  of  Interpub- 


One 
day 
these 
.soft 
hands 
may 
P'ay 
hard 
ball 


CHAIRMAN  WEITHAS:  LINTAS  WORLDWIDE  IS 
LOSING  ITS  REPUTATION  FOR  STODGY  ADS 


lie's  revenues  of  $1.2  billion  in  1988,  sec- 
ond only  to  Interpublic's  McCann-Erick- 
son  Worldwide.  Merging  the  agencies 
seemed  natural.  Campbell-Ewald,  best 
known  for  its  "Heartbeat  of  America" 
campaign  for  the  Chevrolet  division  of 
General  Motors  Corp.  and  its  work  for 
Eastern  Air  Lines  Inc.,  was  pining  for 
the  strong  New  York  presence  and  inter- 
national capability  Lintas  could  provide. 
Lintas  wanted  to  expand  its  packaged- 
goods-dominated  client  list  by  adding  the 
sort  of  service  and  big-ticket  consumer- 
goods  accounts  Campbell-Ewald  serves. 
Lintas  has  lately  been  breaking  out  of 
its  reputation  for  somewhat  stodgy  soap 
advertising  with  campaigns  such  as  its 
ads  for  Thomas  J.  Lipton  Inc.  The  spots 
feature  quick  shots  of  trendy-looking 
women  set  to  a  jingle:  "Look  at  all  those 
little  old  ladies  drinking  Lipton  tea." 
fast  results.  Geier  also  saw  the  merg- 
er as  a  way  for  the  agencies  to  grow 
more  quickly  than  if  they 
had  stayed  separate.  Lintas 
had  been  showing  steady 
billings  gains  over  the  past 
few  years,  but  most  of  the 
growth  came  from  its  inter- 
national offices.  Campbell- 
Ewald  was  suffering  from 
the  loss  of  two  important  cli- 
ents— National  Car  Rental 
System  Inc.  and  Rockwell  In- 
ternational Corp. — and  a  long 
dry  spell  in  new  business. 

The  new  Lintas  immediately 
began  landing  accounts,  includ- 
ing the  $35  million  Princess 
Cruises  business  and  RJR  Nabis- 
co's  $25  million  Planters  Life- 
Savers  business.  At  the  same 
time,  the  agency  is  adding  billings  from 
acquisitions  and  is  picking  up  additional 
assignments  from  long-standing  clients 
such  as  GM  and  Johnson  &  Johnson. 
"Lintas  has  become  a  lot  more  aggres- 
sive since  the  merger,"  says  William  A. 
Straus,  marketing  director  at  Lintas  cli- 
ent Glenbrook  Laboratories. 

The  combined  agency  has  also  hit 
some  snags,  though.  Lintas  lost  out  to 
Chicago-based  Leo  Burnett  Co.  in  the 
recent  competition  for  the  $40  million 
Hallmark  Cards  Inc.  account.  Too  many 
top  executives  worked  on  the  pitch,  leav- 
ing no  clear  leader  to  make  crucial  deci- 
sions, says  a  Lintas  executive.  Counters 
Spencer  Plavoukos,  CEO  of  Lintas  New 
York:  "I  led  the  presentation,  and  we  did 
quite  well." 

The  $70  million  IBM  win  in  September, 
however,  proved  that  staffers  from  the 
two  agencies  could  work  well  together. 
IBM  put  its  account  up  for  review  after 
six  top  executives  at  its  incumbent  agen- 
cy Lord,  Geller,  Federico,  Einstein  Inc., 
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"The  last  time  my  French  account 

called  me  for  a  trade? 
I  think  Napoleon  was  in  power." 


Theres  an  eas}  way  to  encourage  clients  abroad  to 
do  business  with  you. 

AT&T  International  800  Service  offers  your  overseas 
and  Canadian  clients  the  ability  to  make  trades,  get 
information  or  ask  advice   all  with  a  simple  toll  tree  call 
tothel.S* 

By  increasing  the  personal  contact  you  have  with 
your  international  clients,  you'll  help  build  rapport, 
loyalty  and  maybe  even  some  increased  business. 

•  mm  International  BOO  Service  non  ivallable  from  w  coururtes  l  ill  Bra  details 


To  find  out  more  about  AT&T  International  800 
Service, part  of  AT&Ts  Worldwide  Intelligent  Network, 
call  1800  222-0400,  Ext  355. 

From  equipment  to  networking,  from  computers 
to  communications,  AT&T  is  the  right  choice. 


AT&T 

The  right  choice. 


■■ 
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Are  You  Getting 
An  Edge  On 
The  Competition? 


Important  changes  in  the  securities  industry  are  taking  place  every  day.  Globalization 
ot  the  marketplace  and  declining  volume  are  making  the  industry  more  competitive 
than  ever.  Changes  are  coming  more  rapidly  than  at  any  other  time  in  the  business. 

How  can  you  keep  up  with  all  the  latest  developments  and  gain  insight  on  their 
impact  on  the  brokerage  business? 

By  subscribing  to  the  publication  that  built  its  reputation  on  pro- 

viding dependable,  accurate  news  exclusively  devoted  to  the  securities  industry. 

the  premier  industry  newsletter,  otters  a  wealth  ot  hard-hitting 
news  on  securities,  futures  and  options,  financial  services,  and  related  businesses. 
Our  news  reports,  many  times,  are  ahead  of  the  daily  press.  We  offer  you  the  kind  of 
thorough  analysis  of  Wall  Street  that  is  not  found  elsewhere. 

Don't  delay!  Take  advantage  of  this  offer  to  subscribe  for  a  full  year  at  $1,075  ($1,085 
outside  U.S.  &  Canada).  Just  call  our  Circulation  Dept.  (800)  445-978 
If  at  any  time  you  are  not  satisfied,  we  will  gladly  refund  your  money. 


When  Friend  fell,  he  called  for  Help, 


but  Confusion  came  instead. 


At  last  Help  came,  and  Help  knew  what  to  do. 
In  times  of  emergency,  are  you  Help? 
If  not,  learn  Red  Cross  First  Aid  where  you  work 
or  call  your  local  chapter. 


American  Red  Cross 


+ 


CimjxiI 


IflETKFRTiEl 


left  to  start  their  own  shop.  The  walkoui 
was  sparked  by  disputes  with  WPi 
Group  PLC,  which  had  bought  Lore 
Geller's  parent,  J.  Walter  Thompson  Co 
Leery  of  leaving  its  marketing  in  the 
hands  of  a  single  agency  again,  IBM  split 
its  account  between  Lintas  and  Wells, 
Rich,  Greene  Inc.,  a  midsize  New  York 
agency  with  a  strong  creative  reputa 
tion.    Lintas   pro 


LINTAS: 

NABBING  NEW 

ACCOUNTS 


Major  new 
clients 


Bill! 

Mill: 


IBM 


PRINCESS  CRUISES 


PLANTERS  LIFESAVERS 


1988  billings 
from  new  clients: 


$2 
milli 


1988 

total  billings: 


bill. 


DATA:  BW 


a  proven  negotiator 


vided  the  stability 
and  large  staff 
IBM  was  looking 
for.  And  thanks  to 
Campbell-Ewald, 
Lintas  also  of- 
fered expert  me- 
dia-buying ser- 
vices. Like  GM, 
IBM  tries  to  reach 
an  upscale  male 
audience  through 
sports  and  news 
programming,  and 
Campbell-Ewald  is 
for  these  slots. 

Lintas  had  another  ace  up  its  sleeve. 
Last  May  the  agency  bought  Muir  Cor- 
nelius Moore,  a  sales  promotion  firm 
that  has  had  IBM  as  a  client  for  10  years. 
"You  bet  MCM  helped  us  win  the  pitch," 
says  William  V.  Weithas,  CEO  of  Lintas. 
"Without  them  we  wouldn't  have  under- 
stood IBM  as  well  as  we  did." 

If  anything,  that  has  made  Lintas 
painfully  aware  of  how  badly  it  needs  to 
diversify  further.  MCM  is  its  only  major 
marketing-services  company.   Campbell- 


Lintas  had  the  stability 

IBM  wanted.  And  thanks 

to  Campbell-Ewald,  it 

supplied  expert  media  buying 


Ewald  had  built  a  network  of  such  com- 
panies called  CECO  Communications  over 
the  years,  but  many  of  these  divisions 
were  set  up  to  service  the  GM  account. 
They  lack  the  breadth  of  experience  that 
competing  agencies  provide  with  their 
established  marketing  firms.  And  unlike 
its  top  rivals,  Lintas  has  no  public-rela- 
tions arm.  Weithas  says  acquiring  a  big 
PR  firm  is  a  top  priority  this  year. 

Thanks  to  MCM  and  CECO,  however, 
Lintas  is  more  diversified  than  before — 
another  good  reason  for  the  merger.  If 
the  agency  keeps  growing  the  way  it 
has  in  the  past  year,  the  quiet  combina- 
tion of  Lintas  and  Campbell-Ewald  may 
turn  out  to  be  the  most  successful  deal 
on  Madison  Avenue. 

By  Walecia  Konrad  in  New  York 


56  BUSINESS  WEEK/JANUARY  16,  1989 


MARKETING 


Color  copies 
for  people  who 

see  the  same 
thing  differently. 


Photograph  Painting 

The  Canon  Color  Laser  Copier.  No  other 
copier  in  the  world  lets  you  be  so  creative  with 
colors  so  true  to  the  original.  From  any  original. 

Because  no  matter  how  you  choose  to  express 
yourself,  you  get  the  same  high-quality  color  on 
every  copy.  From  photographs  and  paintings,  to 
illustrations  and  even  35  mm  slides  or  negatives, 
every  shade  and  nuance  is  completely  intact. 

Or,  completely  different,  if  you  like. 

With  incredibly  simple  commands,  the  Color 
Laser  Copier  can  totally  transform  your  image. 
By  changing  its  colors.  Editing  out  entire  sections 
while  keeping  the  best  ones  in.  Or  by  stretching, 
condensing  or  enlarging  it  by  as  much  as  400°o. 

All  in  seconds.  And  all  on  the  same  plain 
paper  used  by  ordinary  copiers. 

The  extraordinary  Canon  Color  Laser  Copier. 
No  matter  how  you  see  it,  you  get  the  world's 
most  creative  full-color  copy. 


Canon 

COLOR  LASER  COPIER 


it  pvlooaK'g  Cjrxjn  MMr) 


For  more  information,  call  toll  free  1-800-OK  CANON.  Or  write 
Canon  U  S  A  .  Inc  PO  Box  3900.  Peoria.  IL  61614 


Introducing  the 
Mercedes-Benz  190  Class: 
the  Second  Generation 


The  engineers  of  Mercedes-Benz  created  the 
190  Class  to  prove  that  you  could  simul- 
taneously savor  the  driving  gusto  of  a  pure- 
bred sports  sedan  and  the  driving  civilization 
of  a  purebred  Mercedes-Benz. 

Now  they  have  re-created  the  190 
Class  idea.  With  more  gusto.  More  civiliza- 
tion. And  less  resemblance  to  conventional 
sports  sedans  than  ever. 


Every  gasoline-powered  190  Class 
sedan  is  now  a  turbine-smooth  six-cylinder, 
158-hp  190 E  2.6  Sedan.  Maximum  speed  on 
the  test  track:  129  mph. 

Every  190  Class  sedan  now  adds 
ABS  anti-lock  braking  to  its  four-wheel  disc 
brake  system,  standard.  Plumper,  more 
body-cradling  front  bucket  seats,  standard. 
Extra  rear  knee  room,  standard. 


<:    1988  Mt,  rdr-fenz  .,f  \  A  .  Inc  .  Uunnalr.  \  J 


Every  190  Class  sedan  gains  from  a  clean  new 
aerodynamic  sweep  in  body 
design;  study  the  deep  new 
body-colored  chin  spoiler 
and  lower-body  side  mold- 
ings in  the  picture  above. 
Ever)  190  Class 
sedan  already  boasted 
amenities  from  an  electronic 
climate  control  system  to 
hand-finished  wood  trim. 
Such  innovative  basic  tech- 
nology as  multilink  indepen- 
dent rear  suspension.  The  legendary  Mercedes- 
Hen/,  aura  ol  reliability,  durability— and  safety- 
mindedness;  the  Supplemental  Restraint 
System,  with  drivers-side  air  bag  and  knee 
bolster  and  emergenc)   tensioning  retractors 


/    .     /  /  y 


for  both  front  seat  belts,  is  also  standard. 

And  augmenting  all 
this  driving  satisfaction— the 
satisfaction  of  knowing  that, 
over  the  years,  Mercedes- 
Benz  automobiles  as  a  line 
have  retained  a  higher  per- 
centage of  their  original 
value  than  any  other  make 
of  car  sold  in  America. 

The  190  Class:  the 
second  generation.  See  and 
drive  it  soon,  at  your  autho- 
rized Mercedes-Benz  dealer. 


Engineered  like  no  other  ear  ill  the  world 


I  love  museums. 

I've  been  to  Cooperstown 
three  times. 
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1988  Schieffelm  &  Somerset  Co   NY  NY,  Cognac  Hennessy  40%  Ale  /Vol  (80°) 


Cognac 
Hennessy 
The  Spirit  of  the  Civilized  Rogue. 


AT  TODDLER  UNIVERSITY, 
THE  CHAIRMAN  IS  GETTING  A's 


Jeffrey  Silverman's  shoes  for  children  win  raves  from  retailers 


Jeffrey  N.  Silverman  knows  better 
than  to  make  jokes  at  his  competi- 
tors' expense — especially  when 
they're  standing  nearby.  But  at  a  trade 
show  in  New  York  last  year,  the  chair- 
man and  founder  of  Toddler  University 
Inc.  just  couldn't  resist.  As  a  crowd 
of  buyers  huddled  around  his  dis- 
play, inspecting  Silverman's  hot- 
selling  children's  footwear,  up 
walked  Arnold  Hiatt,  the  patriar- 
chal chairman  of  industry  leader 
Stride  Rite  Corp.  "Thanks  for  wak- 
ing us  up,"  Hiatt  told  Silverman, 
whose  shoes  had  begun  making  in- 
roads on  Stride  Rite's  turf.  Silver- 
man didn't  miss  a  beat:  "Thanks 
for  being  asleep,"  he  replied. 

Nobody  could  accuse  the  26-year- 
old  Silverman  of  dozing  on  the  job. 
In  just  four  years  his  Westport 
(Conn.)  company  has  grown  from  a 
shoestring  operation  to  estimated 
1988  sales  of  $25  million.  The  pri- 
vate company  is  also  solidly  in  the 
black,  says  Silverman,  and  could 
earn  as  much  as  $5  million  before 
taxes  in  1989.  Now,  with  help  from 
several  key  investors  and  a  cadre 
of  veteran  shoe  managers,  Silver- 
man has  built  a  manufacturing  and 
distribution  pipeline  geared  for 
$100  million  in  sales. 
rocking  replicas.  Silverman's 
biggest  break  so  far  is  with  Kids 
'R'  Us,  the  134-store  children's  ap- 
parel arm  of  retail  giant  Toys  'R' 
Us  Inc.  This  month  it  is  giving  the  boot 
to  Wohl  Shoe  Co.  (the  makers  of  the 
Buster  Brown  line),  which  has  managed 
the  Kids  'R'  Us  shoe  departments.  Now 
the  chain  plans  to  run  them  on  its  own — 
with  help  from  Silverman.  Toddler  Uni- 
versity will  even  provide  coin-operated 
"shoe  rides" — rocking  replicas  of  TU 
shoes — that  should  pay  for  themselves 
in  a  year.  More  important,  Silverman 
promises  to  resupply  Bold-out  inventory 

Within  a  week. 

Unlike  traditional  rigid  high-topped  in 
t'ant  shoos,  rrs  arc  soft,  stitched  rather 
than  glued,  and  built  to  last  with  rubber 
toes  and  heels.  Silverman  also  designed 
TU8  so  parents  can  adjust  the  width  with 
removable  inserts.  At  s:;;,  in  sio  a  pair, 


they're  not  cheap.  But  "parents  are 
more  picky  about  their  kids'  shoes  than 
their  own,"  notes  Bill  Nandor,  executive 
vice-president  of  Gymboree  Corp.,  where 
TU  is  selling  well. 
What's  Silverman's  secret?  Says  one 


SILVERMAN'S  SECRET?  "HE  THINKS  LIKE  A  KID 


shoe  designer  who  has  brainstormed 
with  him:  "He  thinks  like  a  kid."  That 
may  be,  but  he  acts  like  a  shrewd  busi- 
nessman. Most  small  companies  boot- 
strap their  way  to  growth  with  their 
own  profits.  But  as  sales  went  from  a 
crawl  to  a  run,  Silverman  talked  his  way 
into  more  than  $13  mil- 
lion in  equity  financing 
from  some  big-time  in- 
vestors— giving  TU  a  big 
leg  up  (table). 

Despite  his  youth.  Sil- 
verman has  alreadj 
logged  10  years  in  the 
shoe  business.  He 
worked  through  high 
school  and  during  sum 


TODDLER  US 
BIGGEST  INVESTORS 


Millions  of  dollars 

MARKETING  CORP. 
Of  AMERICA 

$5.4 

HARVARD  UNIVERSITY 

3.5 

MORGAN  STANLEY 

1.5 

ROUSE  CO. 
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mors  while  at    We-.l.-yar.   I  Diversity   -,.-|| 

irig  running  shoe-  at  a  Sport    | 

near  his  hometown  of  live,   N    Y.   When 

Nike  Inc.  refused  to  sell  to  SportsPoot 

for  fear  of  offending  a  rival  hoe  store, 
Silverman  wrote  a  LO-page  critique  to 
Nike  CEO  Philip  H.  Knight,  chiding  him 
for  losing  the  risk-taking  .spirit.  The 
complaint  got  Knight's  attention — and 
landed  Silverman  a  job.  The  day  after 
graduation  in  1984,  he  started  work  as  a 
children's  product  manager  on  Nike's 
new  Infantry  line. 

But  Silverman  grew  impatient  with 
Nike's  timetable.  "There  was  no  'want' 
there,"  he  says.  Just  eight  months  after 
he  was  hired,  Silverman  quit.  That  same 
month  his  father  died  at  the  age  of  44. 
"I  looked  in  the  mirror  and  realized 
life  is  not  forever,"  says  Silverman. 
With  a  $25,000  loan  from  his  for- 
mer SportsFoot  boss,  David  L.  Ru- 
benfeld,  he  founded  TU.  "It  was  ev- 
ery penny  I  had,"  says  Rubenfeld. 
"I  knew  he'd  make  it  work." 
tighter  rein.  Like  most  startups, 
TU  had  its  share  of  snags.  One  par- 
ticularly sore  spot  involved  deliver- 
ies. With  little  influence  over  Far 
East  manufacturers,  Silverman  had 
trouble  getting  his  shoes  to  retail- 
ers on  time.  With  a  prod  from  his 
investors,  Silverman  hired  E.  Ted 
Buckenmaier,  the  former  president 
of  Sara  Lee  Corp.'s  Bali  lingerie 
unit,  as  TU  president  a  year  ago. 
Deliveries  have  improved  dramati- 
cally. Buckenmaier  has  also 
'brought  a  good  measure  of  finan- 
cial knowhow  to  the  company. 

What  makes  TU  work  is  its  abili- 
ty to  crack  a  fundamental  economic 
problem  of  the  children's  shoe  busi- 
ness: inventory.  There  are  11  sizes 
in  children's  footwear — and  five 
widths.  So  for  each  model,  retailers 
need  to  stock  55  pairs  of  shoes.  By 
patenting  a  single  shoe  with  five 
inserts  for  width.  TU  has  retailers 
going  head-over-heels. 

For  1989,  Silverman  predicts  sales  of 
$40  million — roughly  1098  of  which 
should  come  from  his  deal  with  Kids  'R' 
Us.  He  talks  seriously  of  rivaling  Stride 
Rite,  which  has  its  own  retail  stores  and 
is  three  times  TU's  size.  But  he  is  also 
being  careful  not  to 
move  too  far  too  fast. 
Pressed  by  outsiders  to 
branch  into  clothing,  for 
instance,  he  chose  to 
keep  his  focus  on  shoes. 
"No  dessert."  Silverman 
reasons,  "till  you  eat 
your  vegetables  " 
By  James  h'  \ 
■    11.  mn. 
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IS  AS  CONCERNED 
WITH  SAFETY  AS 
THEY  ARE  WITH 
LOOKING  GOOD 

?       ?       ?       ?       ? 


At  Daewoo,  high  technology  is  part  of 


our  very  chemistry.  Like  the  develop- 


ment of  a  dioxin-free  germicide  for 


cosmetics  and  pharmaceuticals, 


which  has  helped  make  vanity  just  a 


little  less  dangerous.  But  chemistry 


isn't  the  only  thing  that  makes 


Daewoo  so  attractive.  The  same 


technical  talent  is  applied  to  aero- 


nautics and  automotives,  construction 


and  shipbuilding,  electronics  and 


telecommunications.  For  informa- 


tion on  how  Daewoo's  high-tech 


expertise  could  make  your  company 


look  its  best,  call  212-909-8200. 


DAEWOO 


THAT'S 
WHO! 
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CAN  MS.  FASHION 
BOUNCE  BACK? 

LIZ  CLAIBORNE  WIDENS  ITS  FOCUS  AND  MOVES  INTO  RETAILING  TO  FIGHT  A  SLUMP 


>:' 


w 


Fhat  about  the  length?"  asks 
Liz  Claiborne.  She  backs  away 
to  get  a  better  look  at  the  kha- 
ki skirt  worn  by  a  fitting  model.  Although 
Claiborne  no  longer  designs  the  women's 
sportswear  that  bears  her  name,  she  still 
carefully  edits  the  work  of  her  creative 
staff.  At  least  it's  roomy  enough,  she  says. 
Narrow  skirts  make  a  nice  silhouette,  she 
adds,  "but  then  anybody  with  thighs  just 
can't  sit  down." 

At  Liz  Claiborne  Inc.,  they  know  their 
customer.  She's  about  35  years  old  and 
probably  not  a  perfect  size  8.  It  may  not  be 
haute  couture,  but  outfitting  white-collar 
women  with  average  figures  has  a  lot  more 
potential.  Claiborne  exploited  one  of  the 
most  powerful  trends  of  our  generation: 
the  flood  of  women  into  the  work  force. 
She  did  it  by  translating  fashion  trends 
into  clothes  working  women  could  wear 


comfortably — stylish  but  not  too  trendy. 
And  she  priced  her  collection  well  below 
the  likes  of  a  Calvin  Klein  or  Bill  Blass.  "I 
always  knew  I  wanted  to  design  for  the 
busy  American  woman,"  Claiborne  says. 
"And  she  isn't  going  to  spend  $2,000  on 
a  suit." 

no  prima  donna.  The  formula  catapulted 
the  company  Claiborne  and  her  husband 
founded  to  the  top  of  the  industry.  In  1988 
the  13-year-old  enterprise  is  expected  to 
ring  up  sales  of  $1.2  billion.  Since  it  went 
public  in  1981,  sales  have  grown  at  an  aver- 
age compounded  annual  rate  of  more  than 
407',  while  earnings  have  soared  tenfold. 
That  makes  Claiborne,  59,  one  of  the  most 
accomplished  women  in  American  busi- 
ness. In  fact,  at  those  companies  ranked  in 
BUSINESS  week's  Top  1000,  there  are  only 
three  female  CEOs:  Claiborne,  Katharine 
Graham  of  Washington  Post  Co.,  and  Mar- 


ion O.  Sandler  of  Golden  West  Financial. 

The  company  Liz  built  has  also  been  one 
of  the  trade's  best  managed — in  an  indus- 
try where  turmoil  is  a  tradition.  Claiborne 
has  cultivated  a  strong  team  to  run  manu- 
facturing, distribution,  and  sales  while  she 
concentrates  on  designing  collections.  "The 
industry  has  a  lot  of  prima  donnas  at  the 
top  who  can't  tolerate  management  devel- 
opment," says  one  industry  consultant. 
"Liz  isn't  like  that." 

Now,  however,  Claiborne  and  her  man- 
agement team  are  being  tested  as  never 
before.  Not  even  Liz  Claiborne  was  im- 
mune to  the  slump  that  hit  the  apparel 
business  in  mid-1987.  Sales  at  retail  stalled 
in  early  1988,  inventories  bulged,  and  oper- 
ating margins  narrowed.  In  1988,  for  the 
first  time  ever,  Liz  Claiborne's  net  earn- 
ings dipped — by  an  estimated  11%,  to  $102 
million.   "We've  made  mistakes  before," 


in 
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concedes  Harvey  L.  Falk,  executive  vice- 
president  for  operations  at  Liz  Claiborne. 
"But  this  was  the  first  year  our  mistakes 
became  evident." 

What  is  ailing  Liz  Claiborne  may  be 
more  serious  than  the  dismal  retailing  envi- 
ronment. The  company's  women's  sports- 
wear business,  which  accounts  for  60<7<  of 
total  revenues,  is  maturing.  After 
years  of  20%  increases,  sportswear 
sales  increased  only  about  3%  in 
1988  and  are  expected  to  rise 
only  4%  in  1989  (chart,  page  67). 
Now  a  giant  by  industry  stan- 
dards, Liz  Claiborne  controls  an 
estimated  one-third  of  the  $2 
billion  market  for  better  wom- 
en's sportswear.  The  company 
sells  its  garments  through 
Borne  3,500  retailers — most  of 
the  existing  prime  locations. 
Thafs  the  rub:  Because  it  is  al- 
ready so  dominant  in  its  mar- 
ket, sales  gains  will  be  increas- 
ingly hard  to  come  by.  Admits 
Claiborne:  "We  are  physically 
limited  ill  our  ability  to 
grow." 

LOLLYGAGGING        But     the 

company  isn't  sitting  still. 

Lis  Claiborne  has  already  ex- 
panded into  menswear  and  has 
even  dived  into  the  competitive 

brawl  at  the  cosmetics  counter 
with  a  women's  perfume.  This 


year  the  company  will  open  about  20  of  its 
own  stores  and  roll  out  a  new  line  of  cloth- 
ing for  big  and  tall  women.  The  trouble  is, 
many  of  these  new  ventures  represent 
small  markets — perhaps  too  small  to  make 
up  for  lethargic  increases  in  Claiborne's 
mainstay  business.  And  breaking  into  ap- 
parel retailing,  which  is  a  giant  market,  is 
an  expensive  and  highly  risky 
proposition. 


CLAIBORNE  NO 
LONGER  DESIGNS,  BUT  SHE'S 
STILL  A  HANDS-ON 
PRESENCE  AT  THE  COMPANY 


If  the  company  can  pull  off  this  kind  of 
diversification,  it  will  be  a  fashion  first.  No 
other  designer  has  yet  managed  to  build  a 
lasting  empire  without  diluting  the  brand 
name  or  stretching  management  to  the 
breaking  point.  Plenty  have  tried,  and 
more  fhan  a  few,  such  as  Esprit  De  Corp.. 
have  floundered  when  fashions  changed  or 
internal  squabbles  split  the  company. 
It's  no  wonder,  then,  that  Wall  Street. 
I  which  is  unforgiving  when  a 
growth  company  hits  the  inev- 
■te  itable  slowdown,  has 
'  knocked  Claiborne's  stock 
r  price  to  a  threadbare  17. 
That's  down  from  35  just 
I  last  summer — and  Liz  and 
other  insiders  have  been 
heavy  sellers.  "It's  just 
t  been  lollygagging  around," 
^M  grumbles  one  institutional 
^H  I  investor. 

^B      Meanwhile,    Claiborne   man- 

W  agers  insist  that  with  help  from 

W  new  ventures,  they  can  still  pro- 

I  duce  IS  -to-20     spurts  in  annu- 

i    al    earnings.    They    intend    to 

maintain,  maybe  even  increase, 

their  market  share  in  women's 

sportswear.  And  they  plan  to  do 

so  by  sticking  to  their  winning 

marketing  formula.  They'l 

tinue    selling    classic    clothing 

with  a  fashion  twist,  such  a-  a 

traditional  blazer  in  bright  fuch- 
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A  HONG  KONG  PLANT:  CLAIBORNE 
CLOTHES  ARE  MANUFACTURED 
IN  26  COUNTRIES 


sia.  And  they'll  still  price  the  clothes 
squarely  in  the  moderate  range,  with 
blouses  running  about  $50  at  retail,  pants 
and  skirts  from  $50  to  $100,  and  dresses  at 
$100  to  $130. 

Marketing  is  what  it's  all  about.  Clai- 
borne has  never  owned  clothing  plants.  To- 
day, the  fashion  house  contracts  with  man- 
ufacturers in  26  countries,  most  in  the  Far 
East.  The  company's  full-time  overseas 
staff  of  300 — far  larger  than  most  competi- 
tors'— coordinates  and  ensures  the  quality 
of  the  far-flung  production  of  six  collec- 
tions every  year.  "For  the  most  part,  you 
have  groups  [of  matching  clothes]  coming 
in  together,"  says  Kalman  Ruttenstein,  se- 
nior vice-president  for  fashion  direction  at 
Bloomingdale's.  "We  can't  do  that  with  our 
own  private  label." 

garish.  Indeed,  Liz  Claiborne's  clout  with 
retailers  is  stronger  than  ever.  Despite  the 
weak  retailing  environment,  Liz's  clothes 
ring  up  annual  sales  of  more  than  $400  per 
square  foot,  about  twice  the  department 
store  average.  And  historically  some  75% 
of  Liz  Claiborne  clothes  sell  at  full  price, 
while  rivals  average  less  than  50%.  In  fact, 
the  company  boasts  it  is  the  No.  1  or  No.  2 
vendor  at  most  department  stores  it  sup- 
plies. "We  like  to  think  of  ourselves  as  the 
IBM  of  the  garment  district,"  says  Jay  Mar- 
golis,  president  of  the  company's  women's 
sportswear  business. 

Well,  perhaps  not  IBM.  The  culture  at 
headquarters,  in  a  pre-war  building  one 
block  off  New  York's  garish  Times  Square, 
is  hardly  buttoned-down.  Many  of  the  em- 
ployees are  young,  and  many  of  them  sport 
Liz  Claiborne's  hippest  attire.  The  boss's 
sense  of  style  pervades  the  place,  from  the 
decor — clean  lines,  lots  of  pure  white — to 


the  creative  process.  Although  she  no  long- 
er does  hands-on  design,  Claiborne  is  still 
involved  in  choosing  fabrics  and  colors  for 
the  next  season's  collections,  and  she  sits 
in  on  pricing  sessions.  "Liz  is  still  the  heart 
and  soul  of  design  at  the  company,"  says 
Robert  Bernard,  executive  vice-president 
for  sales  and  marketing. 

She  certainly  looks  the  part.  Claiborne  is 
perpetually  tan  and  wears  her  dark  hair 
very  short  and  slicked  back.  She  favors 
chunky,  geometric  jewelry  and  wears 
glasses  with  bright  red  frames.  Although 
Liz  Claiborne  Inc.  is  now  one  of  the  na- 
tion's largest  dress  designers,  the  designer 


A  label  can  be  too 

ubiquitous:  'Women  don't 

like  to  see  their  clothes 

coming  and  going' 


herself  prefers  trousers.  "We  clap  when 
we  see  her  in  a  skirt,"  says  one  top 
executive. 

But  Claiborne  shuns  the  limelight.  She 
and  her  husband,  Arthur  Ortenberg,  spend 
as  much  time  as  possible  at  their  vacation 
homes,  a  beachfront  house  on  New  York's 
Fire  Island  and  a  ranch  in  Montana.  Col- 
leagues describe  Claiborne  as  unassuming. 
Every  Wednesday  morning,  for  instance, 
she  piles  into  a  company  van  with  members 
of  her  design  staff  for  a  ride  to  a  fitting 
session  at  the  company's  office  in  northern 
New  Jersey.  On  a  recent  trip,  the  crew 
joked  and  bantered  easily  with  the  boss. 


But  while  friendly  and  accessible  to  friends 
and  staff,  Claiborne  rarely  makes  public  i 
appearances  and  rarely  gives  interviews. 

When  she  does,  Claiborne  speaks  her  k'  :' 
mind.  At  a  recent  luncheon  honoring  her  as 
a  businesswoman,  she  climbed  to  the  podi- 
um without  a  prepared  speech.  "I  think  we 
women  should  be  recognized  and  honored 
as  people,  not  as  women  managers,"  she  I 
said.  The  event's  sponsor:  Working  Wom- 
an Magazine.  "She's  very  direct,"  says  * 
June  Weir,  fashion  editor  of  Harper's  Ba- 
zaar. "Her  clothes  aren't  frou-frou,  and 
neither  is  her  conversation." 

The  daughter  of  a  banker  at  Morgan 
Guaranty  Trust  Co.,  Claiborne  spent  her 

early  childhood  in  Brussels  before  her 

family  moved  to  New  Orleans  in  1934. 

Claiborne  returned  to  Europe  to  study 

fine  arts  in  Brussels  and  later  in  Nice, 
although  she  never  received  a  high 
school  diploma. 
That  hardly  slowed  her  down.  Liz  got 
her  first  break  in  1949  when  she  won  a  de- 
sign contest  sponsored  by  Harper's  Ba- 
zaar magazine  with  a  women's  overcoat. 
Soon  after  that,  she  found  work  as  a 
sketcher  and  model  in  New  York's  gar- 
ment district  and  worked  her  way  through 
the  ranks  at  several  design  firms.  At  one 
of  those,  Ortenberg  actually  hired  her  as  a 
designer.  They  were  married  in  1957. 

Claiborne  had  already  earned  a  reputa- 
tion as  a  talented  designer.  Her  creations 
weren't  avant-garde,  but  simple,  updated 
interpretations  of  classics.  She  later  ran 
the  design  room  for  dress  designer  Youth 
Guild  for  16  years  before  she  and  Orten- 
berg and  manufacturing  whiz  Leonard 
Boxer  founded  Liz  Claiborne.  One  year  lat- 
er, the  partners  brought  in  Jerome  Chazen, 
an  industry  veteran,  to  oversee  marketing. 
Together  they  invested  $75,000  in  personal 
savings  and  raised  another  $180,000  from 
family  and  friends. 

'wizard  OF  oz.'  Ortenberg,  who  has  toiled 
in  the  apparel  and  textile  business  since  the 
1950s,  helped  set  up  the  company's  com- 
plex web  of  manufacturers  in  the  early 
days.  Now,  he  shares  the  post  of  chairman 
with  Chazen  and  concentrates  on  strategic 
planning  and  management  development. 
"Art  is  like  the  Wizard  of  Oz,  both  the  man 
on  the  screen  and  the  man  behind  the  cur- 
tain," says  Ken  Wyse,  a  former  vice-presi- 
dent for  marketing  at  Liz  Claiborne. 

The  company's  recent  problems,  howev- 
er, may  require  some  Oz-like  magic.  Indus- 
try malaise  is  partly  to  blame:  After  grow- 
ing strongly  for  most  of  the  decade,  sales 
of  women's  clothing  flattened  out  in  mid- 
1987.  For  Liz,  the  real  trouble  started  last 
spring,  when  the  company  lost  its  market 
focus.  After  it  rolled  out  a  thigh-high  mini- 
skirt, customers  snapped  their  purses  shut. 
"We  discovered  our  customer  is  a  bit  older 
and  a  bit  more  conservative  than  we 
thought,"  says  Claiborne. 
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COVER  STORY 


Liz  was  not  alone.  Apparel  niaiiu fart u r 

bet  big  on  8  revival  of  the  miniskirt  and 

»St.  To  make   matters   worse,   the  year's 

her    fashion    statements    also    flopped 
^omen  in  their  thirties  were  scared  off  by 
i    acks  of  tight,  frilly  dresses  more  appropri 
te  for  teenagers. 

The  problem  at  Claiborne  was  complieat- 
d  by  Claiborne's  and  Ortenberg's  attempt 
o  limit  their  role  in  daily  operations.  They 
lad  hoped  to  shift  to  a  one-month-on,  one- 
nonth-off  schedule.   The   plan   was   cut 
;hort,  Claiborne  says,  by  the  stock  market 
•rash  in  October,  1987.  Sources  close  to 
die  company  say  its  fashion  sense  fal- 
tered without  Claiborne's  involvement. 

Claiborne  concedes  that  the  company 
didn't  have  a  sturdy  enough  manage- 
ment structure  to  carry  on  without  her 
or  Ortenberg.  To  remedy  that,  they  be- 
gan at  the  end  of  1987  to  create  a  sec- 
ond tier  of  management.  Meanwhile, 
Claiborne,  Ortenberg,  and  Margolis  re- 
viewed the  company's  entire  product  line 
and  decided  to  drop  the  short  skirts,  mid- 
riff-baring   tops,    and    prewashed    denim 
clothing  that  customers  were  spurning. 

The  company  says  retail  sales  have  re- 
bounded nicely,  and  that  the  1988  holiday 
season  was  among  the  best  in  the  compa- 
ny's history.  And  most  retailers  remain 
bullish  on  Liz.  "When  they  had  problems  in 
the  spring,  I  thought,  'Well,  there  they 
go,' "  says  Elizabeth  D.  Anaclerio,  who 
buys  Liz  Claiborne  merchandise  for  Mar- 
shall Field's.  "But  the  fall  lines  [were]  ter- 
rific." Still,  there  are  some  tangible  signs 
that  the  Liz  label  is  maturing.  The  compa- 
ny has  managed  to  reduce  its  average  in- 
ventory to  59.3  days  on  hand  in  the  third 
quarter  of  1988,  from  67.2  days  last  spring, 
according  to  Josie  Esquivel,  textiles  and 
apparel  analyst  at  Shearson  Lehman  Hut- 
ton.  But  that's  still  well  above  historical 
third-quarter  levels  of  about  47  days. 


CLAIBORNE  OPENED  13  FIRST 

ISSUE  STORES  LAST  YEAR  AND  PLANS 

A  TOTAL  OF  ABOUT  30  BY  1 990 


The  company  is  combating  the  slowdown 
by  creating  more  Liz  Claiborne  boutiques 
at  department  stores — the  store-within-a- 
store  concept  that  Ralph  Lauren  estab- 
lished. These  shops  carry  all  Liz  Claiborne 
merchandise,  from  pants  to  perfume,  and 
are  staffed  in  part  by  the  company's  own 
employees.  The  first  opened  at  Jordan 
Marsh  Co.'s  Boston  store  in  September, 
1987,  followed  by  a  second  at  Marshall 
Field's  in  Chicago  last  June.  Early  results 
have  been  encouraging:  At  Jordan  Marsh, 
sales  per  square  foot  have  doubled  since 
the  company  opened  a  7,000-square-foot 
shop.  Liz  Claiborne  is  hoping  to  do  the 
same  across  the  country. 

But  ultimately,  it's  the  customer  who 
will  decide  whether  further  expansion  will 


fly.  There's  a  point  at  which  a  label  can  be 
too  ubiquitous.  "Women  don't  like  to  see 
their  clothes  coming  and  going,"  says  one 
competitor. 

scented  success.  Claiborne  didn't  wait 
for  that  to  happen  to  start  diversifying.  In 
1982  the  company  licensed  its  name  for  a 
line  of  accessories — scarves,  gloves,  and 
belts.  It  bought  the  company  in  1985.  That 
same  year,  Claiborne  began  marketing  ca- 
sual men's  clothing,  an  area  that  has  taken 
off.  A,  perfume  called  "Liz  Claiborne" 
made  its  debut  in  1986  and  is  now  a  hot- 
selling  fragrance.  Together,  sales  of  these 
divisions  rose  an  estimated  26^',  to  $280 
million,  in  1988.  But  even  at  maturity, 
those  divisions  are  likely  to  ring  up  sales  of 
no  more  than  $500  million,  according  to  Mi- 
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What  if  they  all  ran  on  different  fuel? 


The  streets  of  the  world  are  filled  with  different  types  of  vehicles. 
Fortunately,  most  of  them  run  on  gasoline. 

IBM  is  committed  to  bringing  the  same  consistency  to  the  "fuel"  that 
runs  our  computers.  That  "fuel"  is,  of  course,  software. 

The  framework  for  accomplishing  this  is  called  Systems  Application 
Architecture.  SAA  will  enable  customers  and  software  vendors  to  build 
consistent  software  applications  for  different  types  of  IBM  computers— from 
personal  computers  to  mainframes.  SAA  will  make  it  possible  for  everyone 
in  an  organization  to  access  information  regardless  of  its  location. 
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What's  more,  all  software  written  to  SAA  specifications  will  provide 
similar  screen  layouts,  menus  and  terminology.  This  will  make  it  easier 
for  someone  trained  to  use  one  type  of  IBM  computer  to  learn  to  use 
others.  These  are  only  some  of  the  benefits  of  SAA— benefits  that 
make  it  easier  for  you  to  "talk"  to  computers  and  for  computers  to  "talk 
to  each  other. 

IBM  is  committed  to  developing  state-of-the-art  technology.  So 
customers  of  all  sizes  can  depend  on  us  to  offer  more  state-of-the-art 
solutions.  That's  IBM  technology  at  work.  =====  =a 
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chelle  Y.  Davis,  retailing 
analyst  at  Oppenhei- 
mer  &  Co. 

There     are     even 
more  new  products  on 
the    drawing    boards. 
Later    this    year    the 
company  plans  to  intro- 
duce a  line  of  large-size 
women's  clothing  under 
the  brand  name  Elisa- 
beth. There  are  an  esti- 
mated 35  million  to  40 
million   women   in   the 
U.  S.  who  wear  a  size  14 
or  larger,  and  Liz  Clai- 
borne,   with    its    strong 
presence    in    tradition- 
al   department    stores, 
should  grab  a  sizable 
chunk  of  that  $10  billion 
market.   But  the   large- 
size    niche    is    already 
crowded  with  competi- 
tion. Designers  such  as 
Geoffrey  Beene  have  re- 
cently introduced  similar 
lines.  A  men's  cologne  is 
coming  too.  But  cosmet- 
ics analysts  caution  that 
a  second  success  isn't  automatic. 

Liz  Claiborne's  most  ambitious  move  is 
into  retailing.  The  company  opened  its  first 
retail  store,  called  First  Issue,  last  spring. 
The  boutiques  carry  casual,  inexpensive 
women's  sportswear  under  the  First  Issue 
label.  The  company  opened  13  stores  last 
year  and  plans  a  total  of  about  30  by  the 
end  of  1989. 

The  payoff  could  be  enormous.  Retail- 


AFTER  WINNING  A  1949 
DESIGN  CONTEST,  CLAIBORNE 
HEADS  FOR  PARIS  WITH 
HER  MOTHER,  LOUISE 


ing,  says  Claiborne,  "could 
eventually  be  even  bigger"  than  the  com- 
pany's wholesale  apparel  business.  But 
First  Issue  is  also  the  company's  riskiest 
new  venture  to  date.  Although  Liz  Clai- 
borne works  closely  with  retailers  across 
the  country,  the  company  has  no  experi- 
ence in  scouting  real  estate,  for  example. 
Early  results  from  the  venture  have  been 
mixed.  First  Issue  clothes,  less  expensive 
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CLAIBORNE  WITH  HER 
HUSBAND  AND  PARTNER, 
ARTHUR  ORTENBERG 


than  the  Liz  Claiborne 
brands,  compete  in  a 
market  that  has  been 
even  more  lackluster 
than  the  company's  core 
business.  And  entrenched 
companies,  such  as  The 
Limited  Inc.  and  Gap  Inc. 
are  already  providing 
fierce  competition  there. 
The  stores  cost  an  esti- 
mated $150,000  to  open, 
and  are  not  expected  to 
make  a  profit  until  at 
least  1990. 

The  company  main- 
tains that  it  is  taking  a 
long-term  view  of  its 
businesses,  regardless  of; 
current  industry  condi- 
tions. But  some  investors 
regard  the  move  as  pure- 
ly defensive.  "They're  do- 
ing it  because  they  have 
to,"  snaps  one  big  holder 
of  the  stock. 

Investors  weren't 
soothed  when  Claiborne 
and  Ortenberg  unloaded 
an  estimated  900,000 
shares  in  1988 — about  one- 
sixth  of  their  holdings.  The  company  main- 
tains that  their  stake  is  still  substan- 
tial— worth  an  estimated  $82  million,  in 
fact.  And  heavy  selling  is  not  unusual 
when  insiders  own  a  great  deal  of  stock, 
according  to  Richard  A.  Horowitz  of  The 
Insiders  Edge  Inc.,  which  tracks .  insider 
transactions.  But  Horowitz  says  it  made 
him  nervous  when  founders  Claiborne,  Or- 
tenberg, and  Chazen  sold  500,000  shares 
last  May  and  June  at  relatively  low 
prices — just  before  the  company  issued  a 
disappointing  earnings  report  for  the  sec- 
ond quarter. 

mom  and  pop.  In  the  short  run,  Liz  Clai- 
borne may  be  able  to  fatten  operating 
margins  by  cutting  costs.  But  real  growth 
will  be  hard  won.  If  the  company's  new 
ventures  fly,  and  if  industry  conditions 
improve,  the  company  could  return  to  the 
days  of  15%-to-18%  bottom-line  growth. 
More  likely,  the  company  will  grow  at  a 
rate  of  just  over  10%.  And  without  the 
cushion  of  rapid  growth,  there  isn't  much 
room  for  error. 

Meanwhile,  Claiborne  and  Ortenberg 
will  keep  trying  to  reduce  their  role  in  the 
company  this  year.  That  won't  be  easy, 
considering  the  level  of  their  influence. 
"They're  omnipresent,"  recalls  Wyse.  "It's 
like  working  for  the  ultimate  mother  and 
father;  all  you  want  to  do  is  get  A's  so 
they'll  be  proud  of  you."  Considering 
the  challenges  facing  the  company,  it's 
going  to  get  harder  and  harder  to  make 
the  grade. 

By  Kathleen  Deveny  in  New  York 
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AN  ELEGANT  APPUCATION 
OF  JAGUAR'S  V-12 
RACING  EXPERIENCE. 


THE  1989 
JAGUAR  XJ-S 


pOOl    L_^ 


When  it  comes  to  V-12  power, 
no  one  has  more  experience 
than  Jaguar,  on  the  track  or  on 
the  road. 

Today,  Jaguar  leads  the 
world  in  V-12  production.  In 
1988,  racing  V-12  Jaguars  won 
their  second  consecutive  World 
Sports  Car  Championship  and 
the  world's  two  toughest 
24-hour  endurance  races — 
Daytona  and  Le  Mans. 

Powered  by  the  production 
version  of  Jaguar's  race-proven, 
overhead  cam  V-12,  the  sleek 
and  sensuous  XJ-S  performs  in  a 
manner  befitting  a  true  grand 
touring  car.  It  offers  the  vivid 
response  of  262  horsepower.  Yet 
it  moves  with  the  silence  and 
smoothness  that  only  twelve 
cylinders  can  deliver. 

Inside,  the  driver  and  pas- 
sengers ride  in  quiet  comfort 
and  handcrafted  Jaguar  luxury. 
The  2  +  2  cabin  is  trimmed  with 
lustrous  burl  walnut.  Supple 
leather  faces  the  front  and  rear 
seats,  console  and  armrests.  The 
new  sports-contoured  front 
seats  incorporate  power-variable 
lumbar  support  and  tempera- 


ture-controlled heating  elements. 

For  1989,  the  S-type's  impec- 
cable road  manners  have  been 
further  refined.  An  advanced 
anti-lock  (ABSJ  braking  system 
now  complements  the  power- 
assisted,  four-wheel  disc  brakes. 
Wider,  V  speed-rated  tires, 
mounted  on  new  spoke-pattern 
alloy  wheels,  sharpen  the  sure- 
footed abilities  of  Jaguar's 
renowned  four-wheel  indepen- 
dent suspension. 

The  XJ-S  also  comes  with 
the  comforting  assurance  of 
Jaguar's  extensive  three-year/ 
36,000-mile  warranty  and  com- 
prehensive Service-On-Site5 
Roadside  Assistance  Plan.  Your 
dealer  can  provide  details  on 
this  plan  and  on  Jaguar's  limited 
warranty,  applicable  in  the  USA 
and  Canada.  Test  drive  the  most 
elegant  application  of  Jaguar's 
V-12  experience.  For  the  name 
of  your  nearest  Jaguar  dealer, 
call  toll-free:  1-80CM1-JAGUAR. 

JAGUAR  CARS  INC..  LEONIA.  NJ  07605 

ENJOY  TOMORROW 
BUCKLE  UP  TODAY. 

JAGUAR  XJ-S 


Twenty-nine  stories 
filled  with  nothing. 

No  offices,  no  homes, 

no  stores. 

Nothing  but  elevators, 

up  and  down. 

(And  an  escalator  or  two.) 

This  strange  building  is 

the  new  Otis  test  facility, 

by  far  the  most  advanced 

of  its  kind  in  the  world. 

No  matter  what  wild  scenario 

an  engineer,  architect  or 

city  planner  might  dream  up, 

we  can  simulate  it  right  here. 

Twenty-nine  stories  filled 

with  what-ifs. 

The  companies  of 
United  Technologies 
are  working  together  to 
make  advanced  technology 
meet  any  special  need. 
From  sensitive  Carrier 
air  conditioning  for  Yale's 
rare  book  library  to 
engines  for  a  plane  that 
will  fly  at  10,000  mph, 
from  the  electronics  in 
Detroit's  latest  cars  to 
a  Space  Station  bathroom 
that  works  in  zero  gravity, 
we're  sharing  ideas  that 
unite  technologies. 


UNITED 
TECHNOLOGIES 
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DONALD  BURR  MAY  BE  READY 
TO  TAKE  TO  THE  SKIES  AGAIN 
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The  People  Express  founder  has  learned  his  lessons — and  just  might  give  it  another  try 


BURR  AT  HOME:  "I  DON'T  WANT  TO  BE  AN  LBO  FUND.  I  DON'T  WANT  TO  BE  A  VENTURE-CAPITAL  GUY.  I  LIKE  AIRLINES 


Ah,  the  good  old  days.  Donald  C. 
Burr,  founder  of  People  Express 
Airlines  Inc.,  is  reminiscing 
about  the  time — not  so  long  ago — when 
his  airline  had  a  $29  fare  on  its  flights 
from  New  York  to  Boston  or  Washing- 
ton. Today,  Eastern  Airlines  Inc.  and 
Pan  American  World  Airways  Inc.  col- 
lect $99  a  shuttle  seat  for  those  runs. 

Burr  gets  a  gleam  in  his  eye  as  he 
reaches  across  the  table  for  his  calcula- 
tor and  starts  tapping.  "Let's  see,  185 
seats  in  a  727  at  $29  is  $5,400.  That  trip 
used  to  cost  us  $3,500,"  he  says.  "So  you 
have  about  $2,000  gross  profit  per 
hour — a  profit  margin  of  almost  407'.  If 
you  give  people  a  $29  price — man,  that 
just  blows  it  off  the  map.  And  today  the 
price  of  fuel  is  40<f  a  gallon.  We  did  it 
when  it  was  over  a  buck.  There's  no 
reason  why  another  guy  couldn't  come 
in  and  provide  some  competition  in  that 
market." 


Sound  familiar?  It  was  the  same  line 
of  thinking  that  led  the  innovative  entre- 
preneur to  found  no-frills  carrier  People 
Express.  From  a  standing  start  in  1980, 
Burr  created  an  airline  with  more  than 
$1  billion  in  annual  sales  in  less  than  five 
years  and  acquired  a  key  western  hub  in 
Denver  by  buying  Frontier  Airlines  Inc. 
At  the  peak  of  People's  success,  Burr 
was  seen  as  a  new-wave  capitalist  who 
was  rewriting  the  script  on  how  to  build 
and  manage  a  major  corporation. 
abandoned  ship.  But  that  rocket  take- 
off led  to  a  rough  landing.  When  the 
major  carriers  aggressively  cut  their 
fares,  Burr's  price-conscious  passengers 
abandoned  People.  Losses  piled  up,  and 
Burr  finally  sold  the  business  to  rival 
Texas  Air  Corp.  for  only  $4  a  share — 
about  one-sixth  the  value  of  People 
stock  at  its  high  in  mid-1983.  By  then 
Frontier  had  plunged  into  Chapter  11, 
and  People  was  nearly  insolvent.  Since 


then  there  have  been 
fewer  startups  in  the  in- 
dustry, and  no  one  has 
dared  try  to  follow 
Burr's  path  to  become  a 
major  player. 

Burr  has  had  plenty  of 
time  to  reflect  on  his 
roller-coaster  ride  in  the 
sky.  Since  leaving  Texas 
Air  management  in  April, 
1987,  he  has  been  giving 
speeches  for  $10,000  a 
pop,  writing  a  book  on 
People,  and  thinking 
about  what  to  do  in  the 
future.  Associates  say 
Burr  spoke  with  Texas 
Air  Chairman  Frank  Lor- 
enzo about  the  possibility 
of  running  troubled  East- 
ern Airlines  Inc.,  but  the 
talks  came  to  nothing.  On 
the  other  hand,  Burr's 
noncompete  agreement 
with  Texas  Air  ends 
soon.  Both  Burr  and  Lor- 
enzo declined  comment. 

Burr's  interview  with 
BUSINESS  WEEK  is  his 
first  with  a  major  publi- 
cation since  the  sale  of 
People.  A  little  more  silver  has  crept  into 
his  hair,  but,  sitting  in  the  game  room  of 
his  rambling  home  in  Bernardsville, 
N.  J.,  Burr  is  still  boyish-looking  in  his 
slate-gray  cords,  sweater,  and  boat 
shoes.  And  it's  clear  that  the  47-year-old 
Harvard  MBA  has  lost  none  of  his  opti- 
mism or  passion  for  the  airline  business. 
"I  don't  want  be  an  LBO  fund,"  he 
says.  "I  don't  want  to  be  a  venture-capi- 
tal guy.  I  like  airlines,  and  I've  spent  a 
lot  of  time  thinking  about  what  kind  of 
new  airline  would  work  today.  The  in- 
strumentalities are  out  there  to  do  an- 
other People  Express  kind  of  thing." 

Burr  is  the  first  to  admit  that  vast 
changes  have  altered  the  business  since 
he  founded  People.  For  one  thing,  land- 
ing gates  no  longer  lie  idle  at  the  na- 
tion's airports.  Today  most  are  taken, 
including  those  at  Washington's  Nation- 
al Airport  that  would  be  necessary  to 
challenge  the  Eastern  and  Pan  Am  shut- 
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H'S.  "But  in  19K0  people  told  me  it   was 

■  e  worst  I  line  in  the  world  Lo  starl  an 

I  -line,"  he  recalls.  "Interest  rates  were 

W"/' ,  and  we  were  in  a  recession.  'You're 
■arting  at  Newark'.''  they'd  say.    You're 

I  Some  observers  may  have  shared  that 
lew  of  him  toward  the  end.  Airline  ex- 
I  tutives  and  analysts  heaped  plenty  of 
I  ame  on  Burr  for  People's  failure  De 
lite  still  rages  over  whether  People 
I  rew  too  big  too  fast  or  whether  Burr's 
:reewheeling  management  practices 
lay  have  hindered  the  airline's  ability  to 
leet  the  competition.  "Some  people  are 
bsolutely    convinced    the    management 

»ystem  was  at  fault,"  says  Professor  D. 
juinn  Mills  of  Harvard,  an  early  Burr 
.dmirer.  "It  was  unusual,  and  it  looked 
haotic." 

These  days,  Burr  insists  that  the  hu- 
nane  and  unusual  culture  he  created 
vas  an  important  breakthrough  of  the 
3eople  Express  experiment.  Burr  re- 
hired employees  to  be  profit-sharing 
stockholders,  boasted  only  three  levels 
)f  management,  awarded  everyone  the 
;itle  of  manager,  and  stressed  job  rota- 
don  to  such  an  extreme  that  even  pilots 
would  occasionally  double  as  inventory 
managers.  Top  officers — all  making  un- 
der six  figures  a  year — had  to  make  do 
without  secretaries  and  expense  ac- 
counts. 

freedom  fighter.  In  the  early  days, 
People's  owner-employees  had  an  unusu- 
al esprit  de  corps  and  a  commitment  to 
the  airline  that  Burr  believes  was  vital 
to  its  initial  success.  "People  Express 
was  a  lesson  in  freedom  in  corporate 
behavior,"  Burr  maintains.  "Yet  people 
say  to  me  all  the  time:  'That  stuff 
doesn't  work.  That's  all  touchy-feely.' 
But  that's  why  we  came  out  of  nowhere 
and  grew  to  b'e  the  fifth-largest  airline 
in  the  country." 

Burr  claims  that  other  carriers 
learned  from  his  methods.  Texas  Air's 
recent  alliance  with  Scandinavian  Air- 
lines System  is  an  example  of  the  indus- 
try's recognition  that  people  are  critical 
to  the  success  of  an  enterprise.  Texas 
Air  said  one  of  the  key  features  of  the 
alliance  was  the  opportunity  to  offer 
Texas  Air  employees  the  training  SAS's 
stall'  gets  at  its  highly  regarded  quality- 
service  institute. 

If  Burr  has  misgivings  about  any  of 
his  people  policies,  those  second 
thoughts  concern  his  strict  promotion- 
lit. mwithin  philosophy.  Throughout 
People's  frenetic  growth,  Burr  refused 
to  recruit  experienced  executives  from 
outside  the  company.  The  result:  Several 
People  Kxpress  managers  found  them- 
selves promoted  into  responsibilities  well 
beyond  their  level  of  competence. 

"I  practiced  a  number  of  things  that 

were  ideological  hut  not  practical."  BuiT 
now  admits.  "If  1   were  doing  il  over,   I 


would  hire   from   tin-  out  .ide  and  amend 
our  compensation   I. Tin  .   lo  attract   good 

people,  You  couldn't  gel  a  chief  financial 
officer   tor  a    si    billion   company    for 

$75,000  a  year  |l'.urr's  salary  |." 

Burr  is  less  defensive  about  bis  com 

pany's  financial  collapse.  He  hen. 
that  major  carriers'  use  of  sophisticated 
computer  programs  to  immediately 
match  or  undercut  his  prices  ultimately 
killed  People  Express.  Still,  critics  fault 
Burr  for  overreaching  and  for  buying 
loss-plagued  Frontier  Airlines  at  a  time 
when  he  could  ill  afford  to  do  so.  The 


blame  on  Burr*   communal  management 

I  In-  airline   lacked   the   lech 

nical  Bpeciali  iheduhng,  mainte 

nance,    and    olln-r    key    area-,    to    keep    H 

flying    reliably.    One    airline   executive 

says  \'>urr  failed  because  he  didn't  rj< 

op  the  operatii  o  allow  a  rela 

tively  inexperienced  work  force  to  effi- 
ciently run  a  large  airline. 
His  single  greatesl  strategic  blunder, 

however,  may  simply  have  been  taking 
on  the  major  carriers.  At  first  Burr  was 
content  to  fly  to  cities  off  the  beaten 
path.  As  soon  as  he  began  to  compete 


DONALD  BURR:  FAST  TAKEOFF,  ROUGH  LANDING 


JANUARY,  1980    quits  job  as 

president  of  Texas  International  to 

start  People  Express 

APRIL,   1981     Arranges  first  scheduled 
People  flights  from  Newark  hub 

,  1983   People  stock  reaches  26 — and  his 
shares  are  worth  $33.8  million 

OCTOBER,   1985    Buys  Denver-based  Frontier  Air 
lines;  People  revenues  hit  $1  billion 

1986    Puts  People  up  for  sale  after  huge  losses 

SEPTEMBER,  1986    Sells  to  Texas  Air  for  $300  million— 
about  $4  per  share 

987   Departs  from  Texas  Air  to  write  a  book  and 
give  speeches 


$90  million  acquisition  gave  Burr  a  Den- 
ver hub  and  put  him  in  direct  competi- 
tion there  with  United  Airlines  and  Con- 
tinental Airlines. 

Both  airlines  slashed  prices  and  piled 
on  routes  where  Frontier  flew.  "You  had 
a  Frontier-land  battle,"  says  Burr.  "It 
was:  'Take  your  guns  out,  and  the  last 
man  standing  wins.'  Within  30  days, 
Frontier  was  cooked." 

Burr  concedes  that  competitors  did  of- 
fer passengers  a  better-quality  package. 
"What  we  needed  to  do  was  reinvent  our 
product,  and  we  just  ran  out  of  time,"  he 
says.  "We  were  trying  to  put  in  first- 
class  seats,  upgrade  the  interiors,  and 
provide  all  the  amenities.  But  they  just 
kept  draining  our  onboard  loads." 

Some  observers  say  Burr's  concept 
wasn't  the  problem.  It  was  far  more  ba- 
sic: a  lack  of  reliability.  In  its  final  year 
People  canceled  4.47'  of  its  scheduled 
flights — more  than  seven  times  the  can- 
cellations of  industry  leader  Delta  Air 
Lines  Inc.  Analysts  place  some  of  the 


'If  I  were  doing  it  over, 
I  would  hire  from  the  outside 
and  amend  our  compensation 
terms  to  attract  good  people' 


with  the  giants  on  their  most  profitable 
routes,  he  hit  turbulence.  They  either 
matched  or  undercut  People's  fares,  and 
passengers  fled.  "People  Express  could 
have  been  the  greatest  success  story  of 
deregulation  had  Burr  not  taken  on  the 
established  giants,"  says  one  analyst. 
"If  you  whack  an  elephant  with  a  base- 
ball bat,  he's  going  to  turn  around — and 
he  did." 

'emotional  BURDEN'.  People  Express 
started  to  feel  the  damage  by  early  1986. 
"During  that  time  the  company  was 
frazzling  in  every  direction,"  Burr  re- 
calls. "There  were  people  tearing  at  it 
and  ripping  at  it — from  creditors  to  in- 
vestment bankers  to  you-name-it.  I 
would  have  loved  to  have  jumped  ship. 
The  only  thing  that  kept  me  going  was 
that  I  knew  all  these  people  were  going 
to  get  killed  if  I  didn't. 

"Sure,  I'd  rather  look  up  in  the  sky 
and  see  People  Express  planes.  That's 
the  sad,  emotional  part  of  it.  I  have  an 
enormous  emotional  burden.  But  look, 
life  goes  on.  You  have  babies  and  you 
have  deaths.  People  was  born,  and  it 
died.  I'll  mourn  its  loss  for  the  rest  of 
my  lifetime." 

Nevertheless,  Burr  hardly  has  the  per- 
sonality  of  a   lifetime   mourner.    If  the 
majors  push  their  recent  fare  hikes  too 
far,  it  will  only  make  a  comeback 
maverick  more  likely. 

By  John  .1  6  V  J. 
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PHILLIPS  CLIMBS  UP 

FROM  THE  BOTTOM  OF  THE  BARREL 


Now  even  former  nemesis  Boone  Pickens  says  Chairman  Pete  Silas  'has  got  it  right' 


Only  a  few  years  ago  it 
appeared  that  Phillips 
Petroleum  Co.  was 
finished.  Raids  by  T.  Boone 
Pickens  Jr.  in  1985  and  Carl 
C.  Icahn  in  1986  had  left  the 
Bartlesville  (Okla.)  company 
gasping  for  breath.  To  fend 
off  the  raiders,  Phillips  shed 
nearly  $2  billion  in  assets 
while  swallowing  $6.5  billion 
in  debt  and  preferred  stock. 
Then,  early  in  1986,  oil  prices 
went  bust,  and  Phillips'  sur- 
vival as  an  integrated  compa- 
ny looked  like  a  long  shot. 

But  Phillips  has  revived  its 
anemic  profits  and  reined  in 
its  unwieldy  debt.  Buoyed  by 
expanding  chemical  and  refin- 
ing profits,  income  per  share 
will  rise  to  an  estimated  $2.80 
in  1988,  from  just  6«t  in  1987. 
The  company  expects  to 
shave  its  debt  to  $4  billion  by 
the  end  of  1990 — nearly  two 
years  ahead  of  schedule. 
salvation.  The  Phillips  that 
is  emerging  is  a  trimmer, 
more  focused  company.  Man- 
agement, led  by  low-key  Chief 
Executive  C.J.  "Pete"  Silas, 
56,  took  measures  guaranteed 
to  make  the  company  less 
than  popular  in  Bartlesville, 
where  Phillips  has  long  domi- 
nated the  local  economy.  Silas 
used  layoffs  and  early  retirement  pack- 
ages to  pare  the  ranks  of  employees 
from  29,000  in  1985  to  20,000  currently, 
while  recapturing  $400  million  from  an 
overfunded  pension  plan.  Since  1985  he 
has  slashed  capital  spending  by  a  third. 
At  its  peak  in  early  1986,  Phillips'  debt 
load  stood  at  $8.9  billion.  Layoffs,  plus 
sales  of  uranium  mines  and  oil-shale  and 
geothermal  projects,  brought  debt  to 
$6.9  billion  by  the  end  of  that  year. 
Meanwhile,  Silas  searched  for  a  way  to 
stave  off  judgment  day:  1995,  when  $2.3 
billion  of  the  company's  debt  would  fall 
due.  Salvation  came  from  a  stunning 
1988  performance  from  downstream  op- 
erations— chemicals  and  refining.  They 
generated  $1.13  billion  in  cash  and  en- 
abled  Phillips  to  make  a  $900  million 


SILAS  IS  UNFAZED  BY  TALK  OF  ANOTHER  RUN  ON  HIS  COMPAHY 


debt  payment.  As  a  result,  the  compa- 
ny's average  yearly  payments  have 
dropped  to  a  manageable  $332  million, 
though  it  still  faces  a  $939  million  pay- 
ment in  1995.  "Downstream  saved  our 
bacon,"  quips  Executive  Vice-President 
Leonard  M.  Rickards. 

These  days,  too,  Phillips  stretches  its 
money  with  a  more  effi- 
cient capital  structure.  Be- 
fore the  raids,  its  debt  was 
so  low — just  $2.4  billion — 
that  the  company  received 
few  benefits  from  tax-de- 
ductible interest.  Now,  de- 
spite a  debt  double  that 
size,  Phillips'  aftertax  cost 
of  borrowing  at  lower 
rates    will    be    almost   the 
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same  as  in  1983 — about  $5C 
million  a  year. 

At  70%,  the  company' 
debt-to-equity  ratio  still  is 
high.  But  Silas  says  Phillips 
will  increase  equity  by  50%,  to 
$3  billion,  by  1991.  That  would 
bring  it  within  range  of  other 
oil  companies.  Such  progress 
has  won  praise  even  from 
Pickens.  "I'll  ride  with  Silas," 
says  the  longtime  critic  of  Big 
Oil.  "He's  got  it  right." 

Silas'  success  is  all  the 
more  remarkable  given  the  in- 
dustry's recent  environment. 
As  oil  prices  plummeted,  even 
companies  with  far  less  debt 
were  forced  to  restructure  to 
stay  afloat.  Exxon  Corp.,  for 
one,  reduced  its  work  force  by 
25.5%  from  1982  to  1987. 
Amoco  Corp.  also  cut  its  staff 
by  a  quarter — and  is  consider- 
ing more  layoffs.  Chevron 
Corp.  has  sold  $5.1  billion  in 
assets  since  1984  to  adjust  to 
lower  prices  and  its  Gulf  Oil 
Co.  takeover. 

For  Phillips,  the  biggest 
boon  turned  out  to  be  its  sur- 
prisingly strong  surge  in 
chemical  profits.  While  indus- 
try income  for  1988  is  up 
11.7%,  according  to  a  Chemi- 
cal Manufacturers  Assn.  sur- 
vey, Phillips  has  more  than 
doubled  its  net  income  from  chemicals 
for  the  first  nine  months  of  1988,  to  $482 
million.  The  company  says  its  position  as 
a  leading  producer  of  natural-gas  liquids 
gave  it  access  to  cheap  feedstocks  and  a 
head  start  on  rivals. 

Management  will  use  some  of  the 
money  spun  out  by  chemicals  to  gamble 
further  on  that  sector. 
Margins  on  ethylene,  a  ba- 
sic petrochemical,  have 
swelled  while  prices  have 
doubled  since  June,  1987. 
So  Phillips  is  spending 
$350  million  to  add  1.5  bil- 
lion pounds  of  capacity  to 
its  Sweeney  (Tex.)  plant — a 
607'  increase. 
Still,    Phillips    may    be 
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Your  phones  are  down.  And  no  one  can  tell  you 
when  they'll  be  fixed. 

Since  your  business  phone  is  your  business 
lifeline,  you  have  a  problem.  But  it's  one  AT&T  can 
help  solve— starting  with  a  free  phone  analysis. 

Your  local  AT&T  Representative  will  analyze 
your  business  needs  and  recommend  a  phone 
system  that  you'll  know  you  can  depend  on. 
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Baring  at  idle  capacity   if  other  major 

[■•o<iucors   join    Lyondcll    I 'etrochemical, 

[luantum    Chemical,    and     Dow     all    of 

Bhich    have    announced     new     ethylene 

ants.    Phillips    officials    acknowledge 

iai  they  expect  ciiemical  profits  to  drop 

in  H)K(J,  hut  they  expect  vigor* 

is  cash  flow  nonetheless. 

In  line  with  industry  trends,  Phillips  is 
jttintf   its   exploration   and   production 
udget  way  back.  Spending  has  dropped 
ly  more  than  half  since  1985,  to  $465 
lillion  budgeted  for  1989.  But  the  corn- 
any  has  become  more  selective  about 
8  wildcat  prospects,  and  that  has  paid 
tl:  The  percentage  of  dry  holes  drilled 
.lunged  to  45%  in   1988,   from  73'a    in 
986.  Also,  with  cheaper  overhead  and 
hiding  costs,  Silas  says  the  restructured 
:ompany  can  explore  profitably  with  oil 
>riced  at  $15  a  barrel  and  natural  gas  at 
51.20  a   thousand   cubic   feet — comfort- 
ibly  below  forecast  prices. 
•wet  stuff.'  Although  reserves  are  hold- 
ag  steady,  Phillips'  exploration  arm  is 
now  under  pressure  to  assure  long-term 
crude  supplies.  "They  need  to  find  some 
wet  stuff,"  warns  shareholder  Gary  B. 
Helms,  equities  head  at  Criterion  Group 
Inc.  Last  year  the  company  sent  its  geol- 
ogists to  new  fields  in  Gabon  and  Boliv- 
ia, and  in  1989  it  will  shift  70%  of  its 
exploration  spending  overseas,  up  from 
10     a  year  ago. 

Even  with  the  flagging  profits  in  ex- 
ploration and  production,  the  unit  gener- 
ated $699  million  in  cash  during  the  first 
three  quarters  of  1988.  Put  together 
with  cash  from  chemicals  and  refining, 
and  the  company's  target  of  $4  billion  in 
debt  by  the  end  of  1990  seems  reason- 
able to  many  analysts.  Others,  however, 
suggest  that  Phillips  won't  go  too  far  in 
paying  down  debt  because  it  wants  to 
ward  off  a  raiders'  encore.  At  nearly  20, 
its  stock  is  up  39°'  from  yearend  1987. 
But  that's  only  60'  <  of  appraised  value. 
The  company  is  still  ripe  for  the  taking, 
and  its  name  comes  up  every  time  the 
subject  of  oil  industry  takeovers  arises. 
Silas'  comment:  Industry  analysts  "have 
nothing  else  to  talk  about." 

But  the  CEO  is  hardly  complacent.  At 
its  April,  1988,  shareholders  meeting, 
Phillips  adopted  provisions  that  outlaw 
shareholder-called  meetings  and  restrict 

bylaw  amendments.  Phillips  also  in- 
creased a  stock  plan  in  1988  that  has 
given  employees  209   of  the  company. 

While  these  provisions  may  help,  the 
only  BUrefire  way  to  head  Off  raiders  is 
to  buoy  the  slock  price.  That  means  Si- 
las, a  firm  believer  in  the  benefits  of 
integration,  must  convince  investors  that 

Phillips  would  suffer  from  a  breakup.  So 
far,  at  least,  the  record  seems  to  show 
he's  right. 

By  Todd  Vogel  in  Bartlesville,  Oh/a. 


The  Dawn  of  the  Most 

Significant  Step  Forward 

in  Europe's  History  is  Coming 

Your  Way 

Are  you  ready  to  rise  to  the  challenges  and  opportuni- 
ties that  will  dawn  on  a  unified  Europe  hy  1992? 

The  Executive  Briefing  for  the  Non-European 
Corporate  Manager,  "How  To  Prepare  for  the 
Single  European  Market"  can  help. 

Our  detailed  forecasts  and  lucid 
analysis  will  help  you  assess  the 
important  issues  you  face: 

■  Why  is  European  unity 
important  to  you? 

■  What  is  the  impact  of  unity 
on  European  economies 
and  industries? 

■  Which  industries  will  be  the 
winners  and  losers? 

■  How  will  European  unity  impact  sales  growth 
in  Europe? 

■  How  can  you  tap  into  Europe's  new  dynamism? 
As  the  world's  leading  economic  and  financial  infor- 
mation source,  we  have  the  unparalleled  ability  to 
provide  the  only  resource  of  this  kind  today. 

To  order  your  Executive  Briefing,  complete  the 
coupon  below  and  return  it  to:  DRI/McGraw-Hill, 
Attn:  F.  Orfino,  24  Hartwell  Ave.,  Lexington,  MA 
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02173,  or  for  more  information,  call 
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Rush  me  the  Executive  Briefing  for  the  Non-European 
Corporate  Manager,  "How  To  Prepare  for  the  Single 
European  Market. " 

_J  I  am  enclosing  payment  of  $795.00 

_|  Invoice  me.     Signature: 


I  would  like  information  on  the  following  in-depth  DRC  McGraw-Hill  studies 

on  Europe  in  1992: 

_J  Auto  Study  _J  European  Industry  Study 

J  Energy  Study  _J  l.S  Imports  Study 

Send  me  more  information  on  the  April  1989  DRI/McGraw-Hill  &  Business 
Week  Conference  on  "1992s  Impact  On  the  United  Stales,   to  h*  held  in 
New  York  City. 

Please  attach  your  business  card  ami  mail  to 

DRI/McGraw-Hill,  Attn:  F  Orfino,  24  Hartwell  Ave.,  Lexington.  MA '02173 
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CAN  INSURERS  NURSE 

THEIR  HMOs  BACK  TO  HEALTH? 


They're  losing  money  fast — but  better  management  could  put  some  in  the  pink 


■IAN 

m 


There's  Snoopy,  World  War  I  air  ace 
and  cartoon  mascot  of  Metropolitan 
Life  Insurance  Co.,  flying  over  enemy 
lines.  Suddenly  his  silk  scarf  is  pep- 
pered with  holes,  and  his  Sopwith 
Camel  spins  earthward  as  his  mortal 
foe — runaway  medical  costs — soars 
into  the  clouds.  "Curse  you,  Red  Ink!" 
he  howls. 

etLife  thought  it  had  the  an- 
swer to  zooming  health-insur- 
lance  claims  when  it  began  buy- 
ing health-maintenance  organizations 
(HMOs)  in  1986.  But  like  other  big  health 
insurers,  MetLife  is  being  riddled  with 
unanticipated  losses.  Along  with  its 
peers — Aetna,  Cigna,  and  Prudential — 
MetLife  has  been  losing  about  $100  mil- 
lion a  year  pretax  on  HMOs,  and  it  will 
probably  lose  $500  million  before  it 
starts  to  earn  profits.  In  contrast,  Met's 
net  gain  from  operations  (after  policy- 
holder dividends)  was  $360  million  in 
1987.  Says  Robert  A.  Chernow,  the  new 
head  of  Met's  "managed  care"  opera- 
tions: "It  has  been  basically  disastrous." 
HMOs  were  supposed  to  be  the  salva- 
tion of  the  battered  health  care  industry. 
Pressured  by  employers  to  hold  down 
costs,  insurers  scrambled  to  buy  or 
launch  HMOs  in  the  mid-1980s  as  a  sure- 
fire cost-saving  strategy.  Typically,  an 
employer  pays  an  HMO  a  set  annual  fee 
for  each  person  enrolled,  and  the  HMO 
pays  its  own  staff  of  doctors  a  salary.  A 
related  creature  is  the  "preferred-provid- 
er organization,"  or  PPO,  through  which 
an  insurer  pays  discounted  fee-for-ser- 
vice  rates  to  cooperating  doctors.  In 
both  plans,  corporations  bring  their  ar- 
mies of  employees  to  HMOs  in  return  for 
low,  negotiated  fees.  But  costs  are  still 
skyrocketing,  and  now  the  insurance  in- 
dustry's own  health  care  business  is  in 
intensive  care. 

Still,  the  survivors  in  this  game  could 
ultimately  earn  huge  rewards.  "If  things 
work  out,  the  few  remaining  insurance 
companies  could  be  making  1%  to  3%  on 
this  business,"  says  Joseph  W.  Duva, 
director  of  employee  benefits  at  Allied- 
Signal  Inc.  That's  a  hefty  margin  for  a 
financial-services  company.  On  MetLife's 
$7  billion  in  health  premiums,  that  could 


mean  a  cool  $210  million  annual  profit. 
"This  is  like  a  rumbling  volcano,"  as- 
serts James  F.  Doherty,  president  of  the 
Group  Health  Association  of  America. 
"These  companies  will  wake  up  to  find 
managed  care  is  their  biggest  business." 
But  first  things  first.  In  December, 
stunned  by  continuing  losses,  MetLife 


sive  fees,  Chernow  says  the  insurer  is 
getting  back  on  track. 

Other  insurance  companies  are  also 
acting  to  stanch  losses.  Aetna  Life  & 
Casualty  Co.  has  renegotiated  its  Part- 
ners National  Health  Plan's  HMO  joint 
venture  with  the  Voluntary  Hospitals  of 
America.  It  "just  hadn't  been  working, 


METLIFE'S  CHERNOW:  NEW  SYSTEMS  FLAG  DOCTORS  WHO  RUN  UP  EXCESSIVE  FEES 


moved  to  cauterize  its  wounds  by  shak- 
ing up  its  entire  group-health  business. 
Chernow,  a  41-year-old  computer  whiz 
with  a  PhD  in  epidemiology,  was  pulled 
up  from  Met's  medical-data  unit,  Corpo- 
rate Health  Strategies,  to  run  a  re- 
vamped HMO  with  384,000  members  and 
a  PPO  with  2  million  participants.  Armed 
with  new  computer  systems  to  track 
costs  and  flag  doctors  who  run  up  exces- 


Aetna  Senior  Vice-President  Burton  E. 
Burton  told  a  company  gathering  recent- 
ly. And  Cigna  has  shuffled  its  HMO  man- 
agement and  brought  in  a  prominent 
physician  to  ride  herd  on  stampeding 
claims  costs. 

Insurers  knew  there  would  be  startup 
expenses.  But  the  losses  are  running 
double  what  insurers  budgeted.  Even  af- 
ter hefty  rate  hikes,  state  filings  show 
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h;ii  the  expen  •     of  hmos  owned  by 
etlife  and  others  are  running  20     to 

'■&'/•  greater  than  their  revenues.  "We 
bought  we  only  had  ii  short  window  of 
ipportunity,  so  we  grew  rapidly,"  says 
i,  Robert  O'Brien,  president  of  Cigna's 
•mployee  benefit  division.  Giant  Pruden- 
ial  appears  to  he  bucking  the  dismal 
I  by  reporting  a  modest  profit,  but 
those  figures  disregard  startup  costs.  If 
it  had  expensed  those  costs  as  its  com- 
petitors do,  the  Pru's  HMO  business 
would  have  shown  an  estimated  $100 
million  pretax  loss  last  year  (table). 
permanent  scars.  Some  insurers  won- 
der if  they  will  ever  get  back  what 
they've  lost  in  the  health  care  business. 
r  all,  health  insurance  has  never 
been  a  big  moneymaker  even  in  the  best 
of  times.  Mainly  it's  a  low-margin 
claims-paying  service  to  help  sell 
more  profitable  life  insurance  and 
pension  plans  to  big  corporations. 
There's  little  investment  income, 
and  the  insurer  absorbs  any  lag  in 
passing  through  rising  costs.  In- 
deed, despite  their  HMO  invest- 
ments, "a  number  of  high  officers 
in  the  industry  say  they  plan  to 
get  out  of  health  insurance,"  says 
Temple  University  insurance  pro- 
fessor Charles  P.  Hall  Jr.  Adds 
Joseph  N.  Maginnis,  group  mar- 
keting vice-president  at  Pruden- 
tial: "It  wouldn't  surprise  me  to 
see  the  industry  dominated  by  five 
or  six  large  insurers  in  1995."  The 
Pru,  he  says,  will  be  among  that 
handful  of  survivors. 

Some  of  the  industry's  more 
modest  players,  such  as  the  Trav- 
elers, Lincoln  National,  and  John 
Hancock,  are  already  pruning 
their  exposure  to  the  health  busi- 
ness. And  som,e  fairly  big  players 
are  bowing  out.  Among  those  sell- 
ing group  health  portfolios:  Trans- 
america,  American  General,  Provi- 
dent Mutual,  Allstate,  and 
Fireman's  Fund.  "We  didn't  see 
how  we  could  invest  the  money  to 
build  a  health  care  network  and 
get  it  back  in  5  or  even  10  years," 
concedes  an  official  at  Trans- 
america.  "For  the  immediate  fu- 
ture, there's  no  way  to  make  mon- 
ey [in  HMOs],"  concludes  William 
I'',.  Caulfield,  senior  vice-president 
at  John  Hancock  Mutual  Life  In- 
surance Co.  The  company  has  put 
its  three  HMos  up  for  sale  in  favor  of 
'in  rate,  tight-control  deals  with  careful- 
ly screened  1'1'd  groups. 

Of  course,  insurers  aren't  the  only 
ones  nursing  HMO  wounds.  Witness  the 
Ongoing  liquidation  of  industry  leader 
Maxicare  Health  Plans  Inc.  after  'a 
string  of  ill-fated  mergers.  Local  Blue 
CrOBS/Blue  Shield  units  are  trying  to  re 
Vive  their  sickly  HMO  operations,  too.  In- 


Two-thirdsofthe  nation's 
HMOs  are  in  the  red- 

despite  two  years  of  double- 
digit  membership  growth 


dustry  profits  have  evaporated  in  the 
past  two  years,  and  two-thirds  of  the 
nation's  nearly  050  HMOs  are  operating 
in  the  red.  That's  despite  double-digit 
membership  growth  to  32  million — 1:5' ; 
of  the  population. 

A  major  culprit  for  the  losses  is  that 
bogeyman  of  many  an  insurance  prod- 
uct: fierce  competition  in  pricing.  HMO 


INSURANCE  COMPANIES 
LOOM  LARGE  IN  HMOs... 


HMO  members 

Groups 

KAISER  PERMAHENTE 

4,900,000 

30,000  plus 

BLUE  CROSS/BLUE  SHIELD  PLANS 

4,900,000 

60,000 

MAXICARE 

1,600,000 

15,000 

CIGNA  HEALTHPLANS 

1,500,000 

8,399 

U.S.  HEALTHCARE 

880,000 

10,438 

HIP  OF  GREATER  N.Y. 

843,000 

2,500 

PARTNERS  (AETNA  VHA) 

780,000 

5,884 

PRUCARE 

760,000 

NA 

HEALTHNET 

600,000 

3,000 

METLIFE 

384,000 

3,000  plus 

DATA:  BUSINESS  INSURANCE 


NA  —  not  available 


...BUT  THOSE  THEY  OWN 

ARE  HEMORRHAGING 


Company 

HMO  members 

Estimated  pretax  losses 
1987                1988 
Millions  of  dollars 

AETNA 

830,000 

$46                $40 

CIGNA 

1,500,000 

119                 120 

EQUICOR" 

443,000 

82                   10 

LINCOLN  NATL 

500,000 

51                 110 

METROPOLITAN 

384,000 

87                 100 

PRUDENTIAL 

760,000 

100                100 

TRAVELERS 

123,000 

93                100 

'Includes  all  the  membership  and  half  the  losses  of  Partners  National  Health  Plans.  50% 
owned  by  Aetna 
'•50%  owned  by  Equitable  Life  Assurance  Society 

DATA  TOWERS.  PERRIN,  F0RSTER  &  CROSBY.  JURG0VAN  &  BLAIR.  COMPANY  REPORTS, 
BW  ESTIMATES 


players  have  engaged  in  rampant  rate- 
cutting  to  attract  new  members  as  the 
number  of  HMOs  has  quadrupled  in  less 
than  three  years.  "It  was:  'Get  bodies  at 
any  cost,' "  admits  a  MetLife  source. 

Another  factor  that  particularly 
plagues  insurers:  weak  HMO  manage- 
ment "Big  insurers  are  good  at  process- 
ing paper  and  handling  money.  Hut  med- 
ical management  is  not  then-  forte."  says 


Leonard  Abramson,  the  outspoken  CEO 
of  profitable  HMO  operator  1        Health 
care  Inc   "We  took  ov<  r  two 
HMD-,   tor  $1   each    and  rpaid 

They  were  in  terrible  shape:  overpa 

d  hospital 
good  contracts." 
Insurance-company     managemi 

know  they  need  to  become  better  at  bar- 
gaining with  hospitals  and  dor-tors  for 
lower  U->'>  and  tighter  limits  on  th< 
of  costly  services,  For  instance,  insui 
fought  hard  through  their  HMOs  to  get 
patients  out  of  expensive  hospital  care 
more  quickly  and  into  home  care.  But 
the  companies  soon  learned  that  it  takes 
a  lot  more  to  control  costs.  "Cutting  the 
number  of  inpatient  days  was  not 
enough  because  outpatient  costs  have 
soared,"  says  Lynn  Gruber,  vice- 
president  of  HMO  consultant  Inter- 
Study  Inc.  Doctors,  she  notes,  are 
creative  at  finding  ways  to  main- 
tain their  hefty  incomes. 
buyer  beware.  Indeed,  until  now, 
insurance  companies  have  con- 
sciously avoided  looking  over  the 
shoulders  of  doctors  for  fear  of 
taking  on  any  of  their  malpractice 
liabilities  or  being  accused  of 
price-fixing.  They  have  merely  act- 
ed as  claims  processors  for  em- 
ployers. But  now  they're  being 
pressured  by  clients  to  act  as  po- 
lice officers — and  that  requires  a 
whole  new  set  of  professional 
skills.  "It's  a  massive  cultural 
transition,"  says  Jay  Ripps,  an 
Aetna  vice-president.  "We  must 
get  closer  to  the  health  care  deliv- 
ery system."  Unfortunately,  says 
Mark  Wilcox,  an  analyst  with  Jur- 
govan  &  Blair  Inc.,  insurers  pay 
their  employees  too  little  and  thus 
"get  unqualified  people." 

For  MetLife,  Chernow  repre- 
sents a  new7  breed  of  health  man- 
ager. CHS,  the  small  startup  he 
sold  to  MetLife  in  1983,  is  now  a 
leader  in  analyzing  cost-and-utili- 
zation  statistics  to  find  the  most 
efficient  doctors  in  a  local  market. 
Chernow  points  out  that  a  2098  dis- 
count on  a  doctor's  fee  may  mean 
little  if  the  doctor  is  running  up 
the  tab  with  unnecessary  treat- 
ments. Chernow's  CHS  specializes 
in  weeding  out  high-cost  doctors. 
Whether  the  insurance  industry 
can  win  this  cat-and-mouse  game 
with  doctors  remains  to  be  seen.  But 
MetLife  and  its  peers  are  betting  big 
bucks  that  they  can  devise  systems  and 
controls  that  will  make  health  care  a 
profitable  insurance  risk  again.  If  they 
succeed,  the  rewards  could  be  huge.  If 
they  fail,  billions  of  dollars — and  the 
country's  best  hope  for  curbing  health 
care  costs — will  be  lost. 

By  James  R.  Norman  "  Stamford 


BUSINESS  WEEK  JANUARY  16.  1989  81 


inance 


INVESTMENT  BANKING  I 


JAPANESE  DEALMAKERS 
YEARN  TO  PLAY  QB 


How  long  will  they  just  watch  America's  takeover  games: 


American  investment  bankers  still 
have  no  equals  in  dealmaking.  To 
tap  that  knowhow,  the  Japanese, 
acting  as  silent  partners,  have  invested 
more  than  $1.5  billion  in  U.  S.  firms  over 
the  past  several  years  (table).  However, 
the  day  is  nearing  when  the  Japanese 
won't  be  satisfied  merely  to  share  the 
profits  of  deals  but  will  want  to  broker 
their  own. 

That  means  Japanese 
firms  could  start  competing 
with  their  U.  S.  partners  for 
future  mergers-and-acquisi- 
tions  work.  "They  will  not  be 
content  to  remain  second- 
best,"  says  Samuel  L.  Hayes 
III,  a  professor  at  Harvard 
business  school.  "They  want 
to  be  world-class  investment 
bankers." 

The  Japanese  view  their  in- 
vestments as  R&D  in  M&A. 
Japanese  firms  have  insisted 
on  the  right  to  send  aspiring 


dealmakers  to  the  U.  S.  for  on-the-job 
training  (box).  Shearson  Lehman  Hutton 
Inc.,  13%  owned  by  Nippon  Life  Insur- 
ance Co.,  is  training  30  Nippon  employ- 
ees in  New  York  with  classroom  instruc- 
tion and  work  experience.  Wasserstein, 
Perella  &  Co.,  20%  owned  by  Nomura 
Securities  Co.,  is  training  four  budding 
takeover  artists  from  Nomura. 


JAPAN'S  GROWING  STAKE  ON  WALL  STREET 


U.S.  firm 

Japanese  investor 

Investment 
Amount          Percent 

Millions  of  dollars 

SHEARSON 

NIPPON  LIFE 

$508 

13.0% 

GOLDMAN  SACHS 

SUMITOMO 

500 

12.5 

PAINEWEBBER 

YASUDA  MUTUAL  LIFE 

300 

18.0 

WASSERSTEIN  PERELLA 

NOMURA 

100- 

20.0 

BLACKSTOHE 

NIKKO 

100 

20.0 

LODESTAR 

YAMAICHI 

25 

25.0 

PEERS 

LONG-TERM  CREDIT 
BANK  OF  JAPAN 

4 

4.0 

DATA:  BW  AND  INDUSTRY  ESTIMATES 


If  money  or  brainpower  alone  could 
turn  Japanese  investment  bankers  into 
U.  S.-style  dealmakers,  it  probably  would 
have  happened  long  ago.  But  Americans 
who  work  with  Japanese  partners  say 
they  have  a  big  cultural  hurdle  to 
mount — behaving  like  major  dealmakers. 
"m&a  is  a  business  that  is  dominated  by 
swashbuckling,  aggressive  people  who 
can  think  on  their  feet  and  get  the  other 
guy  to  believe  in  them,"  says  Paul  K. 
Kelly,  head  of  Peers  &  Co.,  a  small  U.  S. 
M&A  firm  that  is  4%  owned  by  Long- 
Term  Credit  Bank  of  Japan.  "The  Japa- 
nese are  self-effacing." 
head  of  the  class.  The  visiting  "ex- 
change students"  from  Japan  may  have 
to  struggle  with  mastering  Wall  Street 
bravado,  but  they  have  the  best  teachers 
that  yen  can  buy.  In  addition  to  Bruce 
Wasserstein  and  Joseph  R. 
Perella,  the  dynamic  duo  who 
built  First  Boston's  M&A  de- 
partment and  who  are  now 
on  their  own,  there  are  Peter 
G.  Peterson,  erstwhile  chair- 
man of  Lehman  Brothers 
Kuhn  Loeb  and  now  chief  ex- 
ecutive officer  of  his  own 
shop,  Blackstone  Group,  and 
Ken  Miller,  once  Merrill 
Lynch's  chief  takeover  strat- 
egist, who  heads  his  own 
firm,  Lodestar  Group. 

Japan's  approach  to  deal- 
making  in  America  is  radical- 
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I  different  from  the  one  they  u  led 
hen  they  entered  the  I  S  bond  bust 
ess.  Japanese  brokerage  hou  tee  be- 
ne primary  dealers  in  government 
arkets  by  hiring  away  top  I '.  S.  trad 
ml  giving  them  plenty  of  capital  with 
vhirh  to  trade.  Hut  the  same  practice 
lould  not  work  in  investment  banking. 
American  dealmakers  feared  their  blue 
■hip  clients  would  not  fellow  them  if 
Bhey  worked  under  a  Nomura  or  Nikko 
Biame.  And  there  was  also  concern  that 
I  Washington  would  bar  an  outright  take 
I  >ver  of  a  major  U.  S.  investment  bank 
■oy  the  Japanese. 

So  the  Japanese  opted  for  passive 
[■links  to  Wall  Street — no  voting  power 
[land  no  real  clout — with  the  hope  that 
jj  they  would  learn  the  business  and  make 
the  contacts  over  time.  Last  summer  No- 
mura— the  world's  largest  brokerage 
house — purchased  its  20'''  stake  in  Was- 
serstein  Perella  for  $100  million.  A  hefty 
but  Nomura  was  pleased  to  pay  it. 
"It  would  take  us  10  years  to  build  up  a 
presence  in  M&A  in  New  York,"  says 
Mitsuo  Goto,  a  Nomura  executive.  Two 
of  Nomura's  chief  competitors  swiftly 
followed  suit.  Nikko  Securities  Co. 
bought  a  20%  interest  in  Blackstone,  and 
Yamaichi  Securities  Co.  acquired  25%  of 
Lodestar. 

readying  rivals?  The  rash  of  Japanese- 
J  American  investment  banking  alliances 
should  continue  into  1989.  With  revenues 
in  the  U.  S.  securities  industry  expected 
to  remain  flat,  many  firms  would  have  a 
hard  time  refusing  Japanese  capital,  al- 
though it  could  mean  training  people 
who  may  later  vie  for  business. 

Indeed,  in  the  short  run,  at  least,  the 
Asian  connection  appears  to  be  a  source 
of  deals  for  the  companies  that  have 
accepted  Japanese  money.  Blackstone 
bankers  advised  Firestone  Tire  &  Rub- 
ber Co.  when  it  agreed  to  be  taken  over 
by  Japan's  Bridgestone  Corp.  for  $2.6 
billion.  Blackstone  also  counseled  Sony 
Corp.  in  its  $2  billion  purchase  of  CBS 
Records  Inc. 

Such  prominent  investment  banks  as 
Credit  Suisse  First  Boston  Ltd.  are  ac- 
tively hunting  for  a  Japanese  partner, 
■lames  D.  Wolfensohn  Inc.,  an  invest- 
ment banking  boutique  whose  executive 
ranks  boast  former  Federal  Reserve 
Hoard  Chairman  Haul  A.  Volcker,  has 
discussed  joint  ventures  with  Japanese 
financial  institutions.  Hear,  Steams  & 
said  to  be  holding  discussions  with 
a  large  Japanese  hank. 

Snaking  up  Wall  Street  savvy  should 
also  serve  the  image-conscious  Japanese 
investment  banks  well  at  home.  Those 
with  ties  to  American  firms  have  special 
status.  What's  more,  the  merger  busi- 
ness in  Japan  is  exploding.  From  Janu- 
ary to  November  of  last  year,  Japanese 
companies  were  involved  m  513  mergers 

and  acquisitions,  a  jump  from    169  in 


1987  and  190  m  1988,  according  to  Ya 

man-in  Securities.  The  value  of  the  deal 
in  i98x  was  |16.4  billion,  almost  double 

-  16  billion  in  1987  and  far  lurp 
ing  the  $467.5  million  total  for  1988  No 
mura,  Nikko,  and  Yamaichi  are  at  war 
with  the  large  banks  and  insurance  com 
panics— and  with  one  another  -  to  get 
the  big  deals.  The  Wasserstein  tie  'is  a 
real  plus,"  says  Nomura's  Goto.  B< 
cause  of  it,  our  clients  can  take  confi- 
dence in  our  work." 

"We  have  money — that  is  our 
strength,"  says  Akihiro  Wakao,  an  econ- 
omist at  Tokai  Bank  Ltd.  Indeed,  Japa- 


ted   put    Up  about 

one-third  of  the  $14J>  billion  in  bank 
loan,  that  will  be  needed  to  close  the 
leveraged  buyout  of  bjr  Nabi  ico  Inc. 

"Next     we    u,i. 

because  of  our  Imowhow,"  add.-,  Wakao. 

1  h<  Japan*   •■  are  not 

neer  a  IS.  takeover  on  their  own.  And 

many  believe  thai  they  will  never  be  ac 
cepted  m  the  IM  I  busine      But  1 1 

what  Detroit  was  saving  about  Jap. 
cars  back  in  the  1960s. 
By  Jon  Friedman  in  Neu  York,  with  Ted 

Holder)  in  Tokyo  and  Lesln-  Helm  in 
Host  on 


TEACHING  A  TOKYO  WHIZ  KID 
THE  ART  OF  THE  DEAL 


I  iroyuki  Kondo,  a  fledgling  in- 
vestment banker  from  the  To- 

Ikyo  office  of  Nikko  Securities 
Co.,  arrived  at  the  Park  Avenue  head- 
quarters of  Blackstone  Group  just  15 
months  ago.  His  orders  were  simple: 
Learn  the  takeover  business.  "In  what 
way,  Nikko  didn't  know,"  he  says 
sheepishly.  "I  had  no 
specific  instructions. 
Nikko  didn't  know  the 
business." 

Like  any  rookie  in- 
vestment banker  at  a 
Wall  Street  firm, 
Kondo  spends  hours 
crunching  numbers 
and  analyzing  ac- 
quirers and  potential 
targets.  But  what  he's 
realty  trying  to  grasp 
is  how  U.  S.  investment 
bankers  think.  He's 
learning  that  by  sitting 
beside  his  American 
colleagues  in  one  of 
the  dens  of  dealmak- 
ing.  Early  in  his  tenure 
he  was  involved  in 
meetings  when  Black- 
stone advised  E.  F. 
Hutton  &  Co.  on  its 
$962  million  takeover 
by  Shearson  Lehman 
Brothers  Inc.  in  late 
1987.  A  few  months  later,  when  Black- 
stone advised  Firestone  Tire  &  Rubber 
Co.  in  its  negotiations  with  Japan's 
Bridgestone  Corp.,  Blackstone  bankers 
said  Kondo's  observations  were  keen 
and  critical.  "He  is  invaluable  to  us," 
says  President  Stephen  A.  Schwarz- 
man  of  Blackstone,  m  which  Nikko  has 
a  20''  stake. 

There  wasn't  any  time  for  Kondo, 
the  first  Nikko  executive  to  work  at 
Blackstone,  tO  ease  into  his  job  in  Neu 


NIKKO  S  KONDO: 
'THIS  IS  THE  WAY 


York.  Kondo  got  off  to  a  bewildering 
start:  His  first  day  at  work  was  Bloody 
Monday.  And  his  position  is  unusual. 
He  is  still  on  Nikko's  payroll,  but  he 
stresses  that  when  he's  working  on 
Blackstone  business,  Kondo  is  sworn 
to  confidentiality.  Nikko  is  treated  like 
any  other  outsider.  "Nikko  gets  from 
me  general  knowledge, 
nothing  specific,"  he 
says.  Kondo  has 
worked  out  well 
enough  to  have  others 
from  Nikko  follow  his 
example.  Two  more  se- 
nior investment  bank- 
ers from  Nikko  will 
join  him  this  year. 
staying  on.  Married, 
the  father  of  two  tod- 
dlers, and  living  in  a 
Westchester  (N.  Y.) 
house  paid  for  by  Nik- 
ko, Kondo  was  chosen 
because  of  his  strong 
command  of  English. 
As  a  teenager  he  was 
an  exchange  student  in 
an  Oregon  high  school. 
Before  joining  Nikko 
he  worked  for  the  Re- 
search Exploration 
Center  for  Internation- 
al Affairs,  a  Tokyo 
think  tank  that  special- 
izes in  global  trade  analysis. 

Kondo  is  on  a  two-year  assignment 
at  Blackstone  but  would  like  to  extend 
the  stay  if  possible.  Grateful  for  an 
opportunity  to  learn  investment  bank- 
ing at  its  epicenter,  he  talks  about  his 
job  with  the  enthusiasm  of  a  kid  in  a 
candy  store.  "When  I  go  back  to  To- 
he  exults,  "1  can  say:  "This  is  ihe 
way  it  is  done  in  the  States' — and  teach 
Nikko  people  how  to  do  deals." 
By  Jon  I 


'■I  CAN  SAY: 
IT  IS  DONE'  " 
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How  Fujitsu  helped 

Home  Depot  become 

a  household  name. 


Home  Depot  is  a  discount  retailer 
making  merchandising  history.  Ten  years 
ago  they  didn't  exist.  Today,  their  successful 
style  is  helping  to  shape  the  entire  home 
improvement  industry.  The  company  was 
the  first  to  bring  the  concept  of  warehouse 
retailing  to  the  "do-it-yourself"  home  improve- 
ment market.  And  one  of  the  first  to  combine 
low  prices  with  superior  customer  service. 
As  a  result,  today  Home  Depot  has  86  giant 
warehouse  stores  across  the  nation  and 
skyrocketing  sales  approaching  $2  billion. 

Essential  element 

From  the  beginning,  Home  Depot  rec- 
ognized that  an  essential  element  for  suc- 
cess was  their  point-of-sale  (POS]  system. 
This  system  would  allow  them  to  reduce 
inventory  and  merchandising  costs  while 
freeing  employees  to  give  personalized 
attention  to  their  customers.  Because  the 
POS  choice  was  so  critical,  Home  Depot 
studied  a  variety  of  different  systems.  They 
carefully  evaluated  functions,  features,  ease 
of  use,  and  — most  importantly- reliability. 
And,  in  the  end,  they  chose  Fujitsu. 

Fujitsu-a  household 
name  in  Japan 

Home  Depot  came  to  us  not  only  for  the 
guality  and  reliability  of  our  POS  systems, 
but  also  for  the  depth,  breadth  and  reputa- 
tion of  our  company.  We  are  the  largest 
computer  manufacturer  in  Japan  and  a 


major  developer  of  semiconductors,  micro- 
electronics and  telecommunications  tech- 
nology. We  have  nearly  100,000  employees, 
$16  billion  in  annual  sales  and  facilities 
throughout  27countnes-which  keep  us 
close  to  our  customers. 

Quality  customer  service 

Home  Depot  also  came  to  us  because 
we  share  their  commitment  to  quality  service. 
That  service  was  crucial  to  Home  Depot, 
which  within  just  a  few  years  grew  from  a 
regional  to  a  national  chain,  quickly  becom- 
ing a  household  name.  Fujitsu  was  there 
every  step  of  the  way,  making  sure  that  Home 
Depot's  POS  system  kept  up  with  its  growth, 
and  helping  make  that  growth  possible. 


Mr  Greg  Hacked  of  Home  Depot  with  Kevin  Murphy, 
senior  vice  president  of  marketing  at  Fujitsu  Systems 
of  America  (FSA)  FSA  markets  point-of-sale  [POS) 
systems,  automated  teller  machines  [ATMs]  and 
handheld  computer  systems.  For  information  call 
(619)481-4004 


FUJITSU 


The  global  computer  &  communications  company. 
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MARKETS  &  INVESTMENTS! 


WHY  SHORT-TERM  RATES 
ARE  SO  SWEET 


The  Fed's  war  on  inflation  has  turned  yields  upside  down 


R; 
i 


ising  interest  rates  may  spook 
borrowers,  but  oh,  how  savers 
Jove  them.  The  dollars  are  once 
again  pouring  into  money  market  mutu- 
al funds,  and  the  fund  companies  are 
cranking  up  advertising  campaigns  to  at- 
tract more.  "The  rising  short-term  rates 
are  bringing  them  in,"  says  Chuck  John- 
son, marketing  vice-president  of  Frank- 
lin Resources  Inc.  Even  stockbrokers 
are  working  the  phones  to  pitch  six- 
month  certificates  of  deposit  yielding 
8.9%.  And  individual  investors  dominated 


1982,  and  there  have  only  been  nine  epi- 
sodes of  inversion  in  the  last  35  years. 
The  yield  curve  inverts  when  the  Fed- 
eral Reserve  Board  hands  out  tough 
medicine  to  battle  inflation.  The  Fed  ac- 
tion works  on  the  short  end.  The  central 
bank  pulls  out  reserves  from  the  bank- 
ing system,  for  example,  and  thus  raises 
the  key  federal  funds  rate,  the  interest 
that  banks  charge  each  other  for  lending 
excess  reserves.  Moreover,  the  market 
sees  the  Fed  battling  inflation  and  this 
reduces  inflationary  expectations,  damp- 


8.97%,  a  shade  above  the  Long  Te 
Bond  fund's  8.85%. 

So  far,  the  yield  curve  is  not  fu 
inverted  at  the  very  short  end:  Thr< 
and  six-month  Treasury  bills  are  s 
yielding   less   than    longer-term    insti 
ments — but  not  much  less.  Charles  L 
berman,  a  financial  economist  at  Ma: 
facturers   Hanover  Securities   Cor 
expects  that  by  the  end  of  the  first  qu 
ter,  yields  on  six-month  T-bills  will  be 
those  on  30-year  bonds  by  a  wide  ma 
gin.  Lieberman  and  others  recommer 
that  investors  place  cash  in  short  matui  ' 

money  market  funds.  "Stay  very  shor  K 


90  days  or  less,"  adds  Lieberman. 
risky  strategy.  This    short-sided   a 
proach  allows  investors  to  take  advai 
tage  of  the  rising  short-term   interes  " 
rates  for  as  long  as  they  last  while  sti  Jl 


lew 


ejeil 


having  enough  flexibility  to  shift  fun 
into  longer-term  instruments  when  rate 
start  heading  down.  The  trick  is  for  ir 
vestors  to  evaluate  the  situation  eac 
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A  'YIELD  CURVE'  INVESTORS  HAVE  TO  LOVE 
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the  Dec.  29  sale  of  two-year  U.  S.  Trea- 
sury notes,  which  carried  a  9.23%  yield, 
the  highest  rate  in  more  than  three 
years. 

Investors  are  snapping  up  short-term 
securities  for  good  reason.  The  yield  on 
the  two-year  note  beats  the  9.08%  yield 
on  the  30-year  Treasury  bond.  Six-month 
bills  command  an  8.7%  return.  And 
short-term  rates  are  likely  to  go  higher, 
even  if  the  long-term  rate  doesn't  budge. 
tough  medicine.  That's  not  the  way  in- 
terest rates  usually  work.  Most  of  the 
time  rates  rise  with  the  length  of  the 
investment.  The  reason  is  simple:  If  in- 
vestors tie  up  their  money  for  more 
time,  they  take  more  risk  and  demand 
more  return.  The  yield  curve — a  graph 
that  plots  the  yields  of  short-  and  long- 
term  Treasury  securities — therefore 
usually  slopes  upward.  But  not  this 
time.  Since  early  December  the  curve 
has  inverted.  Short-term  securities  are 
yielding  higher  rates  than  long-term 
bonds.  Inversions  are  infrequent.  The 
last  one  ran  from  January  through  July, 


ening  the  rate  on  long-term  bonds.  The 
result:  short  rates  rise  relative  to  long. 

The  Fed  may  be  winning  the  war 
against  inflation,  but  it's  not  yet  over.  So 
most  economists  believe  that  short  rates 
will  stay  high  during  the  first  half  of 
1989.  If  the  economy  is  stronger  than 
expected,  however,  short  rates  could 
stay  up  in  the  stratosphere  through 
most  of  the  year.  In  the  past  the  aver- 
age length  of  inversions  was  15  months. 
"The  central  bank  will  keep  short-term 
rates  high  until  the  inflation  worry  dissi- 
pates," says  Allen  Sinai,  chief  economist 
at  Boston  Co. 

Investors  have  not  yet  felt  the  full 
effects  of  the  shift  in  interest  rates. 
That's  because  banks  and  thrifts  don't 
necessarily  adjust  rates  with  every  tic  of 
the  bond  market.  Returns  on  mutual 
fund  portfolios  also  tend  to  lag  behind 
the  market.  Only  in  recent  days  have 
yields  on  short  bond  funds  inverted  and 
climbed  above  the  yield  on  the  long-term 
funds.  On  Jan.  3  the  Vanguard  Short 
Term    Bond    fund    sported    a    yield    of 


time  a  short-term  instrument  expires. 
What  are  the  signs  that  rates  are  going 
to  head  down?  A  drop  in  employment 
growth  is  one  good  signal.  Another 
would  be  a  slowdown  in  the  rate  of 
growth  of  the  gross  national  product. 

Of  course,  most  investors  are  not  eco- 
nomic soothsayers,  and  even  the  pros 
misread  economic  signals.  The  stay-short 
strategy  carries  the  risk  that  interest 
rates  could  plunge  before  investors  have 
time  to  lock  in  high  long-term  rates.  For 
that  reason,  Donald  H.  Straszheim,  chief 
economist  at  Merrill  Lynch  Capital  Mar- 
kets, says  investors  should  not  try  to 
squeeze  out  the  last  tenth  of  a  percent- 
age point  in  yield  from  short-term  in- 
struments. "Lock  in  30  years'  worth  of 
returns  early  in  the  year,"  says  Strasz- 
heim, rather  than  run  the  risk  of  finding 
out  later  that  the  9%  long  bond  has 
slipped  away  and  the  best  you  can  do  is 
1%.  But  most  investors  seem  willing  to 
take  that  risk.  For  them,  the  inverted 
yield  curve  is  too  alluring  to  pass  up. 

By  Leah  J.  Nathans  in  New  York 
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WHY  SOME  PROS 

ARE  BETTING 

ON  WEYERHAEUSER 


Weyerhaeuser,  the  big  paper 
and  forest-products  compa- 
ny, has  been  one  of  the  mar- 
ket's biggest  bores.  Its  stock  has  bare- 
ly recovered  from  the  October,  1987, 
crash,  when  it  plunged  from  40  to 
about  20.  Yet  that's  precisely  why 
some  pros  have  been  accumulating 
Weyerhaeuser  shares  in  recent  weeks. 
"Many  value  players — both  active 
and  passive — have  quietly  started  to 
buy  Weyerhaeuser  shares  in  recent 
days  because  the  stock  has  been  build- 
ing a  base"  and  should  be  shooting  up 
again,  says  one  investment  manager. 
Since  August  the  stock  has  traded  be- 
tween 23  and  25,  lagging  behind  the 
rest  of  its  industry  group,  which  has 
underperformed  the  market. 

Most  analysts  are  down  on  Weyer- 
haeuser because  they're  concerned 
that  the  company's  earnings  could  col- 
lapse in  a  recession.  Indeed,  an  eco- 
nomic slump  would  curtail  demand  for 
the  company's  paper  and  forest  prod- 
ucts, including  lumber.  Already,  last 
year's  earnings  from  forest-product  op- 
erations have  been  disappointing,  the 
result  of  weak  log  exports  to  Japan. 
ACRES  OF  ASSETS.  But  Anthony 
Hitschler,  president  of  Brandywine  As- 
set Management,  has  been  buying 
shares  in  the  belief  that  the  stock's 
currently  depressed  level  already  dis- 
counts the  worst-case  recession  scenar- 
io. What  investors  seem  to  ignore,  con- 
tends Hitschler,  is  Weyerhaeuser's 
huge  asset  base:  6  million  acres  of  tim- 
berland  that  Hitschler  estimates  is 
worth  at  least  $30  a  share.  The  compa- 
ny's paper  processing  operations,  he 
adds,  are  worth  at  least  an  additional 
$10  a  share.  Hitschler  is  content  to 
hold  the  stock,  which  pays  a  dividend 
yield  of  5%  and  trades  at  a  low  price- 
earnings  ratio  of  9.6. 

Hitchsler  doesn't  buy  the  idea  that  a 
recession  is  imminent  Neither  does  he 
think  a  moderate  slowing  in  economic 
growth  would  hurt  Weyerhaeuser's 
earnings.    As   long   as   the  economy 

doesn't  slide  into  a  recession,  a  slow- 
down will  reduce  interest  rates  and  ac- 
tually help  housing,  he  contends.  Be- 
cause the  company's  fortunes  are  tied 
to  Homebuilding,  earnings  could  even 
rise.  He  thinks  they're  already  showing 
Bigns  at  an    upside  surprise    for    1989 


WEYERHAEUSER'S  STOCK 
IS  LAGGING 


agreement  to  buy  no  more  than  50 
Cineplei     comn  ling. 

But  thai  can  be  rei  ised  by  the  Cini 

director     Gro    d  ai    '•  •  I ■■   thai 
might  propose  a  merger  or  offer  to 
buy   Cmepleji   outright    He   puts   its 

takeover  value  at  $23  to 

than  double  its  current  price  m<  \ 

and  Cineplex  "have  a  symbiotic  rela- 
tionship that  could  eventually  evolve 
into  a  formal  union,"  says  Grossman. 
Another  player  who  might  decide  to 
boost  his  Cineplex  holdings  is  Canadian 
investor  Charles  Bronfman,  who  has 
an  8.6%  stake  through  his  investment 
company,  Pentrust  Holdings. 
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and  expects  the  company  to  earn  $2.90 
a  share  vs.  $2.60  in  1988.  If  interest 
rates  soften,  analysts  will  raise  their 
estimates.  By  then,  he  says,  the  stock 
will  have  hit  the  mid-30s. 

Some  market  pros  expect  to  be  re- 
warded by  a  takeover  play.  They  fig- 
ure that  Weyerhaeuser,  which  has  a 
market  capitalization  of  about  $5  bil- 
lion, has  a  breakup  of  about  $10  billion, 
or  $50  a  share.  Despite  management's 
stake  of  6.9% — apart  from  the  Weyer- 
haeuser family's  12%  holding — the 
company  could  be  a  target. 


CO-STARRING  SOON: 
MCA  AND  CINEPLEX? 
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light  after  Cineplex  Odeon  stock 
hit  a  low  of  about  8  in  August, 
^corporate  insiders,  including 
Chairman  and  CEO  Garth  Drabinsky, 
were  quick  to  buy  shares.  In  the  most 
recent  six-month  period  alone  they  pur- 
chased 640,000  shares  at  $9  to  $11 
apiece,  raising  management's  total 
stake  to  8.5  million  shares,  or  17.6%. 

"That's  an  unusual,  massive  accumu- 
lation of  stock  by  insiders,"  notes  Wal- 
ter Grossman,  managing  partner  at 
Brookehill  Equities.  "You  can't  get  a 
stronger  buy  signal  than  that."  The 
Toronto-based  company  is  the  second- 
largest  exhibitor  of  films  in  North 
America,  operating  500  theaters  in  21 
states  and  six  Canadian  provinces. 

Why  the  insider  rush?  Bets  are  that 
the  takeover  value  of  Cineplex  will 
soon  get  investor  recognition.  For  one 
thing,  MCA,  the  big  motion-picture  and 
entertainment  company  that  owns 
46.1'  of  Cineplex,  may  opt  to  increase 
its   stake.   True.   MCA   has   a   standstill 


A  DIAMOND  IN 
THE  S&L  DUSTHEAP 


All  the  dire  publicity  about  fail- 
ing savings  and  loan  associa- 
tions has  scared  investors  away 
from  the  S&L  group.  But  some  strong- 
hearted  pros  find  that  despite  the  pro- 
liferation of  bankruptcy  fire  sales, 
there  are  stable  and  profitable  thrifts 
that  are  also  selling  at  closeout  prices. 

One  S&L  that  has  attracted  several 
savvy  investors  is  little-known  Pros- 
pect Park  Financial,  parent  of  Prospect 
Park  Savings,  based  in  West  Paterson, 
N.J.  Its  hidden  draw:  a  base  of  core 
banking  earnings  enhanced  by  under- 
valued real  estate  assets.  Prospect's 
stock  has  been  trading  at  11,  not  far 
from  the  initial  April,  1987,  offering 
price  o'f  $12.55,  when  the  company  con- 
verted to  an  investor-owned  bank.  Its 
five  offices  in  Passaic  County  have 
gathered  more  than  $400  million  in  de- 
posits, which  analysts  say  is  an  unusu- 
ally high  deposit-per-office  ratio. 

Chairman  and  CEO  Russell  Frignoca 
concedes  that  Prospect's  real  estate  op- 
erations have  slowed,  which  analysts 
figure  will  reduce  1989  earnings  to 
$1.50  a  share  from  1988  estimates  of 
$2.50.  But  Frignoca  points  out  that  the 
real  estate  assets  are  on  the  books  at 
less  than  half  their  actual  value. 

Some  analysts  agree.  Paul  Mackay 
of  Louis  Nicoud  &  Associates,  a  divi- 
sion of  Ernst  &  Co.,  estimates  that  the 
stated  value  of  Prospect's  real  estate 
assets  is  $30.5  million,  or  $14  a  share. 
Mackie  says  their  actual  market  value 
is  $25  a  share.  He  notes  that  officers  of 
the  company,  led  by  Frignoca.  arc 
eran  real  estate  developers.  "They 
have  kept  a  close  watch  on  their  real 
estate  lending,"  he  say.-.  Mackh 
pecto  Prospect's  earnings  to  exceed 
$2.40  in  1990,  "depending  on  how  fast 
its  big  projects  come  on  stream." 
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COMPUTERS  I 


THE  HOTTEST  COMPUTER 
IN  A  WHITE-HOT  MARKET? 


DEC's  new  workstation  could  set  off  a  price  and  speed  war 


The  long  battle  within  Digital 
Equipment  Corp.  is  over,  and  the 
West  has  won.  The  dispute  was 
over  how  to  win  the  market  for  engi- 
neering workstations,  the  fastest-grow- 
ing computer  business  right  now.  Until 
recently,  the  views  of  dec's  Eastern  Es- 
tablishment in  Maynard,  Mass.,  pre- 
vailed, and  DEC's  workstations  were 
desktop  variations  of  its  hugely  success- 
ful Vax  minicomputers.  That  produced 
fat  profit  margins,  but  DEC's  aging  hard- 
ware designs  hadn't  kept  up  with  models 
from  Sun  Microsystems  Inc.  and  others. 
So  now  a  more  freewheeling  DEC  group 
in  Palo  Alto,  Calif.,  is  having  its  way:  On 
Jan.  10,  DEC  will  introduce  a  technically 
advanced,  aggressively  priced  work- 
station of  radically  different  design. 

That  will  set  off  what  could  become 
the  fiercest  computer  battle  of  1989 — the 
fight  to  control  the  $4.85  billion  work- 
station market.  DEC's  new  machine, 
code-named  P-Max,  is  aimed  squarely  at 
Sun,  the  market  leader  with  a  30% 
share.  P-Max  will  deliver  extraordinarily 
high  performance  for  its  price — speedier 
than  Sun's  fastest,  it  may  sell  for  507' 
less.  And,  as  Sun's  machines  do,  it  will 
use  only  Unix  as  its  operating  system, 
or  basic  software.  To  thwart  DEC,  Sun 
and  other  rivals  such  as  IBM,  Apollo,  and 
Hewlett-Packard  shortly  will  beef  up 
their  own  product  lines.  HP  will  slash 


prices  by  up  to  44%.  IBM  will  speed  up  its 
RT  PC.  And  on  Jan.  16,  startup  Solbourne 
Computer  Inc.  in  Longmont,  Colo.,  will 
introduce  the  first  workstation  clone — a 
cheaper  copy  of  Sun's  top  model. 

In  short,  the  workstation  business  is 
beginning  to  display  the  traits  of  that 
other  fiercely  competitive  microcomput- 
er market:  PCs.  The  workstation  market 
is  expanding  its  customer  base  from  sci- 
entists and  engineers  into  the  much  larg- 
er commercial  data  processing  market, 
with  applications  such  as  finance  and  of- 
fice automation.  As  with  personal  com- 
puters,   however,    advances    in    micro- 
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processor  technology   are   constantly 
driving  power  up  and  prices  down.  Mar  ''LUNt 
ket  researcher  Dataquest  Inc.  estimates 
that  unit  shipments  of  workstations  wil 
jump   about  70%  this  year,   to   nearljf 
345,000.  But  dollar  sales  will  grow  onlj  | 
35%,  down  from  almost  50%  in  1988. 

Pulling  ahead  in  workstations  is  criti-  p 
cal  for  DEC.  When  Apollo  Computer  Inc 
and  Sun  began  selling  them  in  the  early  'f 


1980s,  DEC  at  first  ignored  the  trend.  It 


SPAI 


not  only  missed  a  toehold  in  the  new 
market  but  lost  some  minicomputer  cus- 
tomers who  switched  to  workstations. 
Now  commercial  buyers  are  starting  to 
switch,  too.  So  DEC  has  to  expand  its 
current  24%  share  of  workstation  sales 
to  keep  its  overall  growth  on  track. 
RISC  AND  REWARD.  So  crucial  is  this  need 
that  DEC  is  taking  an  uncharacteristic 
gamble  with  a  new  technology — one  that 
only  a  year  ago  President  Kenneth  H. 
Olsen  dismissed  as  a  fad.  It's  called  RISC, 
a  streamlined  microprocessor  design 
that  Sun,  IBM,  HP,  and  Apollo  use  in 
their  fastest  models,  too.  Dollar  for  dol- 
lar, the  RISC-based  P-Max  machine  will 
deliver  several  times  the  performance  of 
Vax  workstations.  If  all  goes  well,  it 
could  finally  help  propel  DEC  past  Sun. 

DEC  also  is  shoring  up  its  other  desk- 
top computer  lines.  It's  adding  clones  of 
the  IBM  PC/AT,  built  for  it  by  Tandy 
Corp.  And,  for  customers  committed  to 
Vax  software,  it's  boosting  the  speed  of 
its  desktop  Vax  by  about  2Vi  times.  It 
also  will  make  that  machine  able  to  run 
programs  written  for  IBM  PCs. 

There  are  disadvantages.  Apart  from 
confusing  buyers  with  all  these  choices, 
DEC  risks  shooting  itself  in  the  foot  with 
such  an  abrupt  departure  from  its  basic 
strategy.  It  has  grown  quickly  during 
the  1980s  in  large  part  because  all  its 
machines  run  the  same  software.  Now 
thev  won't.  What's  more,  the  P-Max's 
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v-cost   processing   power    may    eclipse 
re    than    Sun,    it     may    <li. .place    Vax 
es,    tOO,    DEC    thinks    that    CUStOl 
Dping    Oil    price    alone    will    buy    the 

B  based  P  Max,  while  plenty  of  oth- 

will  stick  with   Vax   bo  take  advan- 
|b  of  its  extensive  software  library. 
jfcc  has    made   a   surprisingly   strong 

mmitment  to  its  murtipronged  Btrate 

',  targeting  its  competition  across  the 
ectrum:   "You   could   put  Sun's  prod- 
ts  on  a  graph,  and  DEC  would  have  a 
in  every  one,"  says  George  Weiss,  an 
lyst  at  market   researcher  Gartner 
oup  Inc.  Reportedly,  DEC  also  will  of- 
r  trade-in   allowances   for  Sun   hard- 
are.  And  it  has  put  some  4,000  employ- 
is   through   "DECtop   University,"   a 
:mporarily  converted  building  in  Little- 
>n,  Mass.  "We've  got  the  [sales]  army 
ut  there  already,"  says  Joseph  E.  Di- 
fucci,   dec's   West   Coast   workstation 
lanager.  "Now  we  are  handing  them 
le  attack  vehicle  to  get  the  business  we 
aven't  been  winning." 

CALLING  SUN'S  BLUFF.'   Sun    pooh-poohs 

'Kc's  efforts.  "We  see  DEC  panicking  to 
;et  into  the  RISC  area  with  a  hurry-up 
>roduct,"  says  Edward  J.  Zander,  Sun's 
narketing  chief.  He  argues  that  Sun's 
open-systems"  strategy,  which  encour- 
ges  other  companies  to  build  machines 
>ased  on  Sun's  own  RISC  chip  design, 
ailed  SPARC,  is  working.  The  idea  is  that 
f  si'ARC-based  machines  become  a  mar- 
cet  favorite,  Sun  inevitably  will  benefit. 
This  strategy  will  soon  be  tested  by 
Solbourne,  which  is  "really  calling  Sun's 
Dluff,"  says  David  Burdick,  industry  an- 
alyst at  Dataquest.  The  startup  is  off 
and  running  thanks  to  a  $50  million  in- 
vestment from  Japanese  electronics  gi- 
ant Matsushita  Electric  Industrial  Co., 
which  is  providing  venture  capital  as 
well  as  help  with  research  and  manufac- 
turing. "We  fancy  ourselves  as  the  Com- 
paq of  the  workstation  market,"  says 
Solbourne  President  Doug  MacGregor, 
referring  to  the  most  successful  supplier 
of  iHM-compatible  PCs.  Already.  Sol- 
bourne  has  won  the  attention  of  some 
key  Sun  customers:  Valid  Logic  Systems 
Inc.  in  San  Jose,  Calif.,  which  resells  Sun 
computers  after  adding  its  own  electrical 
engineering  software,  has  ordered  Sol- 
bourne  machines  for  internal  use.  It's 
also  thinking  of  selling  its  software  for 
use  on  Solbourne  machines. 

For  now,  though,  DEC  is  the  one  re- 
writing the  rules  of  war  in  workstations. 
"We're  launching  a  full  attack  on  DEC," 
says  Bernard  Guidon,  general  manager 

of  llf's  Unix  division.  That's  a  big  order 
when  you're  facing  a  revitalized,  $10  hil- 
lion-plus  competitor.  The  only  certain 
winner  this   year   is   the   customer,   who 

can  look  forward  to  ever-lower  prices 

and  a  bli/./.ard  of  new   features. 

lijl  Leslie  Helm  in  Boston,   With  Jona- 
than />'.   l.erine  in  San  Franeiseo 
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DOW  JONES  MAKES 

A  YOUNG  DOG  DO  NEW  TRICKS 


Its  revamped  on-line  system  may  alter  electronic  publishing 


Dow  Jones 


i  TO  $412. 

flMER  CITY  BUSINESS  CONTINUING  TALKS  WITH  Tfl  ASSOCIATES 
GULF  STATES  UTILS  ASKS  RATE  INCREASE  BE  EFFECTIVE  FEB.  19 
OLD  DOMINION  UNIT  GETS  IRS  VOICE  SYSTEMS  CONTRACT 
GUARDIAN  BANCORP  TO  SELL  11  3-4  PC  DEBS,  WARRANTS 
LARGE  BLOCKS 

LIVESTOCK  AND  NEAT  FUTURES  OPENING  PRICES  LOWER 
QUANTUM  CHEMICAL  CORP.  OPENED  ON  212,880  SHARES  AT  185  3-4 

UP  17  1-4. 
HOECHST  CELANESE  -  GE  SUIT 
PRECIOUS  METALS  FUTURES  OPENING  LOWER 
NY  COMMODITIES  FUTURES  OPEN  MIXED 
NASD  HALTS  TRADING  IN  CHARTER  FEDERAL  SAVINGS  BANK  - 

DISSEMINATION.  LAST  SALE  7  3-4. 
NYSE  STOCK  TRANSACTIONS 
AT&T  BLOCK  238.888  AT  28  3-4.  SELL  SIDE  HANDLED  BY  60LD3AN 

SACHS  &  CO 
SCECORP  BLOCK' 488, 300  AT  32  i-2.  'CROSSED  BY  DONALDSON  LUFKIf 

I  JENRETTE. 
flMERKUS  TRUST  OTIT  PRIES  BLOCK  368,780  AT  22  5-8.  CROSSED 

BY  MORGAN  STANLEY  %  CO. 
AfO  -  CHASE  MEDICAL  SHORT  sales-s- 
ec 0Fr:::~  -  --.  -7  --■—■-  --.- 


NEWS/RETRIEVAL'S  DUNN:  SHIPPING  INFORMATION  TO  SUBSCRIBERS  AUTOMATICALLY 


What  are  we  doing  wrong?  That 
question  has  puzzled  William 
L.  Dunn,  executive  vice-presi- 
dent of  Dow  Jones  &  Co.,  for  years. 
Dow  Jones  News/Retrieval,  the  elec- 
tronic information  service  that  he  over- 
sees, is  modestly  successful.  But  like 
many  other  sellers  of  on-line  informa- 
tion, it  has  failed  to  meet  expectations. 
Dunn  finally  decided  that  the  problem 
was  technology.  His  would-be  average 
subscriber,  someone  interested  in  elec- 
tronic copies  of  newspaper  stories  or  cor- 
porate reports,  has  been  generally 
scared  off  by  the  difficulties  of  using 
the  PC  to  dial  up  information  services. 
Now,  Dow  Jones  has  come  up  with  what 
it  thinks  is  a  solution  to  the  problem. 
And  Dunn  argues  that  it  could  sweep 
Dow  Jones  News/Retrieval — and  its 
competitors — out  of  the  doldrums. 
•new  mousetrap.'  Dunn's  system,  which 
will  be  ready  by  the  end  of  this  month, 
aims  to  offer  seamless  retrieval  that  will 
let  a  customer  forget  he's  using  a  com- 
puter. The  idea  is  to  ship  information 
automatical!}  to  customers,  rather  than 
make  them  ask  for  it.  And  when  they 
use  their  computers,  the  goal  is  to  let 
them  do  so  in  everyday  language.  Dunn 
calls  it  "information  broadcasting."  The 
Concept  "will  spin  electronic  information 


delivery  180  degrees,"  he  declares.  In- 
dustry analysts,  while  not  as  breathless, 
think  he  may  be  onto  something.  "It's 
revitalizing,"  says  Burnell  Wright,  vice- 
president  of  electronics  communications 
at  Link  Resources.  "The  on-line  search 
and  retrieval  business  hasn't  had  a  new- 
mousetrap  like  this  in  years." 

It  could  use  one.  As  early  as  1981 
electronic  retrieval  was  promoted  as  a 
hot  technology,  a  quick  and  easy  way  to 
get  magazine  and  newspaper  articles,  in- 
dustry surveys,  current  and  historical  fi- 
nancial, and  corporate  analyses — all 
through  a  personal  computer.  This  infor- 
mation could  then  be  massaged  and 
plugged  into  reports,  correspondence, 
and  spreadsheets.  Specialized  services 
such  as  Lexis,  a  legal  data  base,  proved 
to  be  gold  mines.  But  most  failed  to 
attract  widespread  interest. 

Today  the  leading  on-line  publishers — 
Dialog,  Mead's  Nexis,  CompuServe,  and 
News/Retrieval — share  a  mere  500,000 
active  subscribers.  That's  out  of  a  tar 
group  of  7;^  million  so-called  know'. 
workers  in  the  U.  S.  using  17  million  per- 
sonal  computers.   The   industry's   com- 
bined search  and  retrieval  revenue 
about  $600  million,  a  far  cry  from  f 
billion    marketplace    projected    by    Si 
analysts   nearh    a   decade   ago.    An 
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"Digital  helped 

DuPont  Fibers 

maintain  its 

#1  position  in 

a  decade  of 

rapid  change!' 


SDSOQSD 


"The<  hallengc  to  keep  pat  i  with 
change  is  a  constant  Bo  ause  to  hnol 
ogy  accelerates  change,  we  must  work 
with  ;i  technological  leada  (  Hii  work 
with  Digital  has  proved  to  be  extreme 
ly  rewarding. 

"Faced  with  global  competition,  we 

saw  the  need  to  rethink  OUT  approach 

to  market  leadership.  We  wanted  total 
integration -from  the  factory  flooi  to 
the  marketplace  to  financial  and  admin- 
istrative offices.  Digital  worked  with 
us  every  step  of  the  way.  Together  we 
planned,  designed,  implemented  and 
tested. 

"More  and  more,  we  have  infor- 
mation when  and  where  we  need  it. 
Our  customers  tell  us  they  see  a  great 
improvement  in  our  responsiveness  to 
their  needs. 

"Working  with  Digital,  sharing 
our  goals  and  visions,  gives  us  an  edge. 
We're  staying  on  the  leading  edge  of 
change,  where  we  want  to  be." 
The  rewards  of  working  together. 
Digital  s  approach  to  networking 
is  the  most  flexible,  cost-effective 
means  toward  the  total  integration 
of  your  workplace. 

Today,  with  demonstrably  supe- 
rior networking,  Digital  gives  you  an 
elegantly  simple  way  for  your  people 
to  work  together  more  productively, 
more  creatively,  more  efficiently,  more 
competitively. 

To  learn  more,  write  to  Digital 
Equipment  Corporation,  200  Baker 
Avenue,  Concord,  MA  01742-2190. 
Or  call  your  local  Digital  sales  office. 

A  wav  to  work  together  like 
never  before.  Digital 

has 

it 
now 
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make  matters  worse,  alternatives  to  on- 
line information,  especially  CD-ROM  disks, 
which  are  attached  directly  to  PCs  and 
hold  thousands  of  pages  of  text  and 
data,  are  stealing  current  subscribers 
and  heading  off  future  ones.  "Initially, 
the  claim  was  that  on-line  information  on 
PCs  would  put  librarians  out  of  business 
within  a  week,"  says  Barbara  Quint,  edi- 
tor of  Database  Searcher  Magazine. 
"The  irony  is  that  it's  only  the  librarians 
who  are  actively  using  these  services." 

Even  after  navigating  the  complex- 
ities of  communications  software  and 
modems  to  reach  an  electronic  data 
base,  customers  must  deal  with  confus- 
ing methods  for  describing  the  informa- 
tion they  want.  For  instance,  to  locate  an 
issue  of  BUSINESS  WEEK,  it's  fruitless  to 
ask  for  the  magazine  by 
name.  Instead,  phrases 
like  "McGraw-Hill  Infor- 
mation Systems  On  Line" 
or  "Begin  File  624 
McGraw-Hill"  have  to  be 
entered.  "Then  if  you  re- 
quest references  to  Rus- 
sia, on  many  systems 
you'll  get  nothing,"  adds 
Quint,  "because  the  com- 
puter does  not  equate 
Russia  with  the  Soviet 
Union." 

The  new  Dow  Jones 
system  attempts  to  by- 
pass such  eccentricities. 
At  its  center  is  a  pair  of 
$2.5  million  Connection 
Machines,  supercom- 
puters that  will  let  News- 
/Retrieval  subscribers 
converse  with  the  system 
in  English.  Dow  Jones  also  is  installing  a 
$3  million  network  that  will  tie  in  with 
local  area  networks  of  corporate  sub- 
scribers in  New  York,  Boston,  and  10 
other  U.  S.  cities.  News/Retrieval  infor- 
mation in  preset  categories — company  or 
industry  information  chosen  on  the  basis 
of  a  customer's  pattern  of  usage — will 
be  sent  automatically  to  central  comput- 
ers at  these  companies  and  distributed 
to  individual  PCs. 

WE'LL  dial  YOU.  This  means  that  manag- 
ers at  such  customers  as  Du  Pont  Co. 
and  Johnson  &  Johnson  Co.,  expected  to 
be  the  first  two  companies  to  sign  up, 
will  be  able  to  move  from  spreadsheets 
or  word-processing  documents  directly 
to  a  collection  of  tailored  News/Retrie- 
val information  that  can  be  integrated 
with  their  work  on  the  computer.  If  the 
information  they  want  isn't  there,  they 
can  issue  a  simple  query,  such  as  "Com- 
pare Bush's  and  Gorbachev's  views  on 
free  speech,"  to  produce  the  relevant  ar- 
ticles. Subscribing  companies  will  pay 
for  News/Retrieval  at  a  fixed  price? — yet 


to  be  determined — that  depends  on  the 
number  of  computers  in  the  local  area 
network.  Gone  will  be  the  hefty  on-line 
fees,  frequently  more  than  $100  per 
hour,  that  customers  paid  for  retrieving 
electronic  information. 

The  revamped  News/Retrieval  is  at- 
tracting competition  from  unexpected 
places.  Dun  &  Bradstreet  Corp.,  known 
more  for  providing  credit  information 
than  for  electronic  publishing  of  histori- 
cal text  and  data,  is  testing  a  PC  service 
called  WorldView.  Echoing  the  Dow 
Jones  approach,  WorldView  can  be  pro- 
grammed to  link  up  automatically  with 
D&B  data  bases  as  often  as  desired  and 
to  update  Lotus  1-2-3  spreadsheets — all 
without  a  customer  even  knowing  that 
his  computer  has  done  the  work.  "We 
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THE  LEADERS  IN  ON-LINE 

Exclud 
Company 

ng  providers  of  stock  quotes  and  other  trading  information 

Product                                                          Subscribers* 

Revenues* 

Millions 
of  dollars 

LEXIS,  NEXIS,  MEDIS 
MEAD  CORP. 

Abstracts  and  full  text  of  articles  on 
legal,  financial,  medical,  and  general- 
interest  topics 

400,000 

$231.0 

DOW  JONES  NEWS/ 
RETRIEVAL  SERVICE 
DOW  JONES  &  CO. 

Historical  stock  quotes,  corporate 
information,  business  articles 

285,000 

200.0 

DIALOG 

INFORMATION  SERVICE  INC. 

KNIGHT-RIDDER  INC. 

340  data  bases  with  abstracts  and 
full-text  articles  on  the  sciences, 
technology,  business,  and  medicine 

91,000 

98.1 

COMPUSERVE 
INFORMATION  SERVICE  CO. 
H&R  BLOCK  INC. 

Abstracts  and  text  of  business  and 
general  articles,  historical  stock 
quotes,  on-line  shopping,  dozens  of 
user  bulletin  boards 

400,000 

36.5 

♦As  of  Dec.  31.  1987 


DATA:  BW,  DIGITAL  INFORMATION  GROUP 


want  to  always  be  present  in  the  cus- 
tomer's office,  rather  than  have  the  cus- 
tomer come  to  us,"  says  George  J. 
Feeney,  D&B  senior  vice-president. 

Dow  Jones's  usual  competitors, 
though  claiming  not  to  be  worried  by  the 
News/Retrieval  overhaul,  nonetheless 
are  moving  toward  new  delivery  sys- 
tems, too.  Mead  Corp.,  for  instance, 
which  has  legal,  medical,  and  general- 
interest  data  bases,  is  installing  soft- 
ware called  Nexis  News  Plus  that  makes 
it  easier  to  design  searches  before  log- 
ging on  and  incurring  hefty  connection 
charges.  The  new  software  also  allows 
for  simultaneous,  multiple  searches.  In 
the  same  vein,  CompuServe  is  develop- 
ing a  system  that  will  make  it  possible 
to  navigate  data  bases  with  simpler  key- 
board commands. 

But  analysts  feel  that  these  changes 
may  be  too  narrow  to  attract  new  cus- 
tomers and  make  older  ones  use  the 
data  bases  more  often.  That  may  be  es- 
pecially true  now  that  electronic  publish- 
ers are  being  challenged  by  emerging 
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information   technologies  like  CD-RO) 
disks.  Disks  such  as  Lotus  Developmen 
Corp.'s  One  Source,  which  offer  finan 
cial  and  corporate  text  and  statistics  up 
dated  weekly,  are  making  inroads  in  ii 
braries      and      corporate      researcl 
departments  against  on-line  publisher! 
and  their  huge  data  bases.  "Lotus  is  g 
ing  in  and  strip-mining  the  customers 
that  should  be  Dialog's  and  Mead's,' 
says  Steven  Sieck,  vice-president  of  elec 
tronic  services  at  Link. 
bell  threat.  If  that  isn't  enough,  tb 
traditional  on-line  information  providers 
eventually  could  face  a  huge  challenge 
from  the  seven  regional  Bell  phone  com' 
panies.  A  federal  court  recently  freed  t 
them  to  act  as  "gateways,"  or  distribu 
tion   channels,   for  electronic  text  andlj 
data,    though    the    Bells 
are  prohibited  from  add-  m 
ing  structure  or  content  iW 
to  the   information   they 
transmit.    The    threat 
that  this  prohibition  willJjBKKi 
one  day  be  lifted. 

If  so,  the  massive  mar- 
keting clout  and  access 
of  the  Bells,  through 
their  phone  accounts,  to 
potential  on-line  informa- 
tion customers  could 
overwhelm  the  electronic 
publishers,  especially 
those  without  distinctive 
delivery  systems.  On-line 
information  providers 
with  the  most  >to  offer 
the  gateways,  such  as 
CompuServe  and  its  vari- 
ety of  consumer  and  busi- 
ness data  bases,  say  that 
they're  secure  with  the  role  of  the  Baby 
Bells  and  that  they  see  the  phone  compa- 
nies as  a  way  to  expand  the  market  for 
their  offerings.  But  many  industry 
watchers  feel  this  is  shortsighted.  "The 
phone  companies  will  be  allowed  to  be 
fully  involved  in  content  within  10 
years,"  predicts  Robert  L.  Goodwin,  a 
research  director  at  Input  in  Mountain 
View,  Calif.  "At  that  point,  the  only  role 
left  for  CompuServe  will  be  as  wholesal- 
ers to  the  phone  companies." 

Considering  these  stakes,  Dunn's  re- 
jiggering  of  News/ Retrieval  may  be  an 
all  or  nothing  gamble.  If  he  fails,  News/ 
Retrieval  will  be  remembered  as  an  am- 
bitious player  that  tried  to  change  the 
rules  of  the  game  too  drastically.  But  if 
he  succeeds,  Dunn  will  rewrite  on-line 
information  gathering.  He  revels  in  the 
thought:  "Win  or  lose,  at  least  for  the 
next  few  years  electronic  publishing  will 
be  interesting." 

By  Jeffrey  Rothfeder,  with  Katherine  M. 
Hafner  in  New  York,  Rob  Ho/ in  Sa?i  Fran- 
cisco, and  Maria  Mallory  in  Cleveland 
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HAT'S  BEHIND  THE 
EXAS  INSTRUMENTS-HITACHI  DEAL 


I  )eveloping  the  memory  superchip  of  tomorrow  is  getting  too  costly  for  a  single  company 


h  damn!  Now  TI,  too?"  That  was 
the     reaction     of    Clyde     V. 
Prestowitz  Jr.  to  the  pre-Christ- 
ius    announcement    that    Texas    In- 
cruments  Inc.  and  Japanese  rival  Hitachi 
td.  would  pair  up  to  design  their  version 
I  a  superchip  that  will  be  the  work- 
wse   computer-meniorv   device   for  the 
iid-1990s. 
Prestowitz,   who  once   spear- 
headed   the    Commerce    Dept.'s 
-emiconductor  trade  talks  with 
apan,    was    stunned    that  TI 
vould  be  party  to  such  a  prece- 
dent-shattering arrangement: 
Jie  first  time  that  top-tier  chip- 
nakers  in  Japan  and  the  U.  S. 
lave  agreed  to  cooperate  on  de- 
veloping a   future-generation 
ship.  Two  years  ago,  when  Mo- 
torola Inc.,  the  No.  2  U.  S.  pro- 
ducer of  integrated  circuits  <ICs> 
after  TI,  cut  a  deal  to  acquire  To- 
shiba Corp.'s  technology  for  pro- 
ducing   dynamic    random-access 
memory    (DRAM)    chips,    Dallas- 
based  ti  pointedly  stressed  that 
it   preferred  to  have  American 
partners. 

Unlike  many  'U.  S.  companies, 
TI  never  despaired  over  the  barri- 
ers to  penetrating  Japan's  mar- 
kets. Instead,  it  invested  tens  of 
millions  of  dollars  over  two  de- 
cades to  build  a  thriving  Japanese  subsid- 
iary, including  three  chipmaking  plants. 
And  TI  refused  to  knuckle  under  to  Ja- 
pan's fanatic  drive  to  corner  the  DRAM 
market.  Even  during  the  rampant  dump- 
ing of  the  mid-1980s,  which  virtually  wiped 
out  U.S.  production,  TI  continued  to  play 
hardball. 

THOUSANDS  OF  WORDS.  No  wonder  jaws 
Bagged  when  TI  revealed  it  would  collabo- 
rate with  Hitachi  on  the  design  and  pro- 
duction of  a  L6-megab)t  DRAM,  a  chip  that 
will  store  16  million  hits  of  data.  That's  1(! 
i  Hues  as  much  as  the  latest  commercial 

I'l:  Wis  and  four  times  the  capacity  of  the 

"4-meg"  prototype  chips  now  being  sam- 
pled by  Hitachi  and  a  handful  of  other  .Jap- 
anese suppliers.  One  16-meg  DRAM  will 
hold  2  million  characters,  or  nearly  500,000 

words. 

n  decided  it   had  to  compromise  simply 


because  the  combined  costs  of  developing 
both  new  design  and  new  manufacturing 
technologies  are  growing  prohibitive.  With 
multimegabit  memories,  the  circuitry  is  so 
complex  that  it  could  never  be  designed 
properly  without  a  computer's  aid.  So  so- 
phisticated and  superexpensive  design 
tools  are  absolutely  crucial.  "People  just 


don't  comprehend  the  scale  of  these 
things,"  says  George  H.  Heilmeier,  Tl's 
chief  technology  officer.  The  layout  of  a  4- 
megabit  chip,  he  explains,  "is  equivalent  to 
a  roadmap  of  the  entire  U.  S.  showing  ev- 
ery side  street — and  one  pothole  in  any 
street  would  be  enough  to  reject  the  whole 
map."  A  16-megabit  DRAM  will  be  far  more 
formidable  still:  like  drawing  a  map  of  the 
entire  U.  S.  in  such  detail  that  even  side- 
walks show  up. 

Then  conies  the  challenge  of  mass-pro- 
ducing such  monster  chips,  (.'ramming  all 
that  circuitry  onto  little  silicon  sli\ers  will 
demand  some  of  the  tiniest  structures  ever 
made  by  humans.  The  width  of  circuit 
lines  will  have  to  shrink  to  about  0..")  mi- 
cron—that's 0.5  nhllionths  of  a  meter,  or 

002  inch.  By  comparison,  human  hairs 

are  70  to  1(10  microns  in  diameter.  The  eso- 
teric equipment  required  will  push  the  cost 


of  a  single  plant  for  turning  out  16-mega- 
bit DRAMS  to  around  $400  million. 

Even  for  a  S6  billion  outfit  like  TI,  that's 
verging  on  bet-the-company  territory.  And 
the  risk  is  magnified  by  implacable  market 
forces  that  compel  DRAM  contenders  to 
gamble  on  a  long-odds  "daily  double" — si- 
multaneously backing  both  new  design 
tools  and  new  production  meth- 
ods before  it's  certain  that  they 
will  work  individually,  let  alone 
together. 

Worse  still,  says  Pallab  Chat- 
terjee,  director  of  Tl's  Semicon- 
ductor Process  &  Design  Center, 
you  have  to  plunk  down  the  in- 
vestment for  three  such  daily 
doubles.  "You  need  to  have  a 
minimum  of  three  DRAM  genera- 
tions in  the  pipeline,"  he  adds. 
And  a  small  misstep  can  exact  a 
severe  penalty:  "If  you  don't  get 
to  market  within  six  months  of 
the  first  company,  you  don't 
make  money  on  that  entire  gen- 
eration of  products,"  says  Chat- 
terjee.  Each  generation  of 
DRAMS  enjoys  meaningful  sales 
for  five  years  or  so. 

Yet  TI  feels  it  must  ante  up. 
drams  are  the  industry's  main 
"technology  driver" — the  prov- 
ing grounds  for  new  design  and 
manufacturing  techniques  that 
then  infuse  other  IC  markets,  such  as  mi- 
croprocessors. And  now.  thanks  in  part  to 
the  pricing  stability  brought  by  the  Semi- 
conductor Trade  Agreement  with  Japan, 
"the  memory  business  can  have  real 
growth  potential."  says  TI  CEO  Jerry  R. 
Junkins.  In  1992,  when  16-megabit  ver- 
sions begin  hitting  the  market  in  volume, 
sales  of  all  sizes  of  megabit  memories  will 
exceed  $10  billion,  predicts  market  re- 
searcher Dataquest  Inc. — and  the  16-meg 
generation  alone  could  top  that  by  1995. 
3-D  chips.  Until  the  current  1-megabit  de- 
signs, it  had  usually  been  possible  to  fi- 
nesse the  transition  from  one  generation 
to  another  by  simply  shrinkr  -ting 

design  so  more  circuitry  would  tit  onto  the 
chip.  Hut  now  chipniakers  are  running  out 
of  silicon  real  estate,  even  with  subm  < 
circuit  lines. 

One  alternative,  pioneered  by  ri.  . 
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Epson  LQ-2550.  24-pin;  400  CPS/draft;  133  GPS/letter  quality;  3(iO  s  3(iO  bit  image  graphics;  136  column  carriage:  short  form  tear-off,  automatic  paper  thickness  and  I 
top  oi  form  adjust;  optional  dual-bin  cut  sheet  feeder;  one  yeai  limited  warranty.  Epson  is  a  registered  trademark  of  Seiko  Epson  Corporation.  SmartPark  is  a  trademark  of  I 
Epson  America,  In.  .  2780  Lomita  Blvd.,  Torrance,  CA  90505.  (800)  922-8911. 


imiiniHH 


■mm 


'There's  no  question  I  wanted  a  letter  quality  printer.  One  with  lots  of 
typestyles.  Color,  if  I  could  get  it.  Wide  carriage.  Paper  handling.  And  c  ontrols 
that  make  it  very  easy  to  use. This  new  Epson  I  bought  has  it  all.  In  fact, 


if  this  printer  can't  do  it,  you  probably  don't  need  it  done!' 


From  the  leader  in  dot  matrix  printing  comes  the  ultimate  letter  quality 
printer.  The  new  Epson8  LQ-2550.  Among  its  many  features  you'll  find  seven 
perfect  typestyles,  high-quality  graphics,  built-in  color  and  Epson's  advanced 
SmartPark™  paper  handling. 

SmartPark  is  the  easiest  way  ever  to  alternate  between  fanfold  and  single 
sheet  paper.  Or  envelopes.  Or  even  forms.  And  you  can  control  just  about 
everything  with  one  touch  of  our  SelecType  panel. 

To  keep  your  work  flowing,  the  LQ-2550  includes  time-saving  macros. 
Use  them  to  pre-set  your  printer  for  the  formats  you  use  most  often.  Memos, 
spreadsheets,  graphs,  business  letters.  After  that,  one  button  is  all  it  takes. 
Fhe  I     SB  I  remembers  the  settings  for  you. 

In  addition,  the  LQ-2550  comes  with  something  nobody  else's  letter 
quality  printer  will  ever  have.  Epson's  undeniable  reputation  for  reliability, 
performance  and  value.  Anything  less  just  won't  do. 
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WHEN  YOU'VE  GOT  AN  EPSON. 
YOU'VE  GOT  A  LOT  OF  COMPANY. 
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dig  minuscule  trenches  in  the  silicon  and 
lower  some  microelectronic  devices  into 
those  digs.  Another  is  to  build  high-rise 
chips,  piling  one  layer  of  circuitry  on  top 
of  another.  Hitachi  favors  this  so-called 
stack  approach.  Each  technique  has  its 
pros  and  cons,  and  no  one  knows  for  sure 
which  will  eventually  prove  better. 

By  linking  up,  TI  and  Hitachi  hedge  their 
bets,  spread  the  risk,  and  help  assure  that 
both  will  end  up  with  a  viable  16-megabit 
chip.  As  a  result,  says  Prestowitz,  "this 
may  be  a  good  way  for  two  companies  to 
share  the  burden  of  what  is  obviously  a 
big  swallow.  So  I'm  prepared  to  accept 
that  this  deal  may  not  be  such  a  bad  one." 

When  chipmakers  the  size  of  Hitachi 
and  TI  begin  feeling  pinched,  it's  time  for 
smaller  producers  to  strap  on  the  armor. 
Indeed,  cost-sharing  has  been  a  major  mo- 
tive behind  a  recent  binge  in  strategic 
partnerships,  equity  investments,  and  oth- 
er joint  efforts  that  cut  deeper  than  the 
more  common  practices  of  swapping  pat- 
ents or  "second-sourcing"  chip  designs. 
According  to  Dataquest,  cooperative  ven- 


tures have  mushroomed — from  a  trickle  at 
the  turn  of  the  1980s  to  43  in  1983,  90  in 
1985,  and  93  in  1987.  The  latest  report  out 
of  Tokyo  has  Intel  Corp.  dickering  with 
Matsushita  Electric  Industrial  Co.  to 
forge  another  collaboration  so  Intel  can  re- 
turn to  DRAMs.  Intel  denies  that  intention, 
however. 

pricey  plants.  "You'll  see  more  and  more 
deals"  between  U.  S.  and  Japanese  chip- 
makers,  predicts  Kenneth  A.  Goldman, 
chief  financial  officer  of  VLSI  Technology 
Inc.  The  next  generation  of  chipmaking 
plants,  observes  G.  Wesley  Patterson,  ex- 
ecutive vice-president  of  startup  Xilinx 
Inc.,  "will  cost  as  much  as  a  stealth  bomb- 
er"— an  investment  that  only  a  few  big 
U.  S.  producers  can  ever  afford.  Without 
links  to  state-of-the-art  chip  foundries  in 
Japan  or  elsewhere,  Silicon  Valley's  future 
entrepreneurs  will  have  little  future. 

Still,  Tl's  decision  to  join  forces  with  Hi- 
tachi is  sending  out  political  reverbera- 
tions. "It  just  clouds  the  hell  out  of  the 
trade-friction  issue,"  notes  Patterson  of 
Xilinx:  Now  every  significant  chipmaker 


has  some  involvement  with  a  Japanese  c 
hort.  In  fact,  observers  in  Japan  belie 
that  Hitachi  agreed  to  collaborate  with 
largely  on  political  grounds — to  prove 
Washington  that  it  is  sorry  for  past  mil 
takes,  such  as  pirating  IBM  software,  an 
to  cultivate  TI  as  an  influential  ally  in  casi 
trade  frictions  really  heat  up  under  tfo 
new  Administration. 

Some  U.  S.  executives  wonder  what  e 
feet  the  TI-Hitachi  deal  will  have  on  Sem 
tech,  the  semiconductor  industry  conso: 
tium  formed  to  catch  up  to  Japanes. 
chipmaking  techniques  by  the  early  1990s 
"One  way  to  read  that  is  negative,"  say 
Prestowitz,  "in  that  TI  may  not  put  i 
whole  heart  into  Sematech."  But,  on  tb 
other  hand,  he  says,  "it  could  be  a  rea 
plus  if  there's  a  flow  of  technology  froi 
Hitachi  to  TI  and  then  into  Sematech."  I 
there  is  an  American  company  that  can  ex 
tract  cutting-edge  technology  from  Japan 
he  adds,  "it's  probably  TI." 

By  Otis  Port  and  Todd  Mason  in  Dallas} 
with  Neil  Gross  in  Tokyo  and  Richard 
Brandt  in  San  Francisco 


BIOTECHNOLOGY  I 


A  CANCER  FIGHTER 

STARTS  SHOWING  ITS  METTLE 


Interleukin-2's  performance  is  catching  up  to  its  promise 


It  has  been  three  years  since  report- 
ers and  cameramen  jostled  one  an- 
other in  the  crowded  halls  of  Wash- 
ington's National  Cancer  Institute  to  get 
close  to  the  source  of  what  seemed  to  be 
the  medical  story  of  the  decade.  They 
sought  a  soft-spoken  but  enthusiastic 
surgical  oncologist  named  Steven  A.  Ro- 
senberg. Many  believed  Rosenberg  had 
shown  that  a  gene-spliced  version  of  a 
natural  substance  in  the  body  called  in- 
terleukin-2  (11-2)  might  prove  to  be  The 
Cure  for  cancer. 

A  share  of  Il-2's  maker,  Cetus  Corp., 
based  in  Emeryville,  Calif.,  shot  to  more 
than  $40  after  the  publication  of  Rosen- 
berg's experiments  in  the  New  England 
Journal  of  Medicine.  They  showed  re- 
ductions and  even  complete  remissions 
in  otherwise  untreatable  cancers.  Des- 
perate cancer  patients  nearly  disabled 
the  cancer  institute's  phone  system  try- 
ing to  get  more  information. 
supercharged  cells.  But  11-2  alone, 
as  Rosenberg  himself  insisted  repeated- 
ly, was  not  the  ultimate  cure  for  can- 
cer. The  treatment  was  quite  toxic,  and 
some  patients  died  from  it.  Rosenberg 
mixed  11-2  with  blood  taken  from  a  can- 
cer patient.   This   produced   so-called 


"lymphokine  activated  killers,"  or  LAK 
cells. 

When  reinjected  into  the  patient 
with  more  U-2,  these  supercharged  T- 
cells  could  successfully  beat  back 
some  tumors.  However,  some  rival  scien- 
tists ferociously  attacked  Rosenberg's 
work,  especially  when  the  early  re- 
sponse rates  to  the  drug  began  a  mod- 
est slide.  Cetus  competitors  quietly 
disparaged   11-2  and  accused   the   com- 


pany of  orchestrating  a  media  circus. 

Since  then,  however,  interleukin-2  has 
become  one  of  the  most  widely  tested 
new  cancer  agents  in  oncology's  paltry 
arsenal.  New  research  makes  it  clear 
that  11-2  is  a  powerful  and  potentially 
lucrative  anticancer  agent  that  is  here  to 
stay.  Just  before  Christmas  the  New  En- 
gland Journal  of  Medicine  printed  an- 
other promising  chapter  in  the  11-2  saga. 
Rosenberg  had  reemerged  from  his  lab 
with  a  more  powerful  way  to  deliver  II 
2 — a  method  he  calls  "tumor  infiltrating 
lymphocytes,"  or  the  TIL  approach. 

The  TIL  method  is  extremely  potent, 
although  the  complexity,  expense,  and 
many  unknowns  still  associated  with  the 
technique  make  it  impractical  for  most 
cancer  patients.  First,  bits  of  a  pa- 
tient's tumor  are  removed  and  incubated 
with  11-2,  which  in  the  body  helps 
trigger  growth  of  lymphocytes  called  T- 


HOW  IL-2  BATTLES  CANCER 
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INTERLEUKIN-2  1.111.  Is 

to  receptors  on  white 
blood  cells  known  as 
T-lymphocytes 


• %%**—  — 

t-cells  multiply 
rapidly  to  produce 
large  numbers  of 
killer  cells 


killer  CELLS  home  in 

on  the  tumor  and 
destroy  the 
cancerous  cells 
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Will  the  health  care  developments  of  the  future 
have  more  to  do  with  saving  money  than  with 
saving  lives? 

At  the  rate  medical  costs  are  rising,  there's  no  telling 
how  far  a  company  will  have  to  go  to  save  money. 

That's  why  CIGNA  is  doing  something  different.  At 
the  CIGNA  companies,  we  firmly  believe  that  the 
auality  of  health  care  must  not  be  reduced  along 
with  costs.  Last  year,  we  saved  our  clients  over  $600 
million  through  our  medical  cost  containment  pro- 
grams. And  that's  in  a  year  when  national  health 
spending  increased  dramatically. 

Yet  we  demonstrated  that  we're  eaually  commit- 
ted to  providing  high  auality  care.  Our  case  man- 
agement approach,  for  example",  not  only  reduces 
costs,  but  can  actually  improve  the  guality  of  care. 
We  may  recommend  transferring  a  patient  to  a  spe- 
cial facility  that  costs  more  on  a  daily  basis,  but 
because  that  patient  is  receiving  more  appropriate 
care,  the  stay  is  shorter  and  the  net  cost  is  less. 


While  a  "new"  concept  to  most  companies,  case 
management  has  been  in  practice  at  the  CIGNA 
companies  for  over  17  years.  In  fact,  we're  the  top 
provider  in  the  U.S.  for  medical  management  and 
rehabilitation  services. 

And  since  we're  a  single  source  for  a  full  spectrum 
of  medical  care  and  dental  options,  we  can  help 
companies  plan  very  cost-efficient  programs.  Pro- 
grams ranging  from  HMOs  to  group  indemnity  cover- 
ages to  plans  that  combine  the  advantages  of  both. 

At  CIGNA,  we're  as  concerned  about  the  right  care 
as  we  are  about  the  bottom  line.  And  we  can  help 
you  with  both.  Write  the  CIGNA  Companies,  Dept. 
R15,  One  Logan  Sguare,  Philadelphia,  PA  19103. 

Striking  the  right  balance  between  managing 
costs  and  maintaining  high 
guality  health  care.  It's  one 
more  example  of  CIGNA's 
commitment  to  personal- 
ized service  to  business. 


Ifyou're  concerned 
about  hair  loss... 
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...seeyour  doctor. 


If  you're  losing  your  hair, 
you  no  longer  have  a  reason  to 
lose  hope. 

Only  your  doctor  can  diagnose 
the  cause  of  your  hair  loss  and 
discuss  the  treatment  options 
available  to  you. 

There  are  treatment  programs 
that  have  shown  good  results  in 
clinical  tests. 

Certain  programs  work  better 
for  some  than  for  others.  Your 
doctor  will  be  able  to  tell  you 
which  option  is  best  suited  for 
you. 

For  the  only  treatment  programs 
for  hair  loss  that  are  medically 
proven,  see  your  doctor. 
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million 
Americans 
can't  read. 
And  guess 
who  pays 
the  price. 


Every  year,  functional 
illiteracy  costs  American 
business  billions. 

But  your  company  can 
fight  back... by  joining 
your  local  community's 
fight  against  illiteracy. 
Call  the  Coalition  for 
Literacy  at  toll-free 
1-800-228-8813  and  find 
out  how. 

You  may  find  it's  the 
greatest  cost-saving 
measure  your  company 
has  ever  taken. 

A  literate 

America  is  a 

good  investment. 
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cells.  That  prompts  the  rapid  growth  of 
white  blood  cells  that  have  infiltrated 
the  tumor.  These  T-cells  are  extra  har- 
dy— Rosenberg  estimates  they  could  be 
50  to  100  times  more  powerful  than  LAK 
cells  when  reinjected  in  the  patients. 
Also,  they  seem  to  carry  a  "homing" 
instinct  that  helps  them  zero  in  quickly 
on  the  tumor.  In  Rosenberg's  study  the 
TIL  method  shrank  tumors  in  11  of  21 
patients  with  advanced  forms  of  the 
deadly  skin  cancer  melanoma. 

The  drug  has  now  been  tested  on 
roughly  4,000  people  at  100  different 
centers.  Alone  and  in  combination  with 
several  other  standard  chemotherapy 
agents,  11-2  is  becoming  "a  crucial  mole- 
cule in  cellular  immunology,"  notes  Har- 
vard University  pathologist  Richard 
Kradin,  who  is  working  with  11-2.  It  al- 
lows scientists  to  grow  and  study  huge 
quantities  of  the  critical  lymphocytes 
that  bear  much  of  the  body's  disease- 
fighting  burden. 

patent  truce.  Interleuken-2  is  also  in 
early  stages  of  testing  with  a  new  class 
of  products  known  as  cancer  vaccines, 
which  scientists  suspect  could  someday 
be  used  to  put  the  immune  system  into  a 
kind  of  hyperstate  against  tumors  grow- 
ing within  it.  Cetus  also  has  recently 
applied  to  the  Food  &  Drug  Administra- 
tion for  permission  to  market  11-2  for 
otherwise  untreatable  kidney  cancer. 
And  despite  the  attacks  on  11-2  for  its 
toxicity,  therapy-induced  deaths  from 
even  the  most  aggressive  uses  of  11-2 
are  still  only  about  2%,  compared  with 
15'a  for  some  chemotherapy  agents,  ac- 
cording to  Cetus. 

On  the  same  day  that  Rosenberg's 
new  data  brightened  the  therapeutic  out- 
look for  11-2,  an  end  to  a  lingering  dis- 
pute enhanced  Cetus'  chances  for  get- 
ting the  anti-cancer  agent  on  the  market 
by  1990.  Although  Cetus  has  a  clear  lead 
in  testing  11-2  in  patients,  its  position  has 
been  clouded  by  the  question  of  patent 
ownership.  A  three-way  deal  struck  in 
the  early  1980s  among  Swiss  drug  giant 
Hoffmann-La  Roche,  Seattle  biotech 
company  Immunex,  and  the  Japanese 
food  company  Ajinomoto  left  Roche  with 
the  rights  to  a  fundamental  patent  appli- 
cation for  gene-spliced  11-2.  Cetus  al- 
ready had  collected  about  a  dozen  pat- 
ents related  to  11-2.  So  when  Roche  won 
its  patent  in  April,  Cetus  watchers 
feared  that  expensive,  draining  litigation 
between  the  two  companies  might  elimi- 
nate Cetus'  lead  or  even  block  the  com- 
pany from  the  market. 

A  volley  of  perfunctory  tough  talk 
quickly  followed  from  both  companies. 
But  they  soon  sat  down  at  the  bargain- 
ing table  and  on  Dec.  22  came  up  with  a 
deal:  Cetus  will  pay  royalties  to  Roche — 
unspecified,  but  estimated  to  be  •">'■    to 


109'  on  sales  of  11-2  products.  Roche  vi 
pay  Cetus  royalties  if  it  develops  an 
sells  a  new  form  of  11-2,  called  PEG  \\\ 
that    Cetus    has    created.    In    additio 
Roche  will  pay  $15  per  share,  or  rougr 
a  50%  premium  over  the  current  sto< 
price,  for  950,000  shares  of  Cetus  ar 
will   obtain   warrants   exercisable  < 
$15.75  for  an  additional  1  million  share 
Analysts    consider    that    equity    inves 
ment — about  3.5%   of  the  company — t 
be  Cetus'  winnings  on  the  deal.  Eve 
though  Roche  has  yet  to  file  for  tl  /  §- 
right  to  market  its  version  of  11-2,  tl   - 
two  companies  will  fight  in  the  marke  ^  1\  v 
place  instead  of  the  courts.  "We  too  /*<: 
down  a  barrier  to  getting  an  importar  f — 
class   of  products   to   those   who   nee 
them,   with  the   knowledge  that  Cetu  I 
could   get  there   first,"   says   a   Roch 
spokesman. 
Cross-licensing  arrangements  are  con  BPar; 


monplace  in  the  drug  industry.  But  thi 


■dents 


Cetus  may  get  speedy  FDA 
approval  for  its  Proleukin, 

since  there's  no  other 
drug  to  treat  kidney  cancer 


torn  tli 
an  giv 


iiit  of 


is  the  first  such  deal  between  a  large 
drug  company  and  a  small  biotech  com 
pany  regarding  a  major  drug.  Many  ana- 
lysts hope  the  pact  represents  the  wave 
of  the  future.  "I'd  much  rather  see 
cross-licenses  than  all  that  money  pour- 
ing into  court  costs,"  says  Margaret  B. 
McGeorge,  who  follows  biotechnology 
for  San  Francisco  investment  bankers 
Sutro  &  Co.  Others  aren't  so  sure.  Den- 
ise  Gilbert  of  Montgomery  Securities  be- 
lieves that  in  this  case,  cross-licensing 
makes  sense.  But  to  use  cross-licenses 
as  a  first  resort,  she  says,  "automatical- 
ly weakens  the  value  of  patents." 
no  magic  bullet.  In  the  meantime, 
Roche  says  that  it  will  probably  seek 
approval  to  sell  11-2  in  the  first  half  of 
this  year.  By  then  Cetus  hopes  that  its 
version,  called  Proleukin,  already  will  be 
selling  overseas  and  be  near  FDA  approv- 
al in  the  U.  S.  Analysts  peg  the  eventual 
market  at  over  $200  million.  Since  there 
are  no  other  drugs  to  treat  the  35,000 
patients  worldwide  who  are  diagnosed 
with  kidney  cancer  each  year,  FDA  ap- 
proval is  expected  to  be  speedy. 

11-2  is  not  and  never  will  be  the  desper- 
ately sought  magic  bullet  for  cancer. 
But  as  the  assault  on  the  world's  most 
insidious  disease  continues,  it's  clear 
that  this  vital  protein  is  no  snake  oil. 
either. 
By  Joan  O'C.  Hamilton  in  San  Francisco 
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JN EARTHQUAKE  ALARM 
MAT  SOUNDS  AN  EARLY  WARNING 


Ever  since  the 
Whittier  quake 
shook  Southern  Cal- 
ifornia in  October, 
1987,  the  state  has 
been  bracing  for  the 
Big  One.  Building 
owners  are  quake- 
proofing  their  struc- 
tures, and  sales  of 
survival  kits  are 
booming.  Now  Cali- 
fornia QuakeAwake 
Inc.  hopes  to  give 
sidents  a  head  start  in  heading  for  safety.  The  Los  Angeles 
>mpany  is  marketing  a  home  alarm  that  sounds  just  before 
le  real  rumbles  begin. 

Like  a  smoke  detector,  the  battery-powered  device  is  mount- 
i  on  the  wall.  But  instead  of  responding  to  smoke,  it  sounds 
ff  when  it  detects  P  waves,  the  low-frequency  sound  waves 
bat  precede  a  seismic  shock.  "Depending  on  how  far  away 
rom  the  epicenter  you  are  and  the  consistency  of  the  soil,  it 
an  give  you  as  much  as  30  seconds  warning,"  says  David 
Hston,  one  of  three  entrepreneurs  who  formed  QuakeAwake. 
That  may  not  seem  like  much  time,  but  it's  enough  to  jump 
>ut  of  bed  and  head  for  shelter  in  doorways  or  under  tables. 
Clston  says  that  the  device  reacts  only  to  "earthquakes  of 
onsequence,"  those  that  register  above  5.5  on  the  Richter 
scale.  But  the  closer  to  the  epicenter  a  home  is,  the  shorter  the 
varning  time.  National  Lumber  &  Supply  Inc.,  a  California 
hardware  chain,  is  the  first  retailer  to  sell  the  $39.95  Quake- 
Awake kit,  which  includes  an  earthquake  survival  guide. 


OUT  OF  OAT  BRAN? 

MUNCH  A  BIG  CORN  MUFFIN 


People  waging  war  on  cholesterol  are  gobbling  down  lots  of 
oat  bran  these  days.  But  corn  fiber  may  do  the  job  as 
well — and  with  just  259!  of  the  calories.  In  a  small  study, 
researchers  at  Georgetown  University  Medical  Center  in 
Washington  found  that  adding  corn  fiber  to  the  diets  of  people 
whose  high  blood-cholesterol  levels  failed  to  respond  to  low- 
fat,  low-cholesterol  diets  cut  cholesterol  levels  by  an  average 
of  20  .  The  seven  participants  in  the  study  also  registered  a 
reduction  in  triglycerides,  oth'er  fatty  substances  in  the 
blood  that  are  associated  with  heart  disease.  But  more  re- 
Bearch  is  needed  to  discover  whether  concentrated  corn  fiber 
added  to  food  products  would  provide  the  same  results,  says 
lead  researcher  Aaron  Altschul,  who  directs  Georgetown's 
Diel  Management  &  Eating  Disorders  Clinic. 


SAY  GOODBYE  TO  THE 

LAST  OF  THE  BIG  SILICON  MAKERS 


Americans  tracking  the  erosion  of  U.S.  industrial  prowess 
maj  so.. n  have  even  more  reason  to  Frown:  Domesticallj 
owned  producers  of  silicon,  the  stuff  of  which  almost  all 
semiconductors  are  made,  may  be  a  nearly  extinct  breed.  As 
L988  drew  to  a  close,  first  Monsanto  Co.  and  then  Cincinnati 
Milu.ron  Inc.  announced  intentions  of  selling  then-  silicon  oper- 


ations. If  both  deal    pa      mil  iter  in  V.  on    and  I 

certain  to  come  under  clo        rutin      U.S  chipma 
will  be  dependent  on  foreign  iupplii  con, 

according  to  an  analysis  by  ma  archer  Dataquest  Inc 

Monsanto  Electronics  Material.,  Co.  is  the  lasl  '    S  owned 
company  thai  ranks  among  the  world'.-,  top  l"  prod 
silicon  waters — the  disks  on  which  hundreds  of  integrated 

circuits  are  "printed."  Monsanto  has  agreed  m  principle  to  Bell 
the  unit,  which  had  lost  .S22o  million  since  L985  before  making 
it  back  into  the  black  last  year,  to  Wesl  Germany's  Htlls. 

company  will  be  the  world's  fourth  largest  supplier.  Just  15 
years  ago  domestic  producers  supplied  100$   of  U.S.  silicon. 


WHY  UNCLE  SAM  MIGHT  LIGHTEN  UP 

ON  HIGH-TECH  EXPORTS 


road  export  restrictions  aimed  at  keeping  America's  high- 
'tech  secrets  out  of  the  Soviet  bloc  are  a  waste  of  time. 
That's  the  conclusion  of  a  new  National  Academy  of  Sciences 
study  commissioned  by  the  State  Dept.  The  xas  proposes  that 
the  U.  S.  change  its  rules  to  treat  much  of  the  computer 
hardware  and  software  on  the  market  as  commodities,  which 
can  be  freely  traded.  Tight  export  controls  should  be  reserved 
only  for  those  products,  such  as  supercomputers,  with  impor- 
tant military  applications. 

The  NAS  reasons  that  the  size  of  critical  computer  compo- 
nents is  shrinking  so  rapidly  that  they  are  becoming  simple  to 
smuggle.  What's  more,  the  ability  to  link  a  large  number  of 
small  computers  to  perform  the  same  functions  as  far  bigger 
machines  simplifies  the  export  of  heavy-duty  computing  pow- 
er. And  if  the  U.  S.  won't  supply  computers  to  the  East  bloc, 
the  newly  industrialized  countries,  which  don't  abide  by  West- 
ern export  rules,  are  waiting  in  the  wings. 


EARLY  TO  BED  AND  EARLY  TO  RISE 

MAKES  JACK  A  CREATIVE  GUY 


If  you  want  to  write  the 
great  American  novel,  be 
sure  to  get  a  good  night's 
sleep.  Sleep  researcher 
James  Home  of  Loughbor- 
ough University  in  Leices- 
tershire, England,  says  lack 
of  shuteye  undermines  cre- 
ative thinking.  Other  re- 
searchers have  measured 
the  impact  of  sleepiness  on 
reaction  times  and  accuracy 
in  performing  tedious 
tasks,  but  Home  claims 
he's  conducted  the  first  study  of  how  sleep  deprivation  affects 
subjects'  ability  to  come  up  with  new  approaches  and  ideas. 

Home  divided  up  his  24  subjects,  healthy  college  students 
all,  into  two  groups.  Half  the  subjects  stayed  awake  all  night 
while  the  other  half  slept  normally.  Then  Home  asked  the 
students  to  answer  written  questions  intended  to  tax  the 
imagination.  Their  written  responses  were  graded  on  four 
counts:  the  ability  to  generate  a  variety  of  ideas  using  differ- 
ent approaches,  originality  of  ideas,  the  ability  to  develop  and 
embellish  ideas,  and  the  number  of  ideas  produced.  Students 
who  missed  a  night's  sleep  scored  significantly  lower  in  all 
areas,  Home  reports— but  not  for  lack  of  trying.  To 
whether  motivation,  too,  had  Sagged,  Home  offered  rew 

for  high  SCOres  on  a  separate  battery  of  verbal  tests.  Hut  hi 
too,  the  well-rested  contestants  outdid  their  fatigued   fellows 
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HOUSTON'S  SICK  ECONOMY 

IS  TAKING  A  LITTLE  NOURISHMENT 
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As  it  lowers  its  dependence  on  Big  Oil,  the  city  is  emerging  from  the  depths 
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It  was  Dec.  26  at  the  Galleria,  Hous- 
ton's premier  shopping  mall,  and 
merchants  were  braced  for  the  tradi- 
tional post-Christmas  rush.  Instead,  they 
got  a  stampede.  By  9  a.m.  hundreds  of 
people,  some  of  whom  had  camped  out 
in  their  cars  for  an  hour,  began  flocking 
in.  When  Neiman  Marcus  opened  at  10, 
more  than  200  shoppers  pushed  in,  stun- 
ning the  salespeople.  Throughout  the 
mall,  long  lines  soon  were  stretching 
around  counters.  It  was  exhilarating. 
Declared  Edward  H.  Bodde,  general 
manager  at  Neiman  Marcus:  "This  city's 
hopping  again." 

That  it  is.  From  Gilley's  country  dance 
hall  to  the  Astrodome,  Houston  shows 
renewed  signs  of  life.  For  the  first  time 
since  1982,  when  the  nation's  fourth- 
largest  metropolitan  area  (population  3.2 
million)  began  its  devastating  downturn, 
Houstonians  are  in  a  cautiously  upbeat 
mood.  Less  worried  about  layoffs, 
they're  crawling  out  of  the  wreckage 
from  the  oil  bust.  They're  even  kicking 
up  their  heels  a  little:  Local  society  col- 
umnists, for  instance,  report  a  surge  in 
big  holiday  parties. 

capital  pains.  Sales  of  real  estate,  auto- 
mobiles, and  retail  products  are  all  up 
(charts).  And  after  losing  240,000  jobs 
from  1982  to  1986,  the  city  actually  has 
added  jobs  since  then.  Unemployment 
fell  to  5.9%  in  November,  1988,  from  a 
high  of  12.6%  in  June,  1986.  Houston 
could  get  another  boost  if  OPEC's  new 
production  agreement  holds:  Domestic 
oil  prices  have  already  risen  29%  since 
mid-November,  to  $16.80  a  barrel. 

Still,  no  one  expects  OPEC  to  bail  Hous- 
ton out.  Prices  are  too  low  for  Big  Oil  to 
rev  up  capital  programs.  Aware  that  oil 
still  accounts  for  657'  of  Houston's  jobs, 
independent  oilman  Michel  T.  Halbouty 
declares  that  "if  they  think  this  city  can 
make  it  back  without  our  help,  they're 
crazy."  Moreover,  Houston  remains  sad- 
dled with  hundreds  of  crippled  financial 
institutions  and  troubled  real  estate  em- 
pires. Its  leading  banks,  while  recapital- 
ized under  new,  out-of-state  ownership, 
aren't  eager  to  start  throwing  money 
around  again.  So  existing  businesses,  es- 
pecially smaller  ones,  are  struggling  to 
find  capital  for  their  own  growth. 


Houston's  reputation  as  an  economic 
disaster  zone  makes  it  hard  to  attract 
big  corporate  relocations  that  would  add 
high-paying  white-collar  jobs,  despite 
hundreds  of  bargains  in  everything  from 
prime  office  space  to  executive  homes. 
The  result:  The  city  still  is   burdened 


assured  everyone  that  crude  price 
would  soon  hit  $60  a  barrel,  Houston  le< 
the  U.  S.  in  job  and  population  growth 
That  sent  real  estate  prices  soaring  an<  « 
sparked  a  building  frenzy.  From  1978  ti 
1984,  developers  built  50  million  squan 
feet  of  office  space  fueled  by  billion 


A  PERCENT 

DATA:  TEXAS  EMPLOYMENT  COMMISSION 


with  a  27%  office-vacancy  rate,  among 
the  worst  in  the  nation. 

But  Houston  keeps  searching  for  its 
new  identity:  City  officials  have  various- 
ly announced  it  as  the  new  aerospace 
capital,  the  new  medical  mecca,  the  new 
tourist  haven.  Such  a  quest  would  have 
seemed  laughable  in  1981.  As  oil  experts 


from  outside  banks  prospecting  in  Texas 
for  those  easy,  high-interest  loans. 

The  cautionary  story  of  the  bust  that 
followed  has  been  told  until  Houstonians 
are  sick  of  it.  By  1986,  gleaming  new 
downtown  office  towers  stood  nearly 
empty.  Homes  lost  up  to  609'  of  their 
value.  In  some  newer  suburbs,  residents 
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leaving  ghost  town.,  behind    i  on 

with  Bhopping  malls.  Houston  be 

c  the  nation's   foreclosure  capital. 

rtmenl  owners  slashed  rents  by  aa 

.■I,  a     iO       .ml  aboul   L2.000  units 

■   imply  bulldozed.  With  all  (he  emp 

buildings,   Houston   looked  bombed. 

e  Saigon  in  the  1960s,  it  became  a 

Hilar    stop    for    itinerant    reporters 

wling  for  a  Sunday  feature— Texas 
bris  justly  punished. 
*,NT  LIFE.  To  Struggle  back,  Houston 
-  ■>  been  forced  to  look  beyond  the  oil 
tch.  Under  Mayor  Kathryn  J.  Whit- 
re,  it  targeted  three  areas  that  have 
rii  atinued  growing  despite  the  bust:  bio- 
•h,  aerospace,  and  chemicals.  In  1984 
ow(  e  city  formed  the  Houston  Economic 
. ai  'velopment  Council.  To  head  it,  offi- 
ifl  ils  named  Lee  W.  Hogan,  who  former- 
ly operated  a  family-owned  utility  engi- 
licfl  lering  company.  After  a  slow  start,  the 


And   it    hai  drawn  other    .mall   maniilac 

i  .,  ..lull  a  .  Veragon  Corp  ,  a  di  tpo 

able  diaper    maker,    and    Solar   Turbines 

Inc.,  which  makes  industrial  turbine  en 
gines  for  offshore  <>il  exploration. 

The  IIKIm's   biggest    coup  was   with  a 

local  company.  Compaq  Computer  Corp., 

the  fast-growing  personal  computer 
maker,  employs  5,000  in  Houston  and 
promises  to  add  1.IKM)  jobs  by  1992. 
When  Compaq  threatened  to  seek  expan- 
sion elsewhere,  a  group  of  civic  leaders 
crafted  a  $235  million  city  redevelopment 
plan  designed  to  keep  it  there.  Included 
in  the  plan  are  new  access  roads,  bus 
service,  and  tax  incentives.  Says  Compaq 
President  Joseph  R.  Canion:  "They  blew 
us  away.  I've  never  seen  a  city  move 
that  fast." 

Houston  also  has  made  modest  gains 
in  other  fields.  Its  medical  complex — 39 
schools,  research  centers,  and  hospitals 
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HEDC  is  inching  ahead.  Using  tax  incen 
tives  that  forgive  property  taxes  for  as 
long  as  seven  years,  it  has  persuaded  111 

chemical  companies  to  relocate  in  House 

ton    or    to    expand    existing    operations 

there.  That  has  broughl  a  construction 

boom  in  chemicals  and  ret'ming:  Some  $2 
billion  worth  of  projects  are  under  way. 


that  employ  55,000  people — is  booming. 
Since  the  early  1980s  more  than  a  dozen 
biotech  companies  have  been  launched, 

making  everything  from  stroke-preven- 
tion drugs  to  motor-oil  additives. 

Aerospace  is  also  starting  to  take  off. 
Historically,  few  contractors  made  much 

of  anything  at  the  Johnson  Space  Center 


in  Clear  Lake,    loutheasl  of  Hou 
But  irnce  the  ipace  program  has  perked 
up,   tome  are  talcing  a  new  look    La  I 
lummer,  Grumman  Corp.  announced  a 
manufacturing  center  to  make  par' 
the    pa©     'at ion.  It  will  employ  2,000 

people  when  it  open  in  1992.  N'-arb  . 
Or  0  mailer  make,-,  of  .anon  -pace 
product  are  already  poised  for  growth. 
While  .Johnson  and  its  contractors  em- 
ploy only  13,000,  the  potential,  says  the 
HEDC's  Hogan,  "is  huge." 

Private  businesses  are  also  getting 
into  aerospace,  some  of  them  shifting 
gears  after  years  in  the  city's  dominant 
oil-field  business.  In  the  early  19 
Thomas  Instrument  &  Machine  Co.,  a 
maker  of  oil-field  equipment,  was  forced 
to  lay  off  160  of  its  200  employees.  In- 
stead of  giving  up,  President  Thomas  R. 
Blackburn  solicited — and  won — con- 
tracts to  supply  defense  contractors 
such  as  Martin  Marietta  Corp.  with  me- 
chanical parts  for  missile  systems.  The 
business  is  growing  again. 
sprucing  up.  On  a  far  larger  scale,  Cen- 
tury Development  Corp.,  a  major  Hous- 
ton developer,  has  teamed  with  Star 
Wars  director  George  Lucas  to  propose 
a  stunning  new  entertainment  center 
downtown.  Century  is  negotiating  to 
convert  the  city's  old  downtown  conven- 
tion center  into  "Luminaire  Houston,"  a 
display  of  100-foot  spheres  laced  with 
fiber-optic  lights.  The  center  will  contain 
space  exhibits,  restaurants,  and  clubs. 

Mayor  Whitmire  is  gambling  billions 
to  spruce  up  the  city.  In  the  past  two 
years,  Houston  has  built  a  $105  million 
convention  center,  a  $76  million  theater 
complex,  and  a  $20  million  art  museum. 
Since  1983  it  has  spent  $5  billion  to  im- 
prove highways  and  mass  transit.  Vot- 
ers recently  approved  an  additional  $2.5 
billion,  including  $1  billion  for  a  20-mile 
light-rail  system  linking  the  city's  four 
major  office  parks. 

"The  quality  of  living  here  has  im- 
proved dramatically"  since  1982,  says 
Richard  Murray,  political  science  profes- 
sor at  the  University  of  Houston.  As  a 
result,  the  city  is  beginning  to  attract 
outside  interest.  On  Nov.  15  a  local  in- 
vestment group  and  the  Michigan  Em- 
ployees Retirement  System  bought  Heri- 
tage Plaza  for  $110  million.  The  53-story 
building,  92$  empty,  cost  $250  million  to 
build  in  1984.  And  Mohamed  Hadid,  a 
real-estate  investor  based  in  Rosslyn, 
Va.,  is  paying  an  estimated  $32  million 
for  the  248-room  Houston  Ritz-Carlton. 
Formerly  the  Remington,  it  was  built  by 
Caroline  Hunt,  daughter  of  billionaire 
H.  L.  Hunt,  in  1984  for  $60  million. 

Neither  investor  expects  Houston  to 
bounce  back  to  its  former  heavyweight 
style  for  years.  Hut  after  being  knocked 
out  for  so  long,  the  city  is  at  least  read] 
to  climb  back  into  the  ring. 
By  Mark  lc< 
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Lifetime  warranty 


Cexas  Instruments  introduces  the  new  standard 
jin  UNIX-compatible  technology,  the 
Jystem  1500  L-Models.  The  first  multi-user 
:omputers  with  a  lifetime  parts  warranty. 


It's  a  tact.  Among  UNIX  ^-compat- 
lible  multi-user  business  computers, 

Texas  Instruments  System  1500  out- 
'  performs  comparable  systems  from 
'NCR,  Unisys,  Hewlett-Packard, 

even  IBM.11  That's  according  to  a 

recent  Neal  Nelson's  Business 

Benchmark "■'  test. 


—                    Tl 

NCR      , 

>^^IBM 

UNISYS^ 

NUMBERS  OF  USERS 


In  a  recent  Neal  Nelson's  Business  Benchmark,   TVs  System 
1500  outperformed  comparable  systems  from  IBM,  Unisys, 
NX  R  and  Hewlett  -Packard.1  Neal  Nelson  &  Associates  of 
Chicago,  Illinois,  conducts  18  benchmark  tests  measuring, 
disk  input/ output,  various  calculations,  spreadsheet  applica- 
tions,  diita  base  usage  and  accounting  applications.  S/unwi 
above  are  the  results  fnrm  Test  #3,  used  prinianly  to  evaluate 
accounting  and  ilita  base  management  applications. 


the  industry's  first  lifetime  parts  war- 
ranty* tor  multi-user  computers. 
This  warranty  is  extended  directly  to 
the  original  end-user  and  covers  the 
1500  chassis,  CPU  board  and  power 
supply  for  as  long  as  you  own  the  sys- 
tem. If  Texas  Instruments  is  ever 
unable  to  repair  these  components, 
we  will  repurchase 
your  System  1500 
L- Model  in  its  orig- 
inal configuration 
at  the  TI  list  price 
in  effect  at  the  time 
of  purchase.  All 
that  you  pay  is  a 
$25  registration  fee 
to  cover  handling 
costs. 

TI's  advanced 
multiprocessor  and 
chassis  technologies 
make  this  warranty 
possible.  For  years, 
we've  offered  you 
some  of  the  most 
trouble-free  compu- 
ters you  can  buy. 
Now,  we're  offering 
you  that  same  as- 
surance in  writing. 


Industry  first:  lifetime  parts 
warranty. 

Now,  every  new  System  1500 
L-Modcl  sold  will  be  covered  by 


Open  architecture,  and 
open-ended  growth. 

By  designing  the  System  1500 
L-Models  with  open  architecture, 


-  II 
'Tl  warrants  the  covered  i  omponents  to  be  free  from  defet  i  In  manufat  tun  and  workmanship,  Laboi  and  transpop 
i.  u  mil  io>iv  .in-  imi  Included.  i  lertain  condition!  apply  Sec  youi  II  Value  Added  Retellei  i>>i  details  I  NIX  is  a 

■  red  trademark  of  AT&l   INM  ii  .>  registered  trademark  >>i  International  Business  Machines  i  lorporation  Neal 
Nil miii's  Business  Benchmark  is  >  registered  trademark  ol  N4c.il  Nelson  ^  Assoc  lates 
'  fhe  models  benchmatked  were  I1SI575  Z,  HP9000/WO,  N<  R  12  BOO,  IBM  9370-cX)  and  Unisys  500079 


we've  made  sure  that  your  connec- 
tivity and  add-on  options  remain 
open  as  well. 

At  the  computer's  heart  is  TI's 
System  V,  our  enhanced  version  of 
the  UNIX  V  operating  system.  By 
processing  more  instructions  at 
once,  TI's  System  V  supports  more 
users  while  eliminating  information 
bottlenecks. 

The  System  1500  L-Mcxiels  let 
you  start  with  only  the  equipment 
you  need  now.  Later,  you  can  build 
on  that  purchase  as  your  computing 
needs  grow — all  the  way  up  to  256 
terminals.  The  system  uses  common 
peripherals,  software  and  options 
throughout.  So  your  initial  invest- 
ment remains  protected  from  day 
one.  Texas  Instruments  even  offers 
you  cash  trade-in  allowances  for  all 
your  System  1500  L-Model  upgrades. 

Two  reasons  to  call  TI 
right  away. 

Benchmark  performance  and  invest- 
ment protection  are  reasons  enough 
to  call  TI  for  more  information  about 
our  System  1500  L-Models.  Call 
now,  and  we'll  send  you  a  complete 
copy  of  the  System  1500  L-Model 
Lifetime  Parts  warranty  which  in- 
cludes additional  details.  We'll  also 
send  you  additional  literature  on  TI's 
System  1500  multi-user  computers. 
In  the  U.S.,  call  1-80O-527-350O. 

Texas 
Instruments 
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SKI  RESORTS  THAT  GO 
BEYOND  THE  SLOPES 


F 


or  years  ski  resorts  ca- 
tered to  those  hardy 
souls  whose  idea  of  a 
good  vacation  was  to  ski  their 
legs  off.  But  many  of  the 
country's  top  resorts  are  now 
offering  a  much  broader 
range  of  daytime  activities, 
from  dogsled  rides  and  snow- 
mobile tours  to  hot-air  bal- 
looning and  health  spas.  And 
the  nightlife  has  been  spiced 
up.  In  fact,  pick  the  right  re- 
sort, and  you  can  have  a  good 
time  without  even  having  to 
put  on  a  ski. 

Some  resorts  are  trying  to 
become  full-service  health 
spas.  At  the  newly  remodeled 
Vail  Athletic  Club,  you  can 
sample  herbal  wraps  and 
Shiatsu  and  deep  tissue  mas- 
sages. In  between  treatments 
you  can  swim,  take  an  aero- 
bics class,  or  even  try  the  in- 
door rock-climbing  wall.  The 
club  will  design  half-day  or 
full-day  programs  for  you. 

Down  the  road,  Beaver 
Creek  (800  525-2257)  is  build- 
ing all-new  spa  facilities.  But 
if  you'd  rather  be  outdoors, 
take  the  chairlift  up  to  McCoy 
Park,  one  of  the  few  net- 
works of  cross-country  trails 
on  top  of  a  mountain.  The 
views  are  breathtaking. 
real  reptile.  Once  the  sun 
sets  on  Vail,  there  are  more 
than  90  restaurants,  offering 
just  about  any  cuisine  you've 
ever  heard  of.  But  the  star  is 
Beano's  Cabin,  a  rustic  place 
on  the  mountain  high  above 
Beaver  Creek.  The  evening 
begins  with  a  30-minute  sleigh 
ride  up  to  the  cabin,  where 
you'll  enjoy  a  hearty  meal  and 
singing  and  dancing. 

If  you're  looking  for  the  ul- 
timate winter  hideaway,  book 
up  to  three  nights,  the  maxi- 
mum allowed,  at  Trapper's 
Cabin,  a  handsome,  three-bed- 
room log  house  nestled  in  the 


trees  near  McCoy  Park,  9,500 
feet  above  sea  level.  Arriving 
in  midafternoon,  you'll  be 
greeted  with  champagne  and 
such  hors  d'oeuvres  as 
smoked  rattlesnake.  Follow- 
ing a  snowshoe  walk  to  view 
the  sunset  over  the  Gore 
Range,  you'll  have  dinner 
cooked  in  your  cabin  by  a  pri- 
vate chef,  followed  by  a  soak 
in  the  hot  tub.  The  slopes 
aren't  all  that's  steep — the 
rate  is  $300  per  person  per 
night — but  you'll  enjoy  a 
unique  experience. 

From  nearby  Breckenridge 
(303  453-2918)  you  are  perfect- 
ly positioned  to  ski  Summit 
County's  other  big  resorts, 
which  include  Keystone  and 
Copper    Mountain.    Even    so, 


town  with  more  than  300  reg- 
istered historic  buildings.  For 
dinner,  head  over  to  Key- 
stone, which  has  the  nation's 
largest  night  skiing  operation, 
and  take  the  gondola  up  to 
the  Summit  House  for  a  fon- 
due dinner. 

tea  'N'  ski.  Sun  Valley  (800 
635-8261),  long  famed  for  its 
ice  skating  and  magnificent 
heated  outdoor  swimming 
pools,  is  making  it  easier  for 
parents  of  young  children  to 
relax.  Its  Play  School  pro- 
vides full-day,  supervised  pro- 
grams, including  ski  lessons 
for  youngsters  aged  3  and  up. 
What's  more,  children  under 
18  can  ski  and  stay  free  dur- 
ing most  of  the  season. 
In  the  late  afternoon  you 


DOWNHILL  RACING  TOO  STRENUOUS?  ASPEN  HAS  A  CHOICE  OF  SLEIGH 


one-fifth  of  the  winter  visitors 
don't  ski  at  all.  Many  head 
out  to  Tiger  Run  Tours,  which 
offers  snowmobile  rides 
through  the  ghost  towns  and 
spectacular  scenery  of  the 
backcountry.  Novices  are  wel- 
come: Driving  a  snowmobile 
isn't  as  difficult  as  it  looks. 

After  that,  you  might  warm 
up  by  taking  a  tour  of  Breck- 
enridge,   a   Victorian    mining 


can  enjoy  an  old-fashioned 
high  tea  served  in  the  ornate 
lobby  of  the  Sun  Valley 
Lodge.  For  dinner,  take  a 
sleigh  ride  past  the  bronze  Er- 
nest Hemingway'  Memorial  to 
the  Trail  Creek  Cabin,  where 
you  can  dine  on  such  dishes 
as  Idaho  trout  and  prime  rib. 
Utah's  Park  City  (800  453- 
1360)  has  long  attracted  pur- 
ists   seeking    some    of    the 
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world's    bt?st   powder.    But 
in  the  early  morn 

ings  you  ran  view  the     !"|" 
fur-   an    hour  or  so   from    the 

perspective  of  a  hot-air  bal 
loon.  Later  on,  a  helicopter 
can  fly  you  into  the  backcoun- 

try  for  a  snowshoe  tour  of  na- 
ture in  midwinter.  Yet  Park 
City  is  only  35  miles  out  of 
Salt  Lake  City,  so  you  can 
tour  the  city,  take  in  a  pro 
basketball  or  hockey  game,  or 
hear  the  renowned  Mormon 
Tabernacle  Choir.  Late  this 
month,  Park  City  will  host  the 
U.  S.  Film  Festival,  which  fea- 
tures the  premieres  of  movies 
by  independent  filmmakers 
such  as  Woody  Allen. 

At  Aspen  (800  525-6200), 
head  out  to  Krabloonik,  home 
of  the  Lower  48's  largest 
team  of  huskies — 350  in  all. 
You  can  go  by  dogsled  on  a 
full-  or  half-day  tour  into  the 
Snowmass  Wilderness  Area, 
and  you'll  top  it  off  with  a 
great  meal  at  the  Krabloonik 
restaurant,  which  specializes 
in  such  fare  as  buffalo,  cari- 
bou, and  pheasant. 

On  the  quieter  side,  the  An- 
derson Ranch  Art  Center  of- 
fers courses  in  the  arts,  in- 


RIDES  OR  TOURS  INTO  SNOWMASS 


eluding  photography.  But 
nighttime  is  when  the  arts 
really  come  alive  in  Aspen. 
Check  out  the  Wheeler  Opera 
House,  which  is  celebrating 
its  centennial  this  year.  There 
are  feu  operas  in  the  winter. 
but  the  theater  will  feature 
concerts  by  such  artists  as 
Judj  Collins  as  well  as  nu- 
merous plays,  ballets,  and 
stand-up  comedy  acts. 


I'rofe     lonal    dance    rompa 

egularly  swing  through 

town,  and  the  Cry  tal  Palace 
offers  top-notch  dinner  the 
ater  Nor  is  all  the  talent  on 
stage:  A  magnet  for 

vacationing  Hollywood 
By  day,  Heavenly  Valley 
I  2HEAVEN)  offers  skiing 
on  more  than  20  square  miles 
of  mountain.  By  night,  the 
area  keeps  you  hopping  in- 
doors. South  Lake  Tat 
about  10  minutes  from  the  ski 
area,  features  seven  round- 
the-clock  casinos  with  top  per- 
formers. 

Those  on  the  marquee  this 
winter   include   Bill   Cosby, 
Kenny    Rogers,    Dan    Fogel- 
berg,   and,   on   skates,   Scott 
Hamilton.    You    should    also 
catch  a  cruise  aboard  the  Ta- 
hoe    Queen,    a    sternwheeler 
that  mixes  live  entertainment 
with  the  scenery. 
BACK  EAST.  In  New  England, 
Vermont's  Stratton  Mountain 
(800  843-6867)  has  an  indoor 
sports  center  with  tennis  and 
racquetball  courts  as  well  as 
swimming      pools,      steam 
rooms,  and  saunas.  You  can 
take  an  old-fashioned  sleigh 
ride    day    or   night.    Every 
Thursday  the  lodge  offers  a 
Tyrolean   evening,   with   an 
Austrian-style  dinner,   music, 
and     fireworks.     And     on 
Wednesday  evenings,  you  can 
cross-country  ski  out  to  For- 
est Haunts,  the  cottage  once 
owned  by  Pearl  S.  Buck,  for 
music  and  hot  wine  or  cider. 
Farther  north,  Stowe  (800 
24STOWE)   retains    all   the 
charm  associated  with  a  New 
England  country  vacation. 
Among  the  best  known  of  its 
inns    is    the   Trapp    Family- 
Lodge,  founded  by  Maria  Von 
Trapp    of   Sound    of  Music 
fame.    It    offers    excellent 
cross-country  skiing,  part  of 
100  miles  of  groomed  trails  in 
the  Stowe  area,  and  plenty  of 
musical  entertainment. 

Back  in  town,  you  don't 
even  need  a  car  to  get  around. 
Hop  a  ride  on  the  free  trolley 
as  you  browse  among  Stowe's 
dozens  of  antique  shops.  Then 
head  out  to  Mt.  Mansfield  to 
take  the  gondola  up  to  the 
Cliff  House  for  lunch.  The 
view  is  unforgettable — and 
you  don't  have  to  ski  to  enjoy 
it.  Bill  N 
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BOXCARS  AND  JETS  ARE 
INVESTMENT  VEHICLES,  TOO 


Railroad  boxcars,  printing 
presses,  commercial 
jets — not  what  normally  fits 
into  your  portfolio,  right? 
Unless,  that  is,  you're  into 
equipment  leasing.  The  num- 
ber of  equipment-leasing  lim- 
ited partnerships  (ELLPs)  has 
almost  doubled  since  1985. 
The  post-tax-reform  attrac- 
tion: high  cash  flow  with  a 
dash  of  tax  shelter.  You  can 
play  for  as  little  as  $2,500, 
but  be  aware  of  the  many 
risks  involved. 

Many  ellps  predict  an 
11%  to  15%  return  on  invest- 
ment, partially  sheltered 
through  deductions  the  limit- 
ed partners  can  take  for  de- 
preciation and  interest.  In- 
vestors may  also  hope  for 
upside  potential  when  the 
partnership  dissolves — typi- 
cally in  5  to  12  years — and 


Equipment-leasing 

funds  predict  hefty 

returns — up  to  15% 


doles  out  the  proceeds  from 
selling  off  the  items  at  their 
residual  value. 

Funds  are  usually  classi- 
fied as  high-tech  or  low-tech. 
High-tech  funds  don't  neces- 
sarily have  an  edge.  Some 
computers  and  other  elec- 
tronic office  equipment  can 
become  obsolete  too  fast  to 
have  any  resale  value.  Low- 
tech  funds  lease  aircraft, 
boxcars,  and  other  transpor- 
tation equipment  likely  to 
have  a  significant  resale  val- 
ue. Some  funds  diversify  by 
leasing  a  blend  of  high-  and 
low-tech  equipment. 
recoup  costs.  The  timing 
of  your  cash  flow  depends  on 
whether  your  fund  uses  full 
payout  leases  or  operating 
leases.  Full-payouts,  such  as 
those  in  Fquitec's  Venture 
Leasing  Fund,  aim  to  recov- 


er the  full  cost  of  the  equip- 
ment— or  more — before  the 
end  of  the  program.  The 
sooner  you  get  your  money 
back,  the  safer  you  are.  But 
there's  usually  little  residual 
value  left. 

Operating  leases,  such  as 
those  in  Polaris'  Aircraft  In- 
come Fund  IV  or  in  CSA's  In- 
come Fund  III,  usually  are 
shorter  than  the  life  of  the 
equipment.  Your  risk  is  high- 
er: What  if  the  managers 
can't  get  the  user  to  renew, 
and  the  equipment  lies  idle? 
The  upside  is  that  certain 
types  of  equipment,  such  as 
jets,  tend  to  have  high  resale 
value.  Some  funds,  such  as 
Cis's  Capital  Income  Fund  3, 
mix  both  types  of  leasing. 

The  biggest  risk  in  an 
ELLP  is  that  the  manager  will 
overestimate  what  a  particu- 
lar piece  of  equipment  will 
be  worth  perhaps  a  decade 
into  the  future.  So  it  will 
only  be  at  the  end  of  the  pro- 
gram, when  you  see  what 
your  trusty  old  Boeing  727 
fetches,  that  you  will  really 
know  how  you've  done. 
selling  hurts.  Take  defen- 
sive measures  before  you  in- 
vest in  an  ELLP.  General 
partners  should  have  the  in- 
dustry contacts  and  exper- 
tise to  efficiently  re-lease  or 
sell  the  equipment  when  the 
time  is  right.  Check  the  pro- 
spectus to  make  sure  that 
equipment  will  be  bought 
only  after  a  lease  with  a 
creditworthy  company  has 
been  set  up  and  that  the  gen- 
eral partner  will  obtain  a 
third-party  appraisal  of  the 
equipment  before  buying  it. 

As  with  most  LPs,  selling 
can  be  painful.  "A  small  sec- 
ondary market  is  growing, 
but  you'll  sell  at  a  heavy  dis- 
count," says  Nancy  Schabel, 
an  analyst  with  Stanger  & 
Co.,  a  firm  that  tracks  LPs. 
So  if  you  do  invest,  be  pre- 
pared to  stick  with  it  for  the 
long  haul.      Suzanne  Woolley 


ART  ON  YOUR 
SLEEVE:  BAUME 
&  MERCIER 
(LEFT),  GRAFIX, 
SWATCH 


FOR  THESE  WATCHES, 
THE  WATCHWORD  IS  STYLE 


There  was  a  time  when 
all  you  could  hope  for  in 
a  watch  was  that  it 
would  tell  the  right  time.  But 
five  years  ago,  Swatch  revolu- 
tionized the  industry  by  mak- 
ing stylish  plastic  watches. 
Now  an  abundance  of  with-it 
horologists  are  following  suit, 
all  trying  to  outdo  each  other 
technically  and  aesthetically. 

While  the  competition  is 
fierce,  Swatch  is  still  the  mas- 
ter at  turning  out  strikingly 
designed  timepieces.  Their 
Modern  Fears  line  ("takes  the 
worry  out  of  being  late")  has 
narrative  images  in  bold  col- 
ors, inspired  by  the  work  of 
contemporary  English  collabo- 
rative artists  Gilbert  and 
George,  on  the  face  and  band. 
The  classic  Wall  Street  collec- 
tion features  the  "Ticker- 
tape,"  a  slick  black  watch  that 
shows  the  usual  day,  date, 
and  time  in  a  continuous  tick- 
ertape-like  strip.  No,  it  doesn't 
give  up-to-the-minute  stock 
quotes,  but  at  $35,  it  looks 
more  expensive  than  it  is. 
dots  'N'  dashes.  If  you're 
tired  of  both  analog  and  digi- 
tal watches,  Mont  Blanc  Re- 
sources has  a  new  approach. 
The  Santa  Cruz  (Calif.)  com- 
pany's $35  Grafix  watches 
don't  rely  on  conventional 
hands  or  full-digital  displays 
to  indicate  the  time.  Instead, 
you  tell  the  time  by  counting 
bars,  dots,  and  other  geomet- 
ric shapes,  while  the  minutes 
are   shown   numerically.   The 


straps  are  made  of  rubbe 
and  come  in  a  range  of  psy 
chedelic  colors. 

On  the  high  end,  in  botl 
price  and  technology,  there's 
Baume  &  Mercier's  elegan 
$3,600  Riviera  Moon  Phast 
watch.  It  will  tell  you  the  day 
date,  time,  and,  yes,  the  phase 
of  the  moon.  Then  there's  al 
ways  Rolex.  The  famed 
watchmaker's  Crown  Collec- 
tion Oyster  Perpetual  Date- 
just,  an  18-carat-gold,  $196,000 
watch  inlaid  with  diamonds 
and  other  precious  stones,  is 
the  timepiece  of  choice  for  the 
cash-rich  investor  who  isn't 
afraid  of  a  little  conspicuous 
punctuality.  Laura  Zinn 


Worth  Noting 

■  HOT  number.  Questions 
about  your  new  broker?  Call 
the  North  American  Securi- 
ties Administrators  Assn. 
(800  942-9022).  They'll  put 
you  in  touch  with  state  offi- 
cials who  can  tell  you  about 
any  complaints  outstanding. 

■  taxing  marriage.  Remar- 
ry after  age  55  and  you  or 
your  spouse  may  lose  out  on 
the  one-time  capital  gains  ex- 
clusion for  selling  a  resi- 
dence, says  Ernst  &  Whin- 
ney.  If  you  have  already 
claimed  it  with  one  spouse, 
your  current  one  won't  be  el- 
igible unless  you  both  file 
separate  tax  returns  in  the 
year  the  property  is  sold. 
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PERSONAL  BUSINESS 


The 

smar 

cart 


Fill  it  once 
and  it  will 
last  a 
lifetime. 


Take  a  good  look  at  the  titles  in  the  cart. 
Each  book  is  for  people  who  are  intelli- 
gent, alert,  upbeat  and  determined  to  get 
more  out  of  life. 

If  that  describes  you,  then  one  or  more  of 
these  McGraw-Hill  books  is  for  you.  Writ- 
ten by  authorities  in  their  fields,  each  edi- 
tion provides  a  modern,  fascinating  look 
into  management  and  supervision  with  a 
clear,  easy-to-read  balanced  coverage  of 
every  topic. 

Ideal  for  students,  graduate-students,  job 
beginners,  practicing  supervisors  (and 
those  who  want  to  be),  all  management 
personnel  and  small  business  owners. 


If  your  success  depends  on  your  making 
the  right  decisions,  make  one  now— at 
your  local  bookstore. 


m 


McGraw-Hill  Publishing  Company 

College  Division      1221  Avenue  of  the  Americas      New  York.  NY  10020 
Toll  Free —1-800-262-4729 

LEADERSHIP  MANAGING  IN  REAL  ORGANIZATIONS.  2/e  -Leonard  R  Sayles 
CONTEMPORARY  SUPERVISION  MANAGING  PEOPLE  AND  TECHNOLOGY 

—Anne  Scotl  Oaughtrey  and  Betty  Ropet  Ricks 
LABOR  MANAGEMENT  RELATIONS.  4/e  -Daniel  Q  Mills 
MANAGING  HUMAN  RESOURCES.  2/e  -Wayne  f  Cascio 
MANAGEMENT  EDUCATION  AND  DEVELOPMENT 

-Lyman  W  Porter  and  Laurence  E  McKibbin 
STARTING  AND  MANAGING  THE  SMALL  BUSINESS  2  e 

-Arthur  H  Kunlotl  and  John  M  Hemphill,  Jr 
CORPORATE  STRATEGIES  A  Collection  ot  readings  from  BUSINESS  WEEK 

-John  A  Pearce  II  and  Richard  B  Robinson  Jr 
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™s*M  *v^  -~  1989  BUSINESSWEEK  planners!? 


Available  individually  or  as  specially 

matched  Sets  in  your 

* choice  of  color. 


note  the  w 

pertorm  w< 
Joy  seow=- 

ri-'-"  " 
cop 
Kiting  It* 
indusfrv 
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Smart  executives  know  there's  no  better  choice  of  business  gift  than 
the  prestigious  -  and  equally  smart!  -  BusinessWeek  planners.  And  there 
is  no  time  like  the  present  to  order  your  1989  planners  and  get  the 
upcoming  year  off  to  a  flying  start. 

BusinessWeek  Planners  are  great  at  organizing  even  the  busiest  working 
schedule.  Featuring  a  full  January-January  appointment  calendar  and  a 
practical  week-to-view  format,  your  1989  Desk  Planner  also  includes  60  plus 
pages  of  reference  and  business  planning  aids.  Like  21  City  Profiles,  a  glossary 
of  business  terms,  a  2  year  Forward  Planner,  Dow  Jones  Averages  and  Consumer 
Price  Index  . . .  and  more!  It's  all  in  the  1989  Planner. 

Bound  in  rich  bonded  leather  (your  choice  of  black  or  burgundy)  with  gilt-edged 
pages  and  silken  ribbon  markers,  and  the  option  of  having  the  BusinessWeek  logo 
featured  on  the  front  cover  or  not,  these  are  quality  planners  second  to  none.  And  ( 
value  for  money?  Just  check  the  special  quantity  discount  prices  offered.  You'll  be  / 
glad  you  did. 


U.S.  Credit  Card  Holders  may  call 


^TOLL-FREE 
IS!  800-24  7-2 570 

(In  Iowa  800-362-2860) 

Ask  Operator  18  for  Planners  Dept.  BC1LD09 


FREE 

W-piece  portable 
DESK-KIT  (Worth 
$10)  when  you 
order  3  or  more 
items! 


CHECK  THESE 

QUANTITY 

DISCOUNT  PRICES 


I I  Payment  enclosed  (Check  payable  to  'BusinessWeek  Planner'! 

I I  Bill  my  Company  (Purchase  Order  &  Company  letterhead  requiredl 

□  Charge  to:  DaMEX   □  DINERS  □  MASTERCARD  DviSA 

Card  No: 

Signature: Exp.  Date /  /_ 

Name  to  be  gold  blocked 

PLEASI 

Name  (Mr/Mrs/Msl 

Company 

Address 

City 


Country/State  . 
Tel  No: 


.Zip. 


.Job  Title. 


I I  /  need  more  information  on  larger  quantity  discounts  and  customization 

options  -  Call  me/Send  Information. 

Please  mall  to  the  center  nearest  you: 

BUSINESSWEEK  PLANNER,  Dept.  BC1LDO0,  185  Bridge  Plaza  North, 

Suite  302,  Fort  Lee,  N.J.  07024,  U.S.A. 

BUSINESSWEEK  PLANNER,  Dept.  BC1LD09,  P.O.  Box  340, 

Wellington  Street,  Slough  SL1  JUG,  England. 

BUSINESSWEEK  PLANNER,  Dept.  BC1LD05,  2007  2011  Wing  On  House, 

71  Des  Voeux  Road  Central,  Hong  Kong. 


CODE 

PRODUCT 

COLOR 

1-2 

324 

25-49 

50+ 

QTV 

TOTAL  USS 

BW210 

Planner  Set  Without 
BusinessWeek  logo 

Black 

uss 
39.95 

USS 

34.00 

USS 

30.50 

uss 
28.25 

BW206 

Planner  Set  With 
BusinessWeek  logs 

Black 

RW226 

Planner  Set,  Without 
BusinessWeek  logo 

Burgundy 

BW220 

Planner  Set  With 
BusinessWeek  logo 

Burgundy 

BW207 

Desk  Planner  Without 
BusinessWeek  logo 

Black 

29.95 

20.50 

24.35 

22.60 

BW201 

Desk  Planner  With 
BusinessWeek  logo 

Black 

BW216 

Desk  Planner  Without 
BusinessWeek  logo 

Burgundy 

BW214 

Desk  Planner  With 
BusinessWeek  logo 

Burgundy 

BW204 

Pocket  Planner 

Black 

15.50 

12.50 

11.25 

10.00 

BW218 

Pocket  Planner 

Burgundy 

Gold  blocking  of  full  name  per  item 

4.50 

Handling'  Packing  per  item 

1.50 

mall. 

N.J. 

Residents  add  6%  Sales  Tax 
U.K.  Residents  add  V.A.T. 

TOTAL  USS 

Price  Includes  delivery  by  surface 
Allow  3  4  weeks  for  delivery. 

J 

Elegant  bonded  leather  Pocket  Planner  is  available 
individually  or  as  part  of  the  specially 
matched  Set  in  your  choice  of  color. 
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NMENTARY 

year  Is  off  to  a  bumpy  start 
note  the  surprising  one  week 
ngth  of  small  stocks    They  of 
perform  well  just  after  the 
day  season,  a  phenomenon 

et-watchers  call  the  "January 
set ."  Recapitalizations  are  also 
uencing  the  performance  of 
ne  industry  groups.  Railroad 
i  shoe  stocks  look  weak — but 
gely  because  Burlington  North- 
spun  off  its  natural  resources 
>inesses  and  Interco  ended  a 
;eover  battle  by  paying  out  a 
fty  special  dividend. 
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THE  DOLLAR 

J'jr.  M* 


J'jr, 


fl 


Sheorson  Lehman 
Treasury  Index 


**• 


ft 


Guaranty 


+7.9% 


1  -week  change 
+0.8% 


52  wee 
-1.0% 


1-week  change 
-0.7% 


52-week  ch< 
-0.7% 


1  -week  change 
+0.3% 


■M-niTMkVU 


S.  STOCKS 


52-week 


FUNDAMENTALS 


latest 


Weekejo_ 


JTe-jSO 


)W  JONES  INDUSTRIALS  2177.7 

G  COMPANIES  (Russell  1000)  147.8 

AALL  COMPANIES  (Russell  2000)  148.4 

-L  COMPANIES  (Russell  3000)  158.7 

OREIGN  STOCKS  latest 


0.5 
0.8 
2.4 
0.9 


6.9 

8.5 

16.8 

9.2 


%  change  (local  currency) 
Week  52-week 


90-DAY  TREASURY  BILL  YIELD 
30-YEAR  TREASURY  BOND  YIELD 
S&P  500  DIVIDEND  YIELD 
S&P  500  PRICE/EARNINGS  RATIO 

TECHNICAL  INDICATORS 


8.2% 

9.1% 

3.4% 

12.1 

Latest 


8.3% 

9.0% 

3.7% 

12.0 

Week  ago 


5.9% 

9.0% 

3.3% 

16.3 

Reeding 


)ND0N  (FINANCIAL  TIMES  100)  1793.0  0.3  0.5 

DKY0  (NIKKEI  INDEX)  30,243.7  0.3  32.7 

3R0NT0  (TSE  COMPOSITE)  3381.8  0.6  3.7 


S&P  500  26-week  moving  average  270.9  270.8  Positive 

Stocks  above  26-week  moving  average  42.6%  39.0%  Neutral 

Speculative  sentiment:  Put/call  ratio  0.30  0.32  Neutral 

Insider  sentiment:  Vickers  sell/buy  ratio  1.29  1.29  Positive 
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BRIDGE  INFORMATION  SYSTEMS  INC. 


OUR-WEEK  LEADERS 


%  change 
4-week  52-week 


Strongest  stock  in  group 


%  change 
4-week  52-week 


Price 


AIR  FREIGHT 


14.1 


33.3 


TIGER  INTERNATIONAL 


GAMING 


13.2 


49.8 


GOLDEN  NUGGET 


:  MACHINE  TOOLS 


12.6 


4.8 


BROWN  &  SHARPE 


.  STEEL 


7.2 


19.1 


BETHLEHEM  STEEL 


i  HOMEBUILDING 


7.0 


18.9 


PHM 


OUR-WEEK  LAGGARDS 


%  change 
4-week  52- 


Weakest  stock  in  group 


43.2 

80.7 

19% 

24.1 

67.4 

18 

27.8 

35.3 

17V4 

12.4 

35.1 

22% 

14.5 

29.9 

10% 

%  change 
4-week            52-week 

Price 

-69.7 

-63.7 

::-- 

-88.5 

-89.5 

3% 

-8.8 

-15.6 

12% 

-21.3 

17.6 

25% 

-6.9 

6.1 

23  3/4 

I   RAILROADS 


-25.7 


-28.6 


2  SHOES 


-21.6 


-15.2 


3  GOLD  MINING 


-7.8 


-15.6 


4  METALS 


-7.4 


11.4 


5  FINANCE 


-6.3 


10.3 


BURLINGTON  NORTHERN* 

INTERCO* 

PLACER  DOME 

INCO 

MERRILL  LYNCH 


*Share-price  decline  reflects  recent  recapitalization 


■  InMl, 


LEADERS 

Four -week  total  return 


LAGGARDS 

Four-week  total  return 


1.  SECURITY  OMNI  11.2 

2.  BEACON  HILL  MUTUAL  10.3 

3.  FUG  INVESTORS  EMERGING  GROWTH  8.4 

5*-w©efc  total  return  % 

1.  KAUFMANN  58.6 

2.  INTEGRATED  EQUITY  AGGRESSIVE  GROWTH       47.3 
3    FIDELITY  SELECT— RETAILING  38.7 


STRATEGIC  INVESTMENTS 
UNITED  SERVICES  GOLD  SHARES 
STRATEGIC  SILVER 

52-week  total  return 


% 

-14.0 

-10.3 

-8.3 


^^H  S&P  500 
4-week  total  return 


MORNINGSTAR  INC 


HHHJ  Average  fund 
52-week  total  return 


STRATEGIC  INVESTMENTS  -43.6 

UNITED  SERVICES  GOLD  SHARES  -36.3 

STEADMAN  0CEAN0GRAPHIC  TECHNOLOGY  -25.9 
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DATA  RESOURCES  INC. 


Dollar  amounts 
represent  the  present 
value  of  $10,000 
invested  one  year 
ago  in  each  portfolio 

Percentages  indicate 
five  day  total  returns 


Foreign  stocks 
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U.  S.  stocks 
$11,028 
-0.92% 


Treasury  bonds 

$10,747 

-1.85 


Money  market  fund 
$10,629 

.  0 .15- 


Gold 
$8,502 

-0.31°, 


All  data   on   this   page   are   ai   of   market   dose   Wednesday,    Jan.    4.    198°.   unlets   otherwise   indicated 
Industry  groups  include   S&P  500  companies  only;  performance  and  share  prices  are  at  of  market  close 


Jan     3     Mutual   fund   returns   are   os   of   Dec     30     Relative   portfolios   ore   valued   as   of   Jon.    3.    A   more 
detailed  explanation  of   this  page  is  available  on  request 
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THE  GREAT  S&L  GIVEAWAY 


A  small  group  of  sharp  financial  operators  have  gained 
control  of  $48  billion  in  assets  of  insolvent  thrifts  and 
have  been  handed  huge  tax  write-offs  by  the  federal 
government.  They  have  also  received  what  is,  in  effect,  a 
"call"  on  vast  portfolios  of  Southwestern  real  estate  whose 
prices  are  far  more  likely  to  go  up  than  to  go  down.  This  is 
the  only  way  federal  authorities  could  see  to  deal  with  the 
600  or  so  mortally  ill  savings  and  loan  associations  without 
adding  to  the  visible  federal  budget  deficit  for  1989.  But  the 
result  is  an  outrageous  giveaway. 

It  is  true  that  Congress  left  Federal  Home  Loan  Bank 
Board  Chairman  M.  Danny  Wall  little  choice  but  to  turn  to 
dealmakers  with  fieetness  of  foot  if  he  wanted  to  cope  with 
the  free-flowing  red  ink  of  the  thrifts.  But  he  did  have  an 
option:  Just  say  no.  Wall  could  have,  and  should  have,  hand- 
ed the  problem  back  to  Congress  where  it  belongs.  Instead, 
he  rewarded  a  group  of  investors  with  virtually  riskless 
deals.  They  will  not  lose  money,  largely  because  of  pledges 
of  government  assistance  and  guarantees  against  loan 
losses.  Although  there  is  no  written  guarantee,  the  federal 
government  has  never  reneged  on  the  kind  of  "moral  obliga- 
tion" this  scheme  represents. 

Henry  B.  Gonzalez,  new  chairman  of  the  House  Banking 
Committee,  will  hold  hearings  next  month  to  determine 
whether  the  fhlbb  has  been  getting  the  best  deals  possible. 
That  is  a  good  idea,  but  it  won't  address  the  fact  that  in 
return  for  its  efforts,  the  bank  board  is  preserving  the 
fiction  that  it  has  not  nationalized  the  insolvent  thrifts.  In  all 
practicality  that  is  what  it  has  done  by  doling  out  billions  of 
dollars  to  buyers  who  put  up  riskless  capital  in  return  for 
tax  write-offs  and  loan-loss  guarantees.  Uncle  Sam's  new 
partners  include  Dallas  investor  Robert  M.  Bass,  Revlon 


Chairman  Ronald  0.  Perelman,  Lewis  S.  Ranieri  of  mo: 
gage-backed  securities  fame,  the  Pritzker  family  of  Chicago 
and  Ford  Motor  Co.,  which  operates  one  of  the  largest  S&Ls 

The  tax  breaks  are  especially  odious.  Most  end  up  in  th 
hands  of  a  small  group  of  wealthy  individuals  who  hav 
been  lured  into  the  S&L  mess  by  generous  tax  incentives  tha 
they  did  not  even  have  to  pay  their  accountants  to  find.  Th 
benefits  were  dangled  before  them  by  the  federal  govern 
ment  itself  in  a  great  yearend  dealmaking  frenzy. 

Those  tax  breaks,  however,  evaporated  on  Jan.  1.  Tax-losi 
carryforwards  were  reduced  by  50<t  for  every  dollar  of  gov 
ernment  aid  in  federally  assisted  thrift  transactions,  and  th< 
aid  itself  became  taxable  income.  Because  of  the  loomin 
changes,  the  nation  was  treated  to  an  unseemly  spectacle 
Wall  closed  the  year  with  a  salvo  of  68  thrift  sales  ii 
December,  20  in  the  last  two  days  of  the  year  alone.  For  th 
year  the  bank  board  sold  off  222  thrifts  with  combine* 
assets  of  $100  billion,  doling  out  $38.6  billion  in  assistance  U 
S&L  buyers.  More  than  400  thrifts  remain  to  be  bailed  out, 

Now  that  the  tax  breaks  have  been  reduced,  it  will  b< 
harder  to  get  anybody  to  take  on  the  S&L  burden  unless  th< 
rules  of  the  game  are  changed,  either  by  Congress  or  by  the 
regulators.  There  have  been  a  number  of  suggestions  that 
make  sense,  including  limiting  deposit  insurance  to  $100,000 
per  family  and  curbing  the  activities  of  "hot  money"  bro- 
kers.  But  every  reform  applied  to  the  industry  over  the  past 
decade  has  failed.  What  remains  is  to  displace  the  manage- 
ments and  sell  off  the  assets  of  the  remainingi  stricken 
thrifts,  recording  the  losses  in  the  federal  budget  for  every 
one  to  see.  That  way  Congress,  which  harbors  so  many 
friends  of  the  savings  industry,  will  have  a  real  incentive  to 
exercise  its  responsibilities. 


GO  EASIER  ON  LATIN  DEBTORS 


President-elect  Bush  has  launched  a  review  of  former 
Treasury  Secretary  James  A.  Baker  Ill's  Third  World 
debt  strategy.  While  a  radical  change  in  that  policy  is 
far  from  certain,  Bush  should  consider  doing  more  to  help 
Latin  America. 

It  is  in  America's  self  interest  to  do  so.  The  debt  crisis  has 
cost  the  U.  S.  and  other  industrial  nations  billions  of  dollars 
in  lost  exports  and  jobs.  And  in  directing  his  national  securi- 
ty team  to  join  the  Treasury's  new  study,  Bush  has  tacitly 
acknowledged  that  the  debt  load  is  fueling  resentment  from 
Tijuana  to  Tierra  del  Fuego  that  could  pose  a  threat  to  the 
U.  S.  itself. 

Three  years  ago,  Baker  envisioned  $20  billion  in  new  bank 
loans  pouring  into  the  Third  World.  But  banks  across  the 
industrial  world  instead  are  rapidly  reducing  their  exposure 
to  developing  countries.  That's  why  an  increasing  number  of 
Latin  political   leaders  are  demanding  relief.   Venezuela's 


newly  elected  President,  Carlos  Andres  Perez,  proposes  sus 
pending  principal  payments  on  $30  billion  in  foreign  debt. 
Mexican  President  Carlos  Salinas  de  Gortari  wants  a  re- 
structuring of  his  nation's  $106  billion  in  loans  from  abroad. 
And  debt  is  a  central  issue  as  shaky  governments  in  Argen- 
tina, Brazil,  and  Chile  face  presidential  contests  in  1989. 

Economic  stability  in  Latin  America  must  be  a  prime 
concern  of  the  Bush  Administration.  Bush's  task  force  is 
likely  to  suggest  tax  and  regulatory  changes  to  encourage 
banks  to  offer  more  debt  relief.  But  the  panel  also  should 
set  the  tone  for  an  aggressive  campaign  of  guidance,  guar- 
antees, and  loans  by  the  industrial  world's  foreign-aid  agen- 
cies. Just  before  Bush's  election,  the  Reagan  Administration 
orchestrated  $4.75  billion  in  new  loans  and  other  credits  for 
Mexico  and  Argentina.  It's  now  up  to  Bush  and  Washing- 
ton's allies  to  continue  the  effort,  for  the  sake  of  the  West 
as  well  as  Latin  America. 
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Create  a  new 
world  where 
lightweight 
plastics  can 
outfly  metals. 

Aerospace  designers  are  limited  by 
their  materials,  not  their  dreams. 

At  BASF,  we  looked  at  the  design 
limitations  of  metals  and  saw  the 
need  for  a  radically  new  generation 
of  materials.  The  result:  strong, 
lightweight,  carbon  fiber  reinforced 
plastics.  These  Advanced  Composite 
Materials  will  enable  future  designs  to 
carry  more,  faster,  farther. 

In  one  industry  after  another,  from 
aerospace  to  automotive,  our 
broad-based  technologies  help  us 
create  new  worlds  by  seeing  in  new 
ways. 

The  Spirit  of  Innovation 


BASF 


We  send. 


Vferead 


We  write.  U 
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Over  at  the  Chair  Plant  in  Grand 
Rapids  they're  still  talking  about 
Wayne  Meuser,  the  night-shift  fore- 
man, and  his  assistant,  Terry  Van- 
denAkker.  Still  shaking  their  heads 
and  smiling. 

Just  the  other  night,  the  production 
crew  got  into  a  jam  because  their 
chrome  vendor  was  having 
trouble  getting  a  clean  layer 
of  chrome  down  on  the  T-line  chair 
frames.  Vendor  tried  everything,  even 
sent  over  extras,  trying  to  make 
schedule. 

But  around  3:00  AM,  as  they  were 
welding  and  buffing  out  the  last  of 
the  shipment  and  flecks  of  chrome 
started  flying  off,  it  got  to  be  pretty 
clear  that  things  weren't  going  to  work 
out  right.  The  night  shift  was  going 
to  come  up  a  few  frames  short.  Wayne 
will  tell  you:  "Steelcase  is  real  picky 
about  quality.  They  want  to  make  sure 


Stunt  men. 


the  customer  is  getting  top  of  the 
line  for  his  dollar." 

Well  sir,  two  frames  short,  they  got 
lucky.  Talked  a  security  guard  into 
unlocking  Quality  Control.  As  a  last 
resort.  They  found  four  masters. 
Took  the  best  two,  left  the  tags  and  a 
note— "Thanks,  we  needed  these 
for  schedule!" 
Next  day,  QC  wasn't  too 
happy.  The  plant  superintendent  even 
told  them  that  if  they  ever  pulled  a 
stunt  like  that  again,  he'd  think  about 
giving  them  some  unpaid  vacation. 
But,  as  Terry  put  it,  "in  the  end  he 
figured  it  would  be  a  lot  easier  to 
replace  the  master  frames  than  it 
would  be  to  replace  the  customer, 
if  the  full  order  wasn't  received." 

Understand,  Steelcase  has  this 
motto:  "The  schedule  must  be  met 
at  all  costs!" 

All  those  boys  did  was  take  it  literally. 
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Steelcase 


h>r  man-  infiimuilion.  call  1 1-401 1  133-9939 


Ih. 


1  heres  a  card  that  lets  you  mai<e  as  many  cans  as  you  wain  wunuui  ncmgmg  up  ui  ic-uuumg 

extra  numbers.  The  card  that  not  only  saves  you  money  it  saves  you  time. 

Every  time  you  push  the  "#"  button  between  calls.  Let  us  show  you.  1-800-888-0800 


Le  MCI  Card. 
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We  Guarantee 

to  Reduce  Your 

Estate  Taxes 

Up  to  90%* 


*Effective  reduction  subject  to  current  assumptions  and  other  requirements.  If  you 
have  a  net  worth  of  over  $2  million  dollars,  call  for  detailed  iiiformation  or  to 
request  our  video  tape—  "Wealth  Creation  and  Preservation" 
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►  Pay  your  taxes  at  10  to  30  cents  on  the  dollar.  n 

33 

►  Reduce  your  55%  estate  tax  bracket  to  10%  or  less.  > 

►  Increase  your  $600,000  estate  tax  exemption  many  fold.  z 

►  Achieve  guaranteed  risk-free  return  many  times  original  outlay. 
w               ►  Create  and  preserve  wealth  for  children  and  grandchildren. 

►  Increase  charitable  gifts  5  to  10  times  with  no  additional  outlay. 
f  Increase  your  $10,000  annual  tax-free  gifts  to  $1,000,000. 
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Change  from  last  week:  0.2% 
Change  from  last  year:  4.7% 
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The  production  index  fell  for  the  week  ended  Dec.  31.  On  a  seasonally 
adjusted  basis,  declines  in  lumber,  rail-freight  traffic,  coal,  and  electric  output  offset 
a  rise  in  steel  production.  Crude-oil  refining  was  unchanged.  Auto  and  truck  plants 
were  closed  for  the  holiday  week,  and  data  on  paper  and  paperboard  were 
unavailable.  Prior  to  calculation  of  the  four-week  moving  average,  the  index  dropped 
to  173.2  from  177.6.  In  December  the  index  rose  to  176.4  from  November's  174.3. 
BW  production  index  copyright   1989  by  McGraw-Hill  Inc. 


The  leading  index  increased  slightly  in  the  week  ended  Dec.  31.  On  the  plus 
side,  stock  prices  were  higher,  and  both  materials  prices  and  real  estate  loans  grew 
at  faster  rates.  Business  failures,  however,  rose  sharply,  and  bond  yields  were  higher, 
while  M2  growth  slowed.  Prior  to  calculation  of  the  four-week  moving  average,  the 
index  fell  to  204.8  from  205.7  in  the  previous  week.  In  December  the  index  climbed 
to  204.8  from  203.1   in  November. 

Leading  index  copyright    1989  by  Center  for  International   Business  Cycle  Research 
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latest 
week 


Week     %  Change 
ago      year  ago 


STEEL  (l/7)thous.  of  net  tons 

1,839 

1,710# 

3.4 

AUTOS  (1/7)  units 

109,566 

0 

4.0 

TRUCKS  (1/7)  units 

62,370 

0 

-19.0 

ELECTRIC  POWER  (1/7)  millions  of  kilowatt-hours 

53,862 

50,791  # 

-7.2 

CRUDE-OIL  REFINING  (1/7)  thous.  of  bbl./day 

13,413 

1 3,362  # 

3.7 

COAL  (12/31)  thous.  of  net  tons 

13,833  # 

19,768 

9.5 

PAPERBOARD  (12/31)  thous.  of  tons 

NA# 

744.9r 

NA 

PAPER  (12/31)  thous.  of  tons 

NA# 

751.0r 

NA 

LUMBER  (12/31)  millions  of  ft. 

312. 3# 

474.9 

19.3 

RAIL  FREIGHT  (12/31)  billions  of  ton-miles 

14.6# 

18.7 

2.8 
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Latest 
week 

Week 
ago 

%  Change 
year  ago 

STOCK  PRICES  (1/6)  S&P  500 

278.85 

277.76 

9.1 

CORPORATE  BOND  YIELD,  Aaa  (1/6) 

9.66% 

9.60% 

-3.4 

INDUSTRIAL  MATERIALS  PRICES  (1/6) 

101.5 

101.4 

3.6 

BUSINESS  FAILURES  (12/30) 

285 

180 

-11.5 

REAL  ESTATE  LOANS  (12/28)  billions 

$299.2 

$298.4 

11.9 

MONEY  SUPPLY,  M2  (12/26)  billions 

$3,066.7 

$3,068.  lr 

5.9 

INITIAL  CLAIMS,  UNEMPLOYMENT  (12/24)  thous. 

319 

308 

6.3 

Sources:  Standard  &  Poor's,  Moody's,  Journal  of  Commerce  (index:  1980=  100),  Dun  & 
Bradstreet  (failures  of  large  companies),  Federal  Reserve  Board,  Labor  Dept.  CIBCR  season- 
ally adjusts  data  on  business  failures  and  real  estate  loans. 


Sources:  American  Iron  &  Steel  Inst.,  Ward's  Automotive  Reports,  Edison  Electric  Inst.,  Amer- 
ican Petroleum  Inst.,  Energy  Dept.,  American  Paper  Inst.,  WWPA1,  SFPA2,  Association  of 
American  Railroads. 
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Latest 
month 


Month 
ago 


%  Change 
year  ago 


EnMEEKE 


Latest 
week 


Week 
ago 


Year 
ago 


JAPANESE  YEN  (l/n) 

126 

125 

126 

GERMAN  MARK  (l/ll) 

1.83 

1.79 

1.63 

BRITISH  POUND  (l/n) 

1.78 

1.81 

1.83 

FRENCH  FRANC  (l/n) 

6.22 

6.09 

5.50 

CANADIAN  DOLLAR  (l/ll) 

1.20 

1.19 

1.29 

SWISS  FRANC  (l/n) 

1.55 

1.52 

1.33 

MEXICAN  PESO  (l/i  i)3 

2,286 

2,283 

2,232 

Sources:  Major  New  York  banks.  Currencies  expressed  in  units  per  U.  S.  dollar,  except  for 
British  pound  expressed  in  dollars. 


BUSINESS  WEEK  PRODUCTION  INDEX  (Dec.) 

176.4 

174.3r 

5.5 

BUSINESS  WEEK  LEADING  INDEX  (Dec.) 

204.8 

203.  lr 

4.7 

EMPLOYMENT,  CIVILIAN,  MILLIONS,  (Dec.) 

116.0 

115.9r 

2.0 

UNEMPLOYMENT  RATE,  CIVILIAN  (Dec.) 

5.3  % 

5.4% 

-8.6 

Sources:  BW,  CIBCR,  BLS 
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Latest 
week 

Week 
ago 

%  Change 
year  ago 

MONEY  SUPPLY,  Ml  (12/26) 

$786.3 

$785.4r 

4.5 

BANKS'  BUSINESS  LOANS  (l  2/28) 

302.8 

301. 7r 

3.8 

FREE  RESERVES  (12/28) 

749r 

503  r 

66.1 

N0NFINANCIAL  COMMERCIAL  PAPER  (1 2/28) 

98.9 

101. 4r 

26.3 

Sources:  Federal  Reserve  Board  (in  billions,  except  for  free  reserves,  which  are  expressed  for 
a  two-week  period  in  millions). 


Latest 


Week     %  Change 
ago      year  ago 


GOLD  (1/1  l)$/troyoz. 

403.800 

409.350 

-16.2 

STEEL  SCRAP  (1/10)  #  1  heavy,  $/ton 

119.00 

113.00 

4.4 

FOODSTUFFS  ( 1  /9)  index,  1 967  =  1 00 

237.5 

236.4 

8.2 

COPPER  (i/7)s/lb. 

158.1 

160.9 

8.9 

ALUMINUM  (1/7)  c-/lb. 

114.5 

112.5 

30.9 

WHEAT  (1/7)  #2  hard,  $/bu. 

4.42 

4.30 

37.3 

COTTON  (1/7)  strict  low  middling  1  - 1  / 1 6  in. 

c/lb. 

55.89 

54.42 

-6.5 

Enmcunnim 


Sources:  London  Wed.  final  setting,  Chicago  mkt.,  Commodity  Research  Bureau,  Metals 
Week,  Kansas  City  mkt.,  Memphis  mkt. 


latest 
week 

Week 
ago 

Year 
ago 

FEDERAL  FUNDS  (1/10) 

9.15% 

9.40% 

6.81% 

PRIME  (l/ll) 

10.50 

10.50 

8.75 

COMMERCIAL  PAPER  3-MONTH  (l/l  D 

9.07 

9.00 

6.94 

CERTIFICATES  OF  DEPOSIT  3-MONTH  (l/ll) 

9.25 

9.18 

7.02 

EURODOLLAR  3-MONTH  (1/4) 

0.21 

9.31 

7.23 

Sources:  Federal  Reserve  Board,  First  Boston 


#  Raw  data  in  the  production  indicators  are  seasonally  adjusted  in  computing  the  BW  index  (chart);  other  components  (estimated  and  not  listed)  include  machinery  and  defense  equipment. 
1      Western  Wood  Products  Assn.  2  =  Southern  Forest  Products  Assn.  3  =  Free  market  value  NA  =  Not  available  r  =  revised  NM  =  Not  meaningful 
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MORE  FEET  FOR  YOUR  LEGS. 
BECAUSE  IT'S  A  LONG  STRETCH 

T^^   T^^  VC  ^f^^     Youll  feel  crowded  enough  once  you  get  to  Tokyo. 
I  ^^     1  ^^1%  I  ^^«   You  shouldn't  have  to  endure  it  on  the  long  flight  over. 

On  Malaysia  Airlines,  we  make  sure  your  legs  have  more  feet  to  stretch  out  In  fact, 
the  42"  seat  pitch  and  our  two  across  seating  in  our  Business  Class  is  what  many  airlines 
call  First  Class. 

In  the  comfort  of  our  Golden  Club  Class,  in  the  privacy  of  our  stretched  upper  deck,  you'll 
find  only  thirty-eight  passengers.  Thirty-eight  smiling,  relaxed,  pampered  passengers. 

So  next  time  you  fly  to  Tokyo,  or  anywhere  in  our  world,  choose  Malaysia  Airlines. 
Sit  back,  relax  and  experience  the  gentle  warmth  and  charm  that  only 
Malaysians  can  offer. 


ftmalaysia 

^■^  ^~  «74  IftL  I  IVES 

ENCHANTMENT  WHEREVER  YOU  FLY 


\MMkKIHM«liANi.M>K«m'HAI«KKANKH'Kl  •  HONG  KONG  •  KUALA U  MPUR  •  LONDON  •  LOS  ANGBUS •  MADRAS  •  MELBOt  K^  (PARS*  PERTH  •  SEOUL  •  SYDNEY  •  lAll'H  •  TOKYO 
FOR  RESERVATIONS,  CONTAI  I  vni  RrAVOURfTl  ikwh  AGEN1  OR  VN>  MALAYSIA  AIRLINES  OFFICE   LOS  ANGELES  m         D4U-0M9ORCALI  OURTOLL^RB  RHI 

SANFRANCBCOTRI    MIS)  TRMSH.  CHICAGO  TBI  .mvoKKIH 
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idds  up  to  astounding  personal  service. 

The  care  shows  through  the  moment  you 
arrive  and  find  a  waiting  smile  at  the  check  in 
counter  instead  of  a  line.  When  you  leave,  we'll 
check  you  out  in  an  instant  with  a  receipt  slipped 
under  your  door. 

We'll  show  you  we  care  with  our  freshly- 
baked  chocolate  chip  cookies  delivered  to  your 
room  on  your  first  night — just  to  welcome  you. 

At  Doubletree  hotels,  we  believe  that  caring 
really  does  show.  And  when  you  stay,  you'll  earn 
travel  awards  on  Continental,  Eastern,  America 
West  or  Braniff  Airlines. 


MONTEREY 

At  Fishermans  Wharf.  Near 
Monterey  Bay  Aquarium 
and  Carmel.  Adjacent  to 
the  Monterey  Conference 
Center. 
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ORANGE  COUNTY 

At  The  City.  Near  Disney- 
land® and  Anaheim 
Stadium.  20  minutes  from 
John  Wayne  Airport. 


SAN  DIEGO 

Located  in  the  heart  of 
Mission  Valley.  Near  Sea 
World  and  the  San  Diego 
Zoo.  10  minutes  from  the 
San  Diego  Airport. 


SANTA  CLARA 
At  the  Santa  Clara  Con- 
vention Center.  In  the 
heart  of  Silicon  Valley. 
Adjacent  to  Great  America 
Theme  Park.  10  minutes 
north  of  San  Jose  Airport. 


SEATTLE 

Doubletree  Suites  Seattle 
with  free  breakfast  and 
manager's  reception. 
Doubletree  Inn  at  South- 
Center  near  SoUthCenter 
Mall.  5  minutes  from  Sea- 
Tac  Airport. 


VENTURA 

Complete  resort  hotel  on 
California's  Gold  Coast. 
Only  90  seconds  from  the 
beach  and  less  than  an 
hour  from  Los  Angeles. 


in 

II 


Doubletree  Hotels  are  also  located  in:  Atlanta»Austin*Dallas(2)*Houston(3)*Kansas  City* Louisville  (The  Seelbach)  I 


BCQUERQUE 
lownrown  Albuquerque 
keen  i>>  the  i  Itvi  Plaza 
I  ^  onvention  i  enter. 
ii  the  Ubuquerque 
p  'it 


DENVER 

At  HeathcrRidge  (.  lountry 

1 5  minute*  trom 
Stapleton  Airport  Near 
Red  Rock-.  P. irk  and  ( loon 
Hui»'i\ 


IB 
PHOENIX 
Doubletree  Suite*  u  the 
Phoenix  i  iatewa)  i  'enter, 
,  2  mike  north  ol  Sky  Har- 
bor International  Airport 

(.  .'inplniK'iit.irv  breakfast 
and  hosted  nM.kt.ul  hour. 


Pa^^^T    - 

... 

r 

M  A 

m*K:   *<* 

1 

SALT  LAKE  CITY 
Adjacent  to  the  S.ilt  Mace 

Convention  ( 'enter  C  \>m 
plimentary  breakfast  and 
evening  reception   1  block 

trom  Temple  Square, 


SCOTTSDALE 
Ai  Scortsdale  Mall  in 

Old  Town  Scottsdale.  Near 
Fittb  Avenue  shopping 
and  Scottsdale  Center  tor 
the  Arts. 


TUCSON 

At  Randolph  Park.  Com- 
plete resort  bote!  only 
10  minutes  from  downtown 
Tucson  and  15  mir 
from  the  airport.  Ne 
bjeson 


Umi*Naahvtile»New  Orieara*St.  Louis*lul8a(2)*Vaii*Opening  Summei  1%9:  Dallas  Park  'Xfcst+Fuadena 
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SHE  SUFFERS  FROM  A       I 
SERIOUS  DRINKING  PROBLEM. 


She  doesn't  know  it  yet,  but 
Melissa's  problem  is  her  Mom. 

Her  mother  is  an  alcoholic. 

Melissa  is  just  one  of  the  7  mil- 
lion children  of  alcoholics  in  desperate 
need  of  help. 

As  she  grows  up,  if  she  conforms 
to  the  usual  pattern,  here's  what  will 
happen: 

She  won't  do  well  in  school.  She 
won't  have  many  friends.  She'll  start 
feeling  guilty.  (She'll  actually  believe 
it's  all  her  fault.) 

She'll  also  feel  very  scared. 

Later,  in  her  teens,  she'll  prob- 
ably start  drinking  herself. 

The  evidence  suggests  that 
children  of  alcoholics  are  four  times 
more  likely  than  other  kids  to  become 
alcoholics  themselves. 

It's  a  cycle  that  could  easily  go 
on  forever. 

At  the  Children  of  Alcoholics 
Foundation,  we  know  there's  no 
simple  answer. 

But  we  do  know  ways  to  reduce 
the  suffering  of  children  like  Melissa. 

We  have  educational  programs 
and  we  promote  research. 

We  can  also  put  sufferers  in 
touch  with  programs  offering  guid- 
ance to  children  and  parents. 

We're  trying  to  break  the  cycle, 
but  we  can't  do  it  alone. 

If  you'd  like  to  help,  send  just 
$10,  or  more  if  you  can  afford  it. 

In  return,  we'll  send  you  reports 
and  information  about  this  complex 
and  alarmingly  widespread  problem. 

It's  one  face  of  alcoholism  that's 
remained  anonymous  long  enough. 

CHILDREN  OF  ALCOHOLICS 
FOUNDATION,  INC. 

200  Park  Avenue,  31st  Floor,  New  York,  NY 
10166  Tel:  (212)  949-1404 
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READ  THESE  TIPS, 
GEORGE 


As  everyone  of  importance  seems  to 
be  giving  Mr.  Hush  guidance  on 
how  to  either  keep  or  break  his  election 
promise  ("Read  my  lips,  George:  Don't 
raise  taxes,"  Economic  Viewpoint,  Dec. 
5),  here  are  three  ideas  from  an  egg 
producer  in  the  hinterland: 

■  Establish  a  minimum  25%  downpay- 
ment  requirement  on  all  consumer  credit 
purchases.  This  would  reduce  the  coun- 
try's insatiable  appetite  to  borrow,  thus 
creating  a  disincentive  to  spend  and  con- 
sequentially increasing  the  savings  rate. 
Additionally,  the  balance  of  payments 
could  be  tamed  (as  an  ever-increasing 
percentage  of  consumer  goods  are  for- 
eign-made) without  contravening  the 
General  Agreement  on  Tariffs  &  Trade 
or  other  trade  agreements. 

■  Exempt  all  earned  interest  from  in- 
come tax  to  encourage  saving. 

■  Reduce  the  mortgage  deduction  to 
80%  of  the  average  U.  S.  new  home 
price.  The  tax  break  for  buying  homes 
has  been  grossly  abused,  and  the  hope  is 
that  some  of  that  real  estate  subsidy — 
which  does  nothing  for  the  country's 
competitiveness — will  be  rechanneled. 

Arthur  Vaughan 
Knob  Noster,  Mo. 

UNFAIR  FARES: 

A  DOWNSIDE  TO  DEREGULATION 

Price-per-mile  is  the  one  area  of  the 
airlines'  operation  that  should  be 
regulated  ("The  frenzied  skies,"  Cover 
Story,  Dec.  19).  Look  at  these  figures: 

Under  American  Airlines  Inc.'s  new 
fare  schedule,  the  New  York-Los  Ange- 
les round-trip  coach  fare  is  $1,076.  The 
total  mileage  is  4,902.  Or  one  can  fly,  for 
a  round-trip  fare  of  $499,  from  New 
York  to  Paris,  then  fly  round  trip  from 
Paris  to  Los  Angeles  for  $664.  The  com- 
bined New  York  to  Paris  to  Los  Angeles 
round  trip  is  18,474  miles.  The  extra 
13,572  miles  costs  just  $87. 

The  price-per-mile  must  be  regulated, 
with  an  additional  sum  allowed  for  the 
extra  fuel  used  on  takeoff.  Will  mileage- 
pricing  stifle  competition?  Certainly  not! 
Competition  is  more  than  just  price.  It 


include!  on  time  performance,  food  qua] 

ity,  s«-at  width,  leg  room,  baggage  han- 
and  terminal  comfort 

Judeon  H  Spencer 

New  York 

Your  Cover  Story  may  be  a  lurpri  ie 
to  BUSINESS  WEEK  and  its  pop-eyed 
frequent  flyer,  but  any  graduate  student 
in  utility  economics  could  have  predicted 
this  outcome  10  years  ago.  Airlines  are 
public  utilities  with  a  preponderance  of 
fixed  assets.  Their  per-unit  costs  decline 
with  increases  in  market  share;  there- 
fore the  industry  has  a  natural  tendency 
to  ever-increasing  concentration.  Once 
the  market  has  been  divided  between 
oligopolists,  service  fees  will  rise  be- 
cause of  tacit  collusion,  or  just  follow- 
the-leader  pricing,  with  a  simultaneous 
decline  in  service  quality. 

While  deregulation  may  have  bought 
the  industry  temporary  gains,  the  hidden 
disadvantages  that  it  was  designed  to 
prevent  will  play  an  increasing  role,  all 
soothing  proclamations  from  Professor 
Kahn  and  others  notwithstanding.  It  will 
probably  take  an  inevitable  major  air  di- 
saster to  bring  back  the  level  of  regula- 
tion the  industry  needs  and  deserves. 

Richard  Hyse 
Oswego,  X.  Y. 

LOADED  LANGUAGE 

AMD  SINGLE  FATHERS 

It  would  help  if  articles  on  fathers 
("Why  more  dads  are  getting  the 
kids," -Social  Issues,  Nov.  28)  used  more 
affirming,  sensitive  language  toward 
men  who  are  parents.  Edward  McNa- 
mara  is  not  "unwed,"  but  single.  Unwed 
is  a  negative,  archaic  term  that  denotes 
something  lacking — do  we  call  married 
men  and  women  "unsingle"?  Male  par- 
ents are  not  "Mr.  Moms" — we  are  fa- 
thers who  make  a  unique,  vital,  gender- 
specific  contribution  to  our  children.  The 
1  million-plus  single  fathers  in  this  coun- 
try are  not  just  "supporting  children  in 
their  homes" — support  implies  only  a 
traditional,  financial  contribution.  Single 
fathers  are,  in  fact,  full  parents.  If  you 
were  referring  to  single  mothers,  would 
you  say  they  "support"  their  children,  or 
"raise"  them?  In  the  best  interests  of 
our  children,  our  language  should  reflect 
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THE  NEW  BMW5-SERIES.THE  MOST  ;  ;     ; 

INNOVATIVE  PERFORMANCE  SEDAN  SINCE    : 

WE  INTRODUCED  THE  FIRST  ONE.  ^M^t^ 

Nearly  three  decades  ago,  BMW  created  the  very  first  Now,  to  the  delight  of  the  former  and  the  contin- 

automobile  that  combined  true  sports  car  performance  ued  frustration  of  the  latter,  BMW  introduces  a  5-Series 

with  four-door  practicality.  that,  in  the  words  of  AutoWeek  Magazine,  "effectively 

Serious  drivers  no  longer  had  to  choose  between  recalibrates  the  performance  sedan  benchmark." 
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■'    \9HH  BMW  of  North  Amenta.  Inc   The  BMW  trademark  Jiid  logo  arc;  registered 


VACHERIE,  ST.  IAMIS  PARISH. 
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I  he  new  5  35i  you  sec  here  abundantly  fulfills  the 
romiseoi  itsathleticslupe.Its208-hp6<ylindersprints 
om  0to60  in  just  over  7  seconds,  while  its  sleek,  stable 
odyand  patentee!  fully-independent  suspension  let  you 
ance  through  corners  with  ease 

It  is  roomier  inside  and  provides  "almost  perfect 
oise  insulation"  plus  "ride  comfort  thatsetsanewstan- 
ard  in  this  class  (Automobile  Magazine) 


And  ils  host  of  inventive  safety  features  includes 
superior  anti-lock  brakes  and  unitized  steel  construc- 
tion designed  to  absorb  35%  more  impact  energy  than 
U.S:ciasnworthiness  standards  require, 

The  new  5-Series  is  impressive  on  paper  But  a 
test  drive  at  your  authorized  BMW  dealer  will  ^~ 
prove,  u  is  exhilaratingly  so  on  pavement. 

THE  ULTIMATE  DRIVING  MACHINE. 
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Arkwright  has  one  purpose.  To  help  its  customers  throughout  the  world  minimize  their 
long-term  cost  of  risk.  To  do  this,  we  provide  a  wide  range  of  risk  management  services, 
which  we  apply  in  a  disciplined  and  straightforward  way.  First,  working  with  our  custom- 
ers to  identify,  evaluate  and  reduce  risk  through  engineering.  Then,  tailoring  a  program 
to  protect  exposures  that  cannot  be  eliminated.  With  all  that's  at  stake,  everyone  at 
Arkwright  must  be  accountable  to  the  customer.  Always.  At  Arkwright,  we  try  to  avoid 
surprises.  In  fact,  we're  dedicated  to  preventing  them. 
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ARKWRIGHT 

Arkwright  Mutual  Insurance  Company 
Hobbs  Group,  Inc. 
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lUr  efforts  ti>  make  mothers  ami  fathers 
•qual  nts. 

.Ion  R.  Ryan,  President 

National  Organization  for  Birthf'athers 

&  Adoption  Reform 

Baltimore 

DON'T  BLAME  BORMAN 

FOR  DEMANDING  THE  RIGHT  STUFF 


Your  review  of  Frank  Borman's 
Countdown:  An  Autobiography 
unfortunately  ends  on  a  sour  note 
How  the  right  stuff  failed  Frank  Bor- 
man  at  Eastern,"  Books,  Nov.  21).  If 
Borman  is  a  loser,  the  rest  of  us  must  be 
in  pretty  sad  shape.  He  prepared  himself 
for  the  highest  level  of  combat:  From 
West  Point,  to  the  moon,  to  Harvard 
University,  to  Eastern  Air  Lines  Inc., 
and  finally  into  retirement.  Along  this 
road,  he  was  guilty  only  of  demanding 
hard  work,  fair  play,  and  of  being  the 
best  he  could  be.  Was  he  not  simply 
requesting  these  elements  from  his  fel- 
low Eastern  employees? 

If  we  all  lived  by  Borman's  standards, 
I  doubt  we  would  be  talking  about  the 
decline  of  American  productivity  and 
competitiveness  in  the  global  arena. 

Robert  0.  Lakin 
El  Paso 

ARE  ABORTIONS  HELPING 

TO  SAVE  THE  EARTH? 

*P^^rugs  that  shouldn't  be  political 
Irpawns"  (Editorials.  Nov.  14) 
misses  an  important  point:  Abortions  are 
not  only  a  medical  necessity,  they  are 
required  for  continued  life  on  earth. 
From  the  high-tech  industry's  exotic  tox- 
ics to  the  excessive  C02  produced  by 
burning  tropical  rain  forests,  activities 
to  sustain  our  ever-larger  numbers  are 
producing  pollutants  faster  than  we  can 
comprehend,  let  alone  control.  Ecologi- 
cally, our  planet  is  overpopulated  now. 

Fanatic  antiabortionists  are  the  lead 
lemmings  in  the  march  to  the  sea  of 
chaos  and  disaster.  If  they  succeed,  they 
ultimately  will  bring  us  not  the  right  to 
life,  but  the  death  of  the  entire  human 
|  race,  if  not  of  all  life  on  earth. 

Patrick  Spangler 
Pleasanton,  Calif. 

A  HEALTH  CARE  OFFICIAL 
JUST  SAYS  'YES'  TO  GENERICS 

I  agree  with  "Drugs:  What's  in  a  name 
brand?  Loss  and  loss"  (Industries, 
hoc  5).  1  oversee  the  pharmacy  program 
for  L.S  million  consumers  in  13  states. 
Our  company's  goal  is  to  provide  high- 
quality,  cost  effective  health  care.  We 
evaluate  all  proscription  medications  to 
determine  which  manufacturers  produce 


quality  pharmaceutical  We  have  found 
thai  generic  drugs  are  a  great  value;  we 
use  them  extensively. 

If  the  drug  companies  do  nol  acknowl- 
edge   the    now    competitiveness    in    the 
marketplace   aid    change    their   and. 
eric  drug  tactics,  they  will  be  the  losers. 

Perry  Cohen 

Vice-President 

Maxicare  Health  Plans  Inc. 

Los  Angeles 

FIRING  AT  SUHUHU 
FROM  THE  HOME  FROHT 


'^MMhy  Sununu  is  making  so  many 
WW  people  nervous"  (Top  of  the 
News,  Nov.  28)  was  off  the  mark.  If  he 
"erase[d]  the  state  deficit,"  he  did  it  by 
slashing  funds  for  social  services. 

Sununu  is  a  fanatical  ideologue:  He 
has  twice  vetoed  the  right-to-die  bills 
that  have  passed  the  State  House,  and 
he  wrote  me  a  defensive  letter  [saying] 
these  bills  were  a  "license  to  murder." 
Yet  he  is  hot  for  the  death  penalty. 

Contrary  to  his  responsibility,  he  has 
failed  to  protect  our  environment  from 
speculative  out-of-state  developers,  and 
his  role  in  the  U.  S.  Energy  Dept.'s  at- 
tempt to  put  a  huge  nuclear-waste  dump 
in  central  New  Hampshire  was  shame- 
ful. He  appeared  at  our  high  school 
meeting  to  bawl  us  out  for  questioning 
his  authority.  (One  regional  paper  refers 
to  him  as  King  John.)  He  successfully 
blocked  recognition  of  Martin  Luther 
King  Jr.'s  birthday  in  New  Hampshire. 
If  Seabrook  starts  up,  we  ratepayers 
will  stagger  under  the  load.  And  while 
there's  no  tax  on  salaries,  there  is  a 
state  income  tax  on  interest  and  divi- 
dends— which  discriminates  against  the 
elderlv  and  retired. 

F.  M.  Veeder 
Hillsboro,  N.  H. 


CLARIFICATION 

The  Nov.  28  Industrial/Technology  Edi- 
tion included  a  story  about  a  Japanese 
project,  called  TRON',  to  devise  a  single 
computing  standard  for  everything  from 
personal  computers  to  mainframes.  Al- 
though the  story  cited  concerns  that 
TRON  would  preclude  U.  S.  companies 
from  competing  in  Japan,  we  did  not 
mean  to  suggest  that  the  creator  of  the 
project.  Ken  Sakanuira,  believes  there 
are  any  grounds  for  such  concerns.  He 
has,  in  fact,  promoted  TRON  as  a  project 
open  to  all  foreign  companies. 


Letters  to  the  Editor  should  be  sent  to  Readers 
Report,  Business  Week,  1221  Avenue  ol  the  Ameri- 
cas, New  York,  N  Y  10020  Fax:  (212)  512-6875. 
Telex:  12-7960.  Intl  4998204  All  letters  must  in- 
clude an  address  and  daytime  and  evening  tele- 
phone numbers  We  reserve  the  right  to  edit  letters 
lor  clarity  and  space. 
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The  world's  smallest  chemical  plants  are  raW 


Schott  makes  large 
chemical  plants  which 
process  waste  acids  in 
several  stages  so  that  the 
acids  may  be  reused. 


Nature  has  endowed  the  drag- 
onfly with  a  perfect  chemical 
plant  in  miniature.  The  prey  it 
feeds  on  cannot  be  broken 
down  immediately.  It  must  first 
pass  through  a  tiny  reactor  ves- 
sel -  the  dragonfly's  stomach. 

The  food  is  processed  in 

several  steps.  Special  enzymes 
decompose  the  albumen. 
Carbohydrates  are  transformed 


into  simple  sugars.  Finally,  all 
water  is  withdrawn  so  that  every 
drop  can  be  used. 

Schott  chemical  plants 

work  in  much  the  same  way.  A 
typical  example  is  a  plant  for 
recycling  waste  acids.  They 
are  first  piped  into  a  reactor. 
Reusable  substances  are 
separated  from  those  to  be 
disposed  of.  Finally,  the  water  is 


withdrawn.  The  valuable  acids 
which  remain  are  then  ready 
to  be  reintroduced  into  pro- 
duction. 

Schott  designs,  supplies 

and  assembles  complete 
chemical  processing  plants  - 
some  as  high  as  82  feet.  The 
basic  components,  such  as 
tubes,  valves,  columns  and 
heat  exchangers  are  made  of 


/ft  tature.  The  largest  are  made  by  Schott. 


"Duran".  This  borosilicate  glass 
has  outstanding  resistance  to 
thermal  shock  and  corrosion. 

Just   as  the   dragonfly's 

stomach  is  unaffected  by  strong 
digestive  juices,  so  is  "Duran" 
highly  resistant  to  corrosive 
substances. 

Complete  chemical  proc- 
essing plants  are  just  one 
example  of  how  Schott's  inno- 


vative development  responds  to 
specific  needs.  In  today's  world, 
special  glass  helps  keep  tech- 
nology advancing. 

Schott  worldwide:  50,000 

products,  42  production  facili- 
ties, represented  in  more  than 
100  countries,  with  over  $1  billion 
in  sales. 

Schott  in  the  USA:  8  com- 
panies  employing   more   than 


1200  people. 

___  Would  you  like  to  know 
more  about  our  special  glass? 
Write  to:  Schott  Corporation, 
Department  B  18,3  Odell  Plaza, 
Yonkers  NY  10701. 

C3  SCHOTT 

Nobody  knows  more  about  glass. 
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When  you've  got  to  have  a  copy,  you'd 
better  have  a  copier  from  Kodak.  They've  been 
top-rated  for  reliability — and  service — 
seven  years  running! 

Kodak  copier  technology  has  led  the  way  to  greater 
copier  reliability.  It  began  with  bending  light 
instead  of  paper,  to  keep  the  paper  path  straight. 
And  replacing  problematic  drums  with 
ingenious  film  belts.  The  list  goes  on.  Which  is 
why  Kodak  copiers  have  won  awards  for 
reliability,  from  an  independent  research  organi- 
zation, seven  years  in  a  row. 

Service  is  the  other  half  of  the  reliability  story 
and,  no  surprise,  Kodak  copiers  are  top-rated 
a   for  service  again  and  again.  For  all  the 
Ak    details,  see  a  Kodak  copier  demonstration. 
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Call  1 800  44KODAK 
(1 800  445-6325)  Ext.620. 


Leading  technology: 

The  Kodak  copier  advantage. 
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The  new  vision  of  Kodak 


AST  FADE:  DAVID  PUTTN AM,  COLUMBIA  PICTURES 
ND  THE  BATTLE  FOR  HOLLYWOOD 

y  Andrew  Yule 

elacorte  Press  •  376pp  •  $19.95 

HAS,  HOLLYWOOD  HAD 
THE  LAST  LAUGH 


BILL  COSBY  WANTED 
TO  DO  LEONARD  HIS 
WAY,  AND  PUTTNAM 
COULDN'T  STOP  HIM 


When  Darryl  Zanuck  headed 
production  at  Warner  Broth- 
ers, the  story  goes,  he  used  to 
put  together  an  entire  year's  production 
schedule  in  one  day.  On  a  legal  pad  he 
would  list  the  two  dozen  scripts  that 
Warner's  writers  were  working  on.  Then 
he  would  list  the  stars  under  contract. 
Then  he  would  match  them  up. 

It  was  usual,  for  such  stars  as  Hum- 
phrey Bogart  and  Bette  Davis  to  make 
as  many  as  four  films  a  year.  "They're 
under  contract,  aren't  they?"  Zanuck  is 
reported  to  have  said.  "They'll  be  in  the 
pictures  we  tell  them  to."  And  for  sala- 
ries of  up  to  $20,000  a  picture,  many  top 
stars  remained  willing  stable  members. 

That  changed  in  1950  when  Jimmy 
Stewart  got  a  cut  of  profits  from  Win- 
chester '73.  The  movie  made  him  one  of 
Hollywood's  richest  stars — and  the  loos- 
ening of  Hollywood's  purse  strings  be- 
gan. Since  then,  competition  from  TV 
and  the  advent  of  a  lucrative  videocas- 
sette  market  have  raised  the  ante,  and  a 
star  of  Sylvester  Stallone's  magnitude 
can  gel  $16  million  a  film.  Even  Barbra 
Streisand,  hit  less  for  years,  commands 
m  million.  Writers,  directors,  and  pro- 
ducers can  earn  more  than  $1  million 
each,  helping  to  make  Hollywood  the 
world's  Ferrari  capital. 

Frantic  competition  for  stars  has 
helped  push  the  average  tiltn  budget  to 

more  than  $20  million.   Moreover,  the 
Warners  and  the  Zanucks  have  been  re 


placed  as  power  brokers  by  star  direc- 
tors such  as  Steven  Spielberg  and  box- 
office  magnets  such  as  Eddie  Murphy. 
Perhaps  the  most  powerful  man  in  Hol- 
lywood, in  fact,  is  agent  Michael  Ovitz, 
who  represents  some  of  the  town's  most 
marketable  talent.  By  dangling  a  Stal- 
lone or  a  Paul  Newman  before  a  studio 
executive,  Ovitz  can  not  only  name  his 
price  but  can  also  dictate  which  picture 
will  be  made,  which  director  hired. 

Into  this  spendthrift  atmosphere  came 
British  producer  David  Puttnam.  Named 
president  of  Columbia  Pictures  in  1986, 
Puttnam  declared  war  on  Hollywood's 
profligacy.  Fifteen  months  later,  after 
alienating  major  stars  and  producers,  he 
was  gone.  Puttnam's  battle  with  the 
Hollywood  Establishment  is  the  subject 
of  Scottish  writer  Andrew  Yule's  Fast 
Fade.  It  should  be  a  compelling  tale,  for 
Puttnam  undoubtedly  had  the  right  mes- 
sage for  Hollywood.  But  Yule,  who 
seems  to  have  rushed  into  print,  perhaps 
to  beat  two  other  planned  books  on  Putt- 
nam, never  really  explores  how  perni- 
cious Hollywood's  star  system  is. 

Yule  devotes  nearly  half  the  book  to 
Puttnam's  transformation  from  ad  exec- 
utive to  Britain's  finest  filmmaker.  Yet 
beyond  recounting  Puttnam's  struggles 
for  financing,  he  offers  little  insight  into 
the  making  of  the  man  who  would  take 
on  Hollywood.  The  most  telling  incident 
is  Puttnam's  L979  run-in  with  Dustin 
Hoffman.    Signed    for   a    cameo   on    the 


What  is 


You  heard  about  KAIZEN... 

You  Read  About 

JIT/TOYOTA 

PRODUCTION  SYSTEMS... 

Now  Learn  How  to  Apply 

KAIZEN  and  JITto 

Manufacturing  Firms  or 

Service  Organizations  by 

Attending  Your  Choice  of 

Four  Practical  Seminars 


KAIZEN,  the  Japanese  term  for 
continuous  improvement,  describes 
a  trademarked  method  of  proven 
concepts,  systems  and  management 
tools.  When  properly  applied, 
companies  experience  significant 
improvements  in  quality,  increased 
productivity  and  ultimately,  greater 
profits,  without  the  expense 
associated  with  innovation. 

These  programs  are  presented 
by  Masaaki  Imai  featuring  KAIZEN 
and  JIT  experts  from  Japan  and  the 
U.S.  The  KAIZEN  Institute  of 
America  and  The  Hartford  Graduate 
Center  are  sponsoring  this  series  of 
seminars,  to  be  held  May  1-6, 1989, 
in  Hartford,  CT.  Choose  from: 
Program  A:  Basics  of  KAIZEN 
Seminar.  May  1-2  (2  days); 
51,000  per  person. 
Program  B:  Basics  of  KAIZEN 

Seminar  and  an  Introduction  to 
the  JIT/Toyota  Production 
System.  May  1-3  (3  days); 
$1,500  per  person 
Program  C:  Basics  of  KAIZEN 

Seminar  and  an  Introduction  to 
Just-In-Time  for  the  Service 
Industry.  May  1-3  (3  days); 
Si, 500  per  person. 
Program  D:  Basics  of  KAIZEN 
Seminar;  Introduction  to  the 
JIT/Toyota  Production  System 
and  a  special  In-Plant  JIT/ 
KAIZEN  Workshop.  May  1-6 
(6  days);  $3,000  per  person. 
(Limited  to  first  40  registrants.) 
Special  Savings:  $100  off  each 

additional  registration  from  the 
same  company;  $100  off  each 
early  registration  (all  fees  paid 
by  April  1,1989). 


For  registration  (attendance  limited) 
or  for  information  call: 

Alice  Heist.  The  Hartford  Graduate 
Center.  (203)  548-2418. 
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Sometimes  success  requires 
a  little  reorganization. 


Imagine  that  your  head- 
quarters in  New  York  was  next 
door  to  your  factory  in  Los 
Angeles.  Imagine  that  your  re- 
gional office  in  St.  Louis  was 


across  the  street  from  your  R&D 
center  in  Austin. 

Then  you  would  be  able  to 
spend  more  time  working  for 
your  customers.  And  less  time 


working  against  yourself. 

As  one  of  the  world's  leading 
commercial  systems  integra- 
tors, Andersen  Consulting  uses 
technology  to  overcome  geog- 
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raphy.  We  can  help  create  a 
cohesive  environment  in  which 
information  flows  quickly  and 
easily.  Decisions  can  be  made 
more  intelligently.  And  your 


left  coast  will  know  what  your 
right  coast  is  doing. 

All  of  which  are  just  sound 
business  principles. 

Simply  restated. 


Andersen 
Consulting 

ARTHUR  ANDERSEN  &  CO. 


Where  we  go  from  here. 


All  hits,  no  errors. 

With  Omnifax,  everything  you  send  is  a  hit.  Typed  documents, 
charts,  diagrams,  even  photographs  are  reproduced  in  near  picture- 
perfect  detail.  You'll  get  years  of  error-free  operation,  plus  all  the 
latest  features  that  make  documents  as  easy  to 
fax  as  they  are  to  read.  For  details  and  a  free    > 
booklet,  The  Joy  of  Fax,  call  1-800-221-8330 

OMNIF4X 

Omnifax  is  sold  and  serviced  in  the  U.S..  Canada  &  Puerto  Rico  by  Telautograph  Corporation. 


If  you  advertise  to  mutua  fund  investors,  consider  the 
potential  in  our  two  special  reports  on  Equity  Funds 
and  Fixed  Income  Funds.  No  other  business  maga- 
zine attracts  as  many  quality  investors  with  its  mutual 
fund  reports.  So  buy  both  issues  and  reinforce  the 
power  of  your  message  in  BusinessWeek 

The  Equity  Fund  Report  Issue,  2/20/89 
"losing:  January  20, 1989 


The  Fixed  Income  Report  Issue,  2/27/89 
/losing :  January  30, 1 989 
For  information,  call  Paul  Halas  at  (212)  512-3676. 
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British  film  Agatha,  Hoffman  broug  I 
in  a  writer,  had  his  role  enlarged,  anl 
wound  up  sharing  top  billing. 

Subsequently,  Puttman  steered  deal 
of  stars  while  making  such  brilliaiil 
films  as  The  Killing  Fields  and  the  Om 
car-winning  Chariots  of  Fire.  Thougl 
none  of  his  films  were  blockbusters! 
Coca-Cola  Inc.,  which  had  bought  Colurnl 
bia  in  1982,  gave  him  the  top  job,  largel  I 
because  of  the  acclaim  for  Chariots.  Acl 
cording  to  Yule.  Coke  empowered  Puttl 
nam  to  end  lucrative  contracts  with  mal 
jor  producers  and  cut  stars'  salaries. 

The  book  recounts  Puttnam's  confronl 
tations  with  Hollywood's  elite.  He  rel 
fused  to  take  movies  from  longtime  Col 
lumbia  producer  Ray  Stark,  known  foa 
his  big-budget  tastes.  After  Puttnam  lec-J 
tured  the  staff  of  superagent  Ovitz  onl 
how  they  were  raping  Hollywood  and 
went  around  Ovitz  to  deal  directly  with 
stars,  Ovitz  stopped  sending  him  proj- 
ects. Puttman  infuriated  actors  Dan 
Aykroyd  and  Warren  Beatty,  and,  again, 
Hoffman.  And  though  he  denied  it,  a 
gossip  column  quoted  him  as  calling  Bill 
Murray  "a  taker"  who  "makes  millions 
off  movies,  but  gives  nothing  back  to  his 
art."  As  a  result,  Murray  and  Aykroyd 
refused  to  consider  making  a  sequel  to 
Ghostbusters,  their  1984  megahit. 

Much  of  this  has  been  reported,  but 
Yule  does  provide  fresh  material  on  the 
making  of  the  $24  million  dud  Leonard 
Part  VI.  As  star  and  producer,  he 
writes,  Bill  Cosby,  banking  on  his  super- 
stardom  and  his  role  as  Coke'  spokes- 
man, repeatedly  rewrote  the  script  and 
insisted  on  overpaying  the  crew.  Putt- 
nam had  to  let  the  disaster  play  out,  for 
Columbia's  craving  for  hits  won  out  over 
its  desire  to  curb  Hollywood's  excesses. 

Unfortunately,  Yule  sticks  so  close  to 
Puttnam's  point  of  view  that  he  misses 
the  larger  significance  of  his  story.  He 
casts  Coke  and  Puttnam  as  adversaries, 
not  understanding  that  the  star  system 
frustrated  both.  Puttnam's  failure  to 
overcome  it  ultimately  led  Coke  to  quit 
the  industry,  just  five  years  after  it  paid 
$750  million  for  Columbia.  In  1987,  fol- 
lowing the  failure  of  the  $50  million  Ish- 
tar,  begun  before  Puttnam's  arrival, 
Coke  spun  off  most  of  Columbia.  Putt- 
nam left — with  $3  million  in  severance. 

He's  back  in  England  now,  making 
movies  under  a  fat  Warner  Brothers 
contract.  Columbia  is  signing  up  high- 
priced  talent  and  has  talked  Murray  and 
Aykroyd  into  making  the  big-budget 
Ghostbusters  II.  And  Hollywood,  having 
chewed  up  and  spit  out  David  Puttnam, 
is  still  spending  like  a  mogul's  mistress 
on  Rodeo  Drive. 

BY  RONALD  GROVER 
Los  Angeles  Bureau  Chief  Ronald  Graver 
covers  the  entertainment  industry. 
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With  Nagase  You're  in  High  Tech  Company. 


Let  us  introduce  ourselves.  We're 
lagase  &  Co.,  Ltd.,  one  of  Japan's  lead- 
I  >g  "High Tech"  direct  marketing  com- 
I  anies  having  dealt  for  many  years  in    £ 
I  igh  technology  products. 

From  dominant  position  in  ^ 
I  pecialty  chemicals,  we  have 
I  loved  into  many  areas  of 
I  ew  technology  including      i 
J  omputer  system  and         / 
I  oftware  in  the  field  of 
1  ^chnology  and  science,     1 
I  lectro  and  opto-electro       \ 
1  levice  &  parts,  IC  fabri- 
I  :ating  system  &  materials. 


J5£> 


As  a  leading  Japanese 
pioneer  in  the  industries, 
Nagase  is  very  proud  of  its  long 
standing  of  business  relation- 
ships with  worldwide  companies 
including  Union  Carbide,  Eastman 
Kodak,  General  Electric  and  Ciba-Geigy 
So  if  you're  looking  toward  Japanese 
market,  or  for  business  opportunities  with 
Japanese  companies  in  the  U.S.,  especially 
in  the  high  technology  areas,  look  to  Nagase 
first  —  you'll  be  in  "High Tech"  company. 
Nagase  can  offer  direct  market  coverage  throughout  Japan 
with  12  sales  branches  and  the  support  of  our  1,300  member 
direct  sales  organizations. 


The  Difference  is  Vision  - 

NAGASE 


For  further  information,  kindly  contact 


Nagase  &  Co., Ltd.  Planning  &  Strategy  Office.  5-1  Nihonbashi  Kobunacho.  Chuoku.  Tokyo  103  JAPAN  Tel:  (03)  665-3295  TELEFAX  (03)  665  3381 
Nagase  America  Corporation  Mr.  T.  Iwai.  Vice  President.  Room  840.  500  5th  Ave.  New  York,  NY  101100076  Tel:  212-354-3140  TELEFAX  212-3980687 
Nagase  California  Corporation  Mr.  M.  Nagai.  General  Manager,  710  Lakeway.  Suite  135,  Sunnyvale.  CA  94086  Tel:  408-773-070O TELEFAX  408-773-9567 


Who  do  you  count  on  for 
networking  when  you're  used  to 
doing  things  at  Mach  2? 
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The  U.S.  Air  Force  has  too  much  at  stake  to 
settle  for  anything  but  the  best  communica- 
tions network. That's  why  they've  selected 
Northern  Telecom  systems  for  over  100  bases 
worldwide. 

The  specifications  were  tough  — but 
Northern  Telecom  delivered  superior  reliabil- 
ity, high  performance  and  upgradability  while 
meeting  strict  budget  requirements. 

We  provided  compatibility  with  the 
Defense  Department's  switched  voice  net- 
work, other  Air  Force  networks  and  local 


phone  systems  throughout  the  world.  \\« 
gave  them  the  flexibility  to  include  special* 
i/.ed  communications  for  an  entire  hospital  in 

the  system  at  Clark  Air  Force  Base  in  the 

Philippines.  We  found  a  way  for  two  bases  1 1 
miles  apart  to  share  a  single  system,  saving 
the  cost  of  installing  separate  ones. 

And  whatever  the  future  holds  —  ISDN 
and  beyond  — Northern  Telecom  will  be  there. 
Because  the  Air  Force 
has  to  be  ready  to  move      1^4"  [™rfhem 
fast,  we're  ready  too.  ?l  ww 
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conomic  Viewpoint 


A  MIDWINTER'S 

NIGHTMARE: 

LOOKING  BACK  ON 

THE  BUSH  YEARS 


BY  ALANS.  BUNDER 


'When  "Black  Christmas" 

was  over,  the  dollar  stood  at 

88  yen,  the  Dow  at  1850,  and 

the  30-year  government  bond 

rate  at  12%.  The  first  signs 

of  recession  came  in  the 

spring  of  1991 ' 


ALAN  S.  BLINDER  IS  THE  GORDON  S.  RENTSCHLER 

MEMORIAL  PROFESSOR 

OF  ECONOMICS  AT  PRINCETON  AND 

THE  AUTHOR  OF  HARD  HEADS,  SOFT  HEARTS 


The  Bush  economic  team  met  for 
the  first  time  on  Jan.  23,  1989. 
Treasury  Secretary  Nicholas  F. 
Brady,  Office  of  Management  &  Budget 
Director  Richard  G.  Darman,  and  Chair- 
man of  the  Council  of  Economic  Advis- 
ers Michael  J.  Boskin  were  all  there.  So, 
oddly  enough,  was  Secretary  of  State 
James  A.  Baker  III.  He  said  little,  but 
those  present  thought  they  saw  the 
President  reading  his  lips. 

Darman  explained  that  all  the  budget- 
cutting  options  were  political  losers  and 
that  many  violated  campaign  pledges. 
He  thought  the  OMB  could  meet  the 
Gramm-Rudman  deficit  limit  of  $100  bil- 
lion for  fiscal  year  1990  with  only  cos- 
metic cuts  through  creative  accounting. 
But,  he  warned,  the  targets  beyond  1990 
could  not  be  met  without  new  revenue. 

Boskin  reviewed  the  economic  risk.  If 
foreigners  keep  lending  us  $150  billion  a 
year,  he  said,  and  no  bad  luck  comes  our 
way,  we  just  might  get  through  four 
more  years  with  large  budget  deficits. 
But  no  one  knows  how  likely  that  is. 
Boskin  deemed  it  a  big  gamble  because 
foreign  lending  might  dry  up  before  the 
budget  was  fixed. 

Darman  advised  temporizing  until  the 
spring  of  1990.  Then,  with  members  of 
Congress  thinking  about  reelection,  push 
for  a  revised  Gramm-Rudman  law  with 
much  looser  targets — and  hope  the  for- 
eign lending  holds  out.  "I  know  it's 
risky,"  Darman  said,  "but  deep  budget 
cuts  now  will  hurt  us  for  sure.  Maybe 
we'll  be  lucky."  Baker's  lips  moved,  and 
the  President  said:  "We're  boxed  in. 
Let's  try  it." 

Things  went  well  during  the  first  year 
of  the  Bush  Administration.  The  econo- 
my grew  2.5%,  and  inflation  accelerated 
just  slightly.  While  the  fiscal  1989  deficit 
came  in  way  above  the  Gramm-Rudman 
limit,  the  inflow  of  foreign  capital  contin- 
ued, with  only  minor  intervention  by  cen- 
tral banks.  The  dollar  declined  gradual- 
ly, reaching  114  yen  by  yearend. 
violent  spasm.  When  the  economic 
team  met  in  January,  1990,  President 
Bush  was  pleased  by  his  good  fortune. 
However,  the  law  now  demanded  a  $64 
billion  deficit  for  the  coming  fiscal  year, 
which  Brady  labeled  impossible.  Boskin 
repeated  his  earlier  warnings  and  almost 
mentioned  the  T  and  S.  S.  words;  but  he 
read  the  President's  lips  and  stopped  in 
midsentence.  Darman  recommended  sub- 
mitting a  fiscal  1991  budget  loaded  with 
politically  unpalatable  cuts,  feigning  a 
fight  with  Congress  for  a  few  months, 
and  then  offering  a  delayed  Gramm- 
Rudman  schedule  as  a  compromise.  Bak- 
er's poker  face  said  "yes,"  and  Bush 
decided  to  bet  his  Presidency  on  contin- 
ued foreign  lending. 

The  passage  of  Gramm-Rudman  III  in 


late  August,  1990,  precipitated  a  shoi 
but  violent  spasm  in  the  financial  ma 
kets.  The  dollar  dropped  4  yen  in  a  day 
but  massive  intervention  stabilized  it  i 
104  yen  later  in  the  week.  The  Do 
Jones  industrial  average  fell  150  poin 
that  same  day.  On  Labor  Day  the  Pres 
dent  and  Fed  Chairman  Alan  Greenspa 
appeared  on  TV  to  assure  the  nation  tha 
everything  was  under  control.  Bush  in 
sisted  that  slower  but  steady  deficit  re 
duction  v/as  better  than  raising  taxes. 
The  camera  caught  Greenspan  frowning 
The  markets  were  calmed,  and  every  in- 
cumbent congressman  and  senator  was 
reelected  in  November,  1990. 

The  real  panic  hit  the  week  before 
Christmas.  The  flight  from  the  dollar 
began  in  Tokyo  on  Sunday,  and  traders 
braced  for  the  worst  when  the  New 
York  market  opened.  They  got  it.  The 
dollar  pierced  the  psychological  barrier 
of  100  yen  on  Monday  morning  and  lost 
10  more  yen  during  the  week  despite 
massive  central  bank  intervention.  On 
Tuesday  panic  hit  Wall  Street:  The  Dow 
dropped  200  points  in  the  first  hour  and 
300  for  the  day.  It  fell  an  additional  150 
points  over  the  rest  of  the  week.  To 
defend  the  dollar,  the  Fed  jacked  up 
short-term  interest  rates:  The  Treasury 
bill  rate  rose  100  basis  points  that  week 
and  another  100  the  next.  When  "Black 
Christmas"  was  over,  the  dollar  stood  at 
88  yen,  the  Dow  at  1850,  and  the  30-year 
government  bond  rate  at  12%. 
s&L  deluge.  The  first  signs  of  reces- 
sion came  in  the  spring  of  1991  when 
housing  collapsed  under  the  weight  of 
15%  mortgage  rates  and  massive  thrift 
bankruptcies.  By  summer  the  weakness 
had  spread  to  consumer  spending;  in 
the  fall  business  investment  dropped 
sharply.  When  spending  was  flat  dur- 
ing the  Christmas  season,  even  the 
Bush  Administration's  forecasts  ceased 
being  rosy. 

The  first  half  of  1992  was  eventful: 
Real  GNP  declined  at  a  4%  annual  rate, 
inflation  tumbled,  500  more  thrifts  went 
under,  25  highly  leveraged  BW.  Top  1000 
corporations  filed  for  bankruptcy,  Bos- 
kin returned  to  Stanford,  Darman  re- 
turned to  Wall  Street,  and  Baker  took 
over  the  Treasury  in  addition  to  the 
State  Dept. 

In  his  1992  reelection  campaign,  Presi- 
dent Bush  argued  that  the  misery  in- 
dex— the  sum  of  the  unemployment  and 
inflation  rates — was  just  about  where  it 
had  been  when  he  took  office.  His  cam- 
paign slogan  was  "This  is  not  deep  doo 
doo,"  and  he  blamed  the  problems  on 
Jimmy  Carter.  (A  Herblock  cartoon 
mocked  this  as  "doo-doo  economics.") 
But  the  voters  were  displeased  by  the 
high  and  rising  unemployment,  and  Bill 
Bradley  won  in  a  landslide.  ■ 


22  BUSINESS  WEEK/JANUARY  23,  1989 


ECONOMIC  VIEWPOINT 


The  book  that  butchers 
13  sacred  cows  of 

Corporate  America. 


Al  Ries  and  Jack  Trout  have  written  a  business  book  that  skewers 
the  conventional  wisdom. 

Are  mission  statements  and  long-term  planning  useful?  Are  goals 
necessary  for  success?  Is  decentralization  all  it's  cracked  up  to  be? 

Is  a  better  effort  the  key  to  winning?  Is  serving  the  customer  the 
name  of  the  game? 

These  sacred  cows  are  slaughtered  in  Bottom-Up  Marketing,  a  book 
that  promises  to  send  shock  waves  through  corporate  ivory  towers. 

Mission  statements,  long-term  plans,  and  all  the  paraphernalia  of 
the  Pillsbury  planning  process  didn't  keep  Burger  King  from  being 
fried  by  the  competition. 

Burger  King  doesn't  need  a 
"better  effort."  They  need  a  tactic 
that  deals  with  McDonald's. 

The  new  book  describes  the 
bottom-up  process  in  detail. 

First  you  look  for  a  tactic  or 
"competitive  mental  angle." 
Then  you  build  that  tactic  into  a 
powerful  strategy,  defined  as  a 
"coherent  marketing  direction." 
(Page  138  suggests  a  strategy'  for 
Burger  King.) 

You  can  buy  the  book  and  an 
audiocassette  featuring  Al  Ries  and 
Jack  Trout  at  fine  bookstores. 

To  order  by  phone,  call  toll-free 
1-800-2-MCGRAW. 

" ';  J  McGraw-Hill 

liflll  Business  Books 

At  B.  Dalton,  Waldenbooks,  and  other  fine  bookstores. 


By  Al  Ries  &  Jack  Trout 

Authors  of  Positioning  ana  Marketing  Wmrimnt 


Book  0-07-052733-4/$19  95  Audio  0-07-052734-2  S9  95 
Price  valid  in  US  In  Canada,  contact  McGraw-Hill  Ryerson. 
330  Progress  Avenue.  Scarborough,  Ontario  MIP2Z5 
All  orders  subject  to  acceptance  by  McGraw-Hill 


conomic  irenas 


BY  GENE  KORETZ 


WHY  THE  FED  CAN'T 
SEEM  TO  BRAKE 
THE  BUYING  BINGE 


Despite  its  steady  pressure  on  the 
monetary  brakes,  the  Federal  Re- 
serve Board  seems  unable  to  dampen 
demand  by  the  household  sector  enough 
to  slow  economic  growth  very  much.  By 
all  accounts  the  irrepressible  American 
consumer  is  still  in  a  spending  mood  af- 
ter delivering  retailers  a  merrier  Christ- 
mas than  they  expected.  Indeed,  the 
Conference  Board  Index  of  Consumer 
Confidence,  which  edged  down  in  No- 
vember, surged  in  December  to  its  high- 
est level  in  20  years. 

Why  hasn't  the  past  year's  rise  in 
short-term  interest  rates  by  2  V2  to  3  per- 


A  MUTED  RISE  IN  THE  COST 
OF  CONSUMER  BORROWING 


1-MONTH  COMMERCIAL  PAPER 


24-MONTH  LOANS 


ADJUSTABLE-RATE  MORTGAGES* 


AUTO  LOANS* 


INCREASE  DURING  1988: 
D  MONEY  MARKET  INTEREST  RATE 

B  CONSUMER  LOAN  RATES 


•ORIGINATIONS 
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HOME  EQUITY  LOANS 
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DATA:  SALOMON  BROTHERS  INC 


centage  points  caused  consumers  to  re- 
trench? Richard  Berner  of  Salomon 
Brothers  Inc.  cites  three  major  factors. 

First,  Berner  says,  "strong  job  and 
income  growth  has  enabled  consumers 
to  maintain  a  vigorous  spending  pace 
without  resorting  to  stepped-up  borrow- 
ing." He  estimates  that  real  consumer 
spending  rose  about  3.7%  from  the 
fourth  quarter  of  1987  to  last  year's 
fourth  quarter — slightly  less  than  an  es- 
timated 3.8%  jump  in  real  disposable  per- 
sonal income  over  the  same  period.  And 
while  consumer  installment  credit  posted 
an  estimated  8.5%  increase  last  year  (a 
little  more  than  nominal  disposable  in- 
come), most  of  that  rise  represented  a 
pickup  in  credit  card  balances,  which  are 
paid  off  relatively  rapidly. 

Second,  most  loans  that  finance  house- 
hold purchases  are  relatively  short-term, 
so  a  rise  in  rates  doesn't  seem  that  oner- 


ous to  many  consumers  in  a  buying 
mood.  Even  for  auto  loans,  whose  aver- 
age maturity  is  about  56  months,  a  one- 
percentage-point  increase  in  financing 
rates  adds  less  than  $6  to  monthly  pay- 
ments on  a  typical,  $12,500  new  car. 

Finally,  Berner  points  out  that  actual 
borrowing  rates  to  finance  consumer 
outlays  have  risen  far  less  than  money 
market  rates  (chart).  "Competition 
among  lenders  and  the  fact  that  most 
loan  rates  are  still  far  above  their  cost 
of  funds  have  kept  a  lid  on  rate  hikes," 
he  explains.  Credit  card  rates  actually 
dipped  slightly  in  1988,  for  example, 
though  they  still  average  close  to  18%. 
And  while  auto  loan  rates  from  banks 
and  finance  companies  rose  a  percentage 
point  last  year,  that  was  still  far  below 
the  rise  in  the  price  of  borrowed  funds. 

Looking  ahead,  Berner  does  expect 
rising  interest  rates — particularly  on  ex- 
isting adjustable-rate  mortgages  and 
home  equity  loans — to  sap  consumer 
spending  power  later  this  year.  But  he 
thinks  the  Fed  will  have  to  push  rates 
still  higher  and  employment  growth  will 
have  to  ease  before  household  consump- 
tion slows  to  an  acceptable  pace. 


CAPITAL  SPENDING  MAY 
NOT  LIVE  UP  TO 
GREAT  EXPECTATIONS 


The  Commerce  Dept.'s  latest  capital 
spending  survey  indicated  that  out- 
lays would  rise  at  a  9.2%  annual  rate  in 
last  year's  fourth  quarter  after  posting 
an  8.8%  clip  in  the  third.  But  economists 
Gert  von  der  Linde  and  Richard  F.  Ho- 
kenson  of  Donaldson,  Lufkin  &  Jenrette 
Securities  Corp.  are  skeptical.  They  note 
that  shipments  of  nondefense  capital 
goods,  which  rose  at  a  10.8%  annual  rate 
in  the  third  quarter,  were  up  at  only  a 
2.8%  pace  in  October  and  November. 
"Even  if  the  release  of  December  data 
shows  a  surge  in  shipments,"  they  say, 
"fourth-quarter  outlays  should  end  up 
below  their  projected  level." 


FOREIGN  COMPANIES  IN 
THE  U.S.  AREN'T 
BUYING  AMERICAN 


The  surge  in  foreign  direct  investment 
in  the  U.  S.  may  have  wounded  the 
pride  of  many  Americans,  but  most 
economists  agree  that  its  effects  are 
generally  beneficial.  Foreign  investment 
brings  the  economy  not  only  new  capital 
but  new  skills,  management  initiative, 
and  innovative  technology.  Still,  econo- 
mist Aubrey  H.  Zaffuto  of  IBJ  Schroder 


Bank  &  Trust  Co.  sees  one  nasty  si; 
effect  of  such  investment:  its  impact  i 
the  trade  balance.  "Foreign-owned  con 
panies  are  net  importers,"  she  says. 

Commerce  Dept.  survey  data  indicat 
that  net  merchandise  imports  of  foreigi 
affiliated  companies  in  the  U.  S.  roi 
from  $18  billion  in  1981  to  $74  billion 
1986 — a  period  in  which  the  total  trad 
deficit  widened  by  $127  billion.  That  ind 
cates  that  "foreign  affiliates  accounte 
for  almost  457<  of  the  deterioration  I 
the  trade  balance  in  just  five  years." 

Zaffuto  speculates  that  some  of  th 
increase  reflects  the  rise  in  the  foreigi 
direct-investment  position  in  the  U.  S. 
which  grew  by  about  150%  from  1981  tc 
1986.  And  much  may  reflect  investmen 
in  trade  affiliates  expressly  set  up  't( 
import  such  items  as  cars  and  consumei 
electronics.  The  critical  question,  Zaffutc 
says,  "is  whether  the  release  of  more- 
recent  data  will  indicate  that  the  decline 
in  the  dollar  has  tempered  the  import 
bias  of  foreign  affiliates  and  encouragec 
them  to  focus  on  exports." 


A  DIFFERENT  KIND  OF 
POPULATION  EXPLOSION 
HITS  THE  THIRD  WORLD 


While  the  industrial  world  agonizes 
over  the  implications  of  a  rapidly 
growing  aged  population,  a  new  Census 
Bureau  report  on  aging  in  the  Third 
World  suggests  that  developing  nations 
may  soon  face  similar  problems.  The 
population  growth  rate  of  people  aged 
55  and  over  is  three  times  as  high  in 
developing  nations  as  in  developed  ones, 
and  in  most,  the  number  of  those  75  and 
over  is  growing  even  faster.  Of  the  1.2 
million  people  added  to  the  world's  older 
population  (55  and  over)  each  month, 
80%  reside  in  developing  nations. 

Although  most  aged  people  in  the 
Third  World  tend  to  live  with  their  fam- 
ilies, and  though  most  men  continue  to 
work  after  age  60,  the  report  notes  that 
traditional  support  systems  for  the  el- 
derly appear  to  be  eroding.  Moreover, 
widowed  women  outnumber  married 
women  in  the  65-and-older  group  in  all 
developing  countries,  and  their  numbers 
are  increasing  rapidly. 

Census  predicts  that  the  aged-popula- 
tion boom  in  the  Third  World  will  soon 
make  unprecedented  demands  on  those 
nations'  health  and  income  support  sys- 
tems. Not  only  will  they  have  to  cope 
with  a  sharp  rise  in  the  number  of  dis- 
abled people,  particularly  elderly  wom- 
en, but  they  will  "face  the  challenge  of 
extending  social  security  benefits  to 
more  than  the  small  minority  of  their 
citizens  now  covered."  (fi 
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BEST  OF 

LIFE 


For  the  last  50  years 

Northwestern  Mutual  Life  has  ranked 

first  in  dividend  performance 

for  its  policyowners  more  times 

than  any  other  company. 


Northwestern 
MutualLite9 

The  Quirt  Company® 
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You  Can  Run  From  Office  Problems. 
Or  We  Can  Help  Eliminate  Them. 

It's  been  said  that  jogging  lowers  blood  pressure  and  soothes  the  central  nervous  system. 

Of  course,  the  same  might  be  said  about  a  Ricoh  Facsimile  Machine. 

After  all,  our  FAX35  can  deliver  a  document  in  less  time  than  it  takes  most  people  to  run  a  100- 
yard  dash.  While  saving  you  countless  hours  hoping  the  overnight  courier  arrives.  And  with 
Memory  Auto  Redial,  and  10-Page  Document  Feed,  the  FAX35  actually  performs  better  than  a 
messenger  service  ever  could. 

But  we  don't  just  offer  incredible  speed.  We  also  offer  incredible  selection.  In  fact,  we  make  the 
broadest  line  of  fax  machines  in  the  business.  So,  rather  than  attempt  to  escape  the  pressures  of  the 
day  by  fleeing  the  office,  consider  the  alternative.  Call  1-800-524-0864  for  the  name  of  your  author- 
ized Ricoh  fax  dealer.  He'll  have  your  business  running  smoother  in  no  time.  |  jft  n  fn^  (Tpv  p[j~ 


At  Ricoh,  We  Don't  Let  Your  Office  Get  In  The  Way  Of  Your  Business. 
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I  can't  afford  a  tax  return  that  isn't  accurate. 

Neither  can  you. 


I  prepare  tax  returns.  Lots  of  them.  So  I  considered 
buying  tax  software  for  my  computer.  But  when  I 
found  that  most  professional  packages  cost  well 
over  $1,000,  with  a  hefty  annual  charge  to  match,  I 
was  a  bit  surprised.  For  an  investment  like  that,  I'd 
seriously  consider  staying  with  my  service  bureau. 

"Then  I  saw  an  ad  for 
HowardSoft's  Tax  Preparer9' 

I  was  skeptical.  First,  Tax  Preparer  only  costs 
$295,  and  updates  are  less  than  $100  a  year. 

Second,  I  know  that 
a  lot  of  people  use  Tax 
Preparer  to  do  their  own 
personal  taxes.  So  when 
I  read  that  the  same  soft- 
ware was  supposed  to  do 
the  job  for  us  pros,  I  had  to 
put  it  to  the  test. 

I  plugged  in  the 
numbers  for  one  of  my  toughest 
clients.  We  have  to  file  Form  8582  for  this 
guy.  He's  got  real  estate,  limited  partnerships,  bank 
accounts  for  his  kids  . . .  you  name  it. 

Getting  started  was  simple.  My  computer- 
phobic  partner  and  I  did  it  on  the  first  try. 

But  the  big  surprise  came  when  I  found  out 
we  didn't  have  to  complete  any  passive  worksheets. 
In  fact,  we  didn't  have  to  enter  anything  on  Form 
8582  ourselves,  or  even  tell  the  computer  we 
needed  it!  Instead,  Tax  Preparer  generated  it  auto- 
matically. 

Its  execution  of  the  Passive  Activity  Rules 
was  nothing  short  of  brilliant.  When  I  did  it  by 
hand  I  had  to  calculate  the  whole  return  with  and 
without  the  passive  activities  to  get  it  right.  Tax 
Preparer  transfers  hundreds  of  numbers 
among  IRS  forms,  and  recomputes 
AG  I  as  often  as  necessary  to  get  an 
accurate  return.  Automatically.  It  all 
happened  so  fast,  I  almost  missed 
it.  And  the  results  were  clear,  and 
right  to  the  penny. 

Next,  I  gave  it  a  return  that 
even  had  the  $  1 ,000  packages 
contused  last  year.  In  fact,  the 
IRS  had  to  issue  Special 
Announcement  88-38  to  show 
people  how,  if  you  have  an  IRA 


M«*i*mis.'(t   En  fSfpuu-T.  r>n  IVpurr-T  ftntvwnJUp  Edrion,  En 
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deduction,  you  have  to  compute  the  taxable  part  of 
social  security  twice  to  get  the  right  result.  Howard- 
Soft  was  way  ahead  of  these  guys.  Their  software 
performed  flawlessly. 

Tax  Preparer  even  understood  about  limiting 
investment  carryovers  to  17.5%  of  the  total  car- 
ryover, long  before  IRS  Announcement  88-52. 

I  tried  everything  to  trip  it  up.  It  blocked  ille- 
gal combinations  of  dates,  methods,  and  recovery 
periods  from  my  depreciation  entries.  It  kept  my 
itemized  lists  accurate  to  the  penny,  but  rounded  to 
the  dollar  on  the  form,  just  like  the  IRS  says  to  do. 
It  even  cross-referenced  my  supporting  statements 
to  the  forms  they  supported,  automatically. 

"HowardSoft's  attention  to  detail 
made  all  the  difference." 

I  was  impressed.  So  impressed,  I  bought  it. 
And  I've  used  it  all  year,  both  to  prepare  returns, 
and  to  plan  taxes  using  its  built-in  projections  into 
the  1990's. 

So,  look.  You  can  keep  fooling  around  with  a 
service  bureau.  Or  you  can  pay  five  to  ten  times  as 
much  for  software  with  no  more  tax  knowledge.  Or 
you  can  even  chance  one  of  those  cheapies  if  you 
plan  to  do  the  complicated  calculations  yourself. 

But  why  risk  it?  Just  fill  out  the  coupon,  or 
pick  up  the  phone  and 


call  HowardSoft.  Get 
the  tax  software  that 
gives  you  just  what  you 
need,  at  a  price  you  can 
afford. 


Tax  Preparer  by 

HowardSoft? 

Professional  software  at 
a  personal  price. 

1224  Prospect  Street,  Suite  150 
La  Jolla.CA  92037 


Name 


Address 


HowardSoft's  professional  software  at  personal  prices  includes  our 
California  Supplement™  for  preparing  the  state  return  starting  with 
Federal  data,  and  Real  Estate  Analyzer®  for  analyzing  income  property 
hefore  and  after  taxes.  For  more  information,  or  a  dealer  near  you. 
call  us  at  (619)  454-0121. 


re  right!  1  can't  afford  inaccuracy,  either.  Please  send  me  my  copy  of  the 
1989  Edition  of  Tax  Preparer  (for  1988  taxes). 


H 


State 


Zip 


IBM  1\   or  MS-DOS compatihle®  $295    $ 

Apple  11  series  O  $250  $ 

Mvcheck  isenclosed.       '" Cjbt«*u.  fro* aU m 7% win ui 
Pleaie  charge  to  my  Q  Visa   D  MasterCard. 


Acct.  No. . 
Signature . 
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If  You're  Having  AProblem  WithYour  Phone  System, 
We'll  Come  Over  And  Straighten  It  Out. 

At  GTEL,  we'll  be  glad  to  help  you  clean  up  this  mess.  Even  though  we  didn't  make  it. 

Why? 

Because  when  we  do  a  good  job  for  you  in  this  kind  of  situation,  the  next  time  you  need 
to  change,  upgrade,  or  completely  redesign  your  phone  system,  we  hope  you'll  turn  to  us. 

Of  course,  if  you'd  like  to  prevent  problems  like  this  altogether,  then  one  of  our  five 
maintenance  plans  could  be  just  what  you  need  to  keep  your  system  running  smoothly. 

So  whether  it's  an  NEC,  Northern  Telecom,  Focus  or  Rolm  phone  system  that's  giving 
you  trouble,  when  you  come  to  GTEL  we  can  go  to  work  on  the  problem  immediately. 

Just  call  one  of  our  representatives. 

It's  a  connection  you'll  never  regret  making.  1-800-637-5323 
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THE  POWER  IS  ON 
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THE  JOB  JUGGERNAUT  IS 
SQUELCHING  FEARS  OF  RECESSION 


As  the  labor  market  goes,  so  goes  the  economy. 
That's  been  true  throughout  this  expansion,  now 
two  months  into  its  seventh  year.  The  latest 
message  from  the  job  market:  Employment  growth  is 
still  strong,  and  joblessness  is  at  a  14-year  low.  That 
means  business  is  likely  to  remain  robust  well  into  1989. 
Exports  account  for  much  of  the  economy's  vigor. 
That  shows  up  mainly  in  manufacturing,  where  employ- 
ment, output,  and  orders  keep  climbing.  The  fillip  from 
foreign  demand  is  also  boosting  capital  spending:  Com- 
panies plan  to  raise  outlays  sharply  in  the  first  quarter. 

But  it  is  the  unflagging 
strength  in  consumer  spending 
that's  giving  business  its  big- 
gest kick.  Consumers,  whose  in- 
comes were  buoyed  by  spectac- 
ular job  growth  in  1988,  spent 
at  a  faster  pace  last  year  than 
they  did  in  1987.  Given  its 
strong  finish  at  yearend,  real 
consumer  spending  last  quarter 
is  likely  to  have  risen  nearly  4% 
at  an  annual  rate. 


1988:  A  GREAT  TIME 
FOR  JOB  GROWTH 


85        to       '87 
A  MILLIONS,  CHANGE  FROM  PREVIOUS 
YEAREND 

DATA.  LABOR  DIPT  8W 


That  would  be  a  hardy  performance  indeed,  consider- 
ing that  discounting  was  not  as  excessive  as  it  had  been 
in  past  holiday  periods  and  that  short-term  interest  rates 
have  jumped  markedly  in  recent  weeks. 

In  fact,  worries  about  recession  this  year  seem  to  be 
fading.  Strong  yearend  buying  probably  cleared  out  any 
excess  inventories  held  by  retailers,  and  factory  inven- 
tories remain  exceptionally  lean.  Moreover,  the  backlog 
of  unfilled  factory  orders,  which  usually  starts  to  decline 
before  recessions,  is  still  rising  strongly. 

Interest  rates  may  have  to  head  up  a  lot  further 
before  they  start  to  choke  consumer  spending.  Before 
financial  deregulation  in  1980,  interest-rate  ceilings  limit- 
ed the  amount  of  credit  available.  But  now  there's  al- 
ways a  steady  supply  of  credit  for  borrowers  who  are 
willing  to  pay  the  higher  price.  So  as  long  as  employ- 
ment and  incomes  keep  rising,  consumer  borrowing — 
and  spending — are  likely  to  remain  strong. 

SERVICES  More  sturdy  job  growth  is  a  good  bet. 
•■EAD  Nonfarm  payrolls  increased  by  '27!), IKK)  in 

"■  December.    Coming    after    a    surge    of 

SURGE...       404,000  in  November,  that's  impressive— 

and  it  indicates  that  the  economy  entered  the  new  year 

with  a  full  head  of  steam. 

For  all  of  L988,  '■'■>.!  million  new  jobs  were  created — the 

largest    increase    since    1984    Ichart).   Service    industries 


generated  the  biggest  number,  adding  3  million  to  their 
payrolls.  A  major  contributor:  wholesale  trade,  which 
added  319,000  new  employees  last  year.  Not  coincidental- 
ly,  the  big  gains  in  wholesale  trade  employment  followed 
the  manufacturing  resurgence  that  began  in  1986. 


. . .  WITH 
FACTORIES 
NOT  FAR 
BEHIND 


With  the  help  of  strong  exports,  factories 
added  404,000  workers  to  their  payrolls  in 
1988,  three-fifths  of  those  in  just  the  last 
quarter.  Coupled  with  the  452,000  jobs 
created  in  1987,  the  manufacturing  sector  has  added 
almost  a  million  new  jobs  in  the  past  two  years,  after 
losing  nearly  600,000  in  1985  and  1986. 

Employment  is  rising  across  a  broad  range  of  manu- 
facturing industries.  The  quarterly  pattern  of  job  growth 
is  up  in  food  processing,  paper,  printing,  petroleum,  rub- 
ber, plastics,  lumber,  furniture,  primary  and  fabricated 
metals,  electrical  and  nonelectrical  machinery,  and  autos. 
Textiles  and  apparel  are  the  only  sluggish  areas. 

Exports  rose  some  30%  last  year,  and  further  gains 
will  continue  to  fuel  the  factory  sector  in  1989,  although 
foreign  demand  is  not  likely  to  grow  as  fast  as  it  did  in 
1988.  Still,  more  job  growth  seems  likely. 

Since  manufacturers  cannot  extend  work  time  much 
more,  they  will  have  to  add  more  workers  to  meet  de- 
mand. Although  the  factory  workweek  fell  to  41  hours  in 
December  from  41.2  in  November,  that's  still  very  high 
by  historical  standards.  Some  workers,  like  those  in  steel 
and  carmaking,  are  logging  nearly  44  hours  a  week. 

Factory  overtime  held  at  3.9  hours  in  December. 
That's  down  from  4  hours  in  October,  but  it's  still  one  of 
the  highest  levels  in  the  postwar  period. 

But  with  labor  so  tight, 
wages  could  heat  up  even  more 
this  year.  Already,  pay  in- 
creases are  beginning  to  pick  up 
steam  in  manufacturing  and 
elsewhere.  Average  hourly 
wages  in  manufacturing  and  in 
all  nonfarm  industries  increased 
0.2?'  in  December,  to  $10.31  and 
$9.44,  respectively.  And  the  La- 
bor Dept.'s  index  of  hourly 
earnings — which  adjusts  for 
overtime  and  other  pay  shifts — also  advanced  0.2'  I  for 
the  month. 

Viewed  over  a  longer  term,  the  pickup  in  wages  is 
clear  (chart).   For  the  fourth  quarter,  hourly  earnings 
grew  at  an  annual  rate  of  4.1%.  They  had  slowed  to  -!.'.' 
in  the  third  quarter,  following  a  3.81    annual  rate  of  gain 
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in  the  second.  Last  quarter's  increase  was  the  largest  in 
five  years. 

Higher  wages,  coupled  with  strong  employment 
growth,  will  keep  personal  income  and  consumer  spend- 
ing on  the  upswing.  The  downside:  The  acceleration  in 
wages  is  pushing  up  labor  costs.  And  that  breeds  fears 
of  inflation. 

Productivity  gains  are  offsetting  rising  labor  costs  in 
manufacturing.  But  that's  not  the  case  in  services, 
where  productivity  growth  has  been  dismal.  In  the  12 
months  ended  in  December,  hourly  earnings  for  service 
jobs,  including  health  care  and  business  services,  in- 
creased 4.7%.  By  comparison,  manufacturing  wages  rose 
just  2.4%. 

Plainly,  the  service  sector  is  more  vulnerable  to  infla- 
tion right  now  than  manufacturing.  Already,  consumer 
prices  for  services  are  up  4.7%  over  the  past  year,  a  full 
percentage  point  higher  than  the  rise  in  prices  for  con- 
sumer goods. 

CONSUMERS    With  the  labor  markets  so  strong,  it's  no 
DIG  wonder  that  consumers  continue  to  bor- 

DEEPER  row  anc[  Spend  so  freely.  Solid  employ- 

into  debt  rnent  growth  during  the  second  half  of 
1988  generated  income  gains  and  kept  consumer  confi- 
dence very  high. 

The  latest  numbers  on  consumer  installment  credit 
attest  to  that.  Debt  outstanding  jumped  by  $4.5  billion  in 
November,  to  $661.7  billion,  following  a  $3.9  billion  addi- 
tion in  October  and  little  change  in  September. 

Consumers  stepped  up  their  borrowing  last  year.  The 
November  rise  about  matched  the  average  monthly  in- 
crease of  $4.4  billion  through  the  first  11  months  of  the 
year.  In  1987  the  pace  was  just  $3.4  billion  per  month. 
Obviously,  consumers  still  like  plastic.  Revolving  cred- 
it, such  as  charge  cards  and  lines  of  credit  tied  to  bank 
accounts,  makes  up  only  about  one-fourth  of  all  out- 
standing debt.  But  through  November  it  accounted  for  a 


bit  more  than  half  of  the  growth  in  consumer  lOUs.  And 
in  November  revolving  credit  expanded  by  a  strong  $3.1 
billion 

Credit  used  to  buy  cars  contributed  only  $1.4  billion  to 
the  November  increase,  but  that  sector  probably  led  the 
expected  December  advance  in  overall  debt.  Sales  of 
domestically  made  autos  surged  in  late  December,  to  an 
annual  rate  of  10.3  million.  That  was  the  strongest  10- 
day  sales  pace  since  late  September,  1986.  And  unlike 
then,  it  happened  without  widespread  sales  incentives. 

For  the  entire  month  of  December,  sales  of  domestic 
and  imported  cars  jumped  13%,  to  an  annual  rate  of  11.5 
million,  compared  with  10.2  million  in  November  (chart). 
That  will  not  only  boost  the  consumer  credit  numbers  for 
December,  it  will  also  give  a  lift  to  that  month's  retail 
sales.  Department  stores  have  already  reported  stron- 
ger-than-expected  holiday  sales,  and  that  should  mean 
continued  expansion  of  revolving  credit  as  well. 

Income  growth  will  determine 
how  fast  consumers  add  to  their 
debt  in  1989.  Now  they  are  be- 
ginning to  take  on  debt  no  more 
rapidly  than  their  incomes  are 
growing.  That's  a  switch:  Earli- 
er in  the  expansion,  debt 
growth  was  outstripping  the 
pace  of  income  gains. 

The  ratio  of  outstanding  con- 
sumer debt  to  aftertax  income 
climbed  rapidly,  from  14.1% 
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1982  to  a  record  18.2%  in  1986.  But  it  rose  only  to  18.4% 
in  1987,  with  no  appreciable  gain  last  year.  The  ratio 
stood  at  18.5%  in  November,  the  same  as  the  average  for 
the  first  11  months  of  the  year. 

So  long  as  employment  keeps  growing  at  its  recent 
pace,  incomes  will  rise — and  so  will  credit  purchases. 
And  that  will  help  give  the  economy  the  fuel  it  needs  to 
keep  the  expansion  going. 


THE  WEEK  AHEAD 


BUSINESS  INVENTORIES 


Tuesday,  Jan.  17,  10  a.m. 
Most  economists  believe  that  business 
inventories  rose  by  0.2%  in  November, 
the  same  gain  as  in  October.  Faster 
stockpiling  at  factories  probably  offset  a 
decline  in  retail  and  wholesale  inven- 
tories. Business  sales  in  November  prob- 
ably rose  0.4%,  after  jumping  1.2%  in 
October.  That  means  the  inventory-to- 
sales  ratio  edged  down  from  October's 
already  lean  1.5. 

MERCHANDISE  TRADE  DEFICIT 

Wednesday,  Jan.  18,  8:30  a.m. 
The  foreign  trade  gap  probably  widened 
to  $11.2  billion  in  November.  October's 
deficit  was  $10.3  billion.  The  gain  in  im- 


ports, suggested  by  the  increase  in  cus- 
toms duty  payments,  outpaced  an  ex- 
pected increase  in  exports. 

INDUSTRIAL  PRODUCTION 

Wednesday,  Jan.  18,  9:15  a.m. 
Industrial  output  very  likely  expanded 
by  0.3%  in  December,  after  rising  0.4%  in 
November.  Gains  in  factory  jobs  suggest 
the  December  uptick.  The  growth  of  in- 
dustrial production  slowed  in  the  fourth 
quarter,  probably  to  an  annual  rate  of. 
about  4.3%,  following  a  7.1%  surge  in  the 
third  quarter. 

CAPACITY  UTILIZATION 

Wednesday,  Jan.  18 

The  moderate  gain  expected  in  industrial 

production  in  December  suggests  that 


operating  rates  were  little  changed  from 
their  November  level  of  84.2%. 

CONSUMER  PRICE  INDEX 

Thursday,  Jan.  19,  8:30  a.m. 
Consumer  prices  probably  increased  by 
0.4%  in  December,  a  notch  faster  than 
the  0.3%  rise  in  November.  Inflation  is 
creeping  up,  but  it's  still  pretty  moder- 
ate: The  expected  December  rise  places 
prices  4.5%  above  year-ago  levels. 

HOUSING  STARTS 

Thursday,  Jan.  19,  8:30  a.m. 
Housing  starts  probably  fell  to  an  annu- 
al rate  of  1.54  million  in  December.  No- 
vember's figure  was  1.56  million,  but  a 
slump  in  new-home  sales  that  month  put 
a  damper  on  new  construction. 
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The  company  that  delivers  to  every  address 
coast  to  coast,  just  added  more  coasts. 

Ar  UPS,  we're  proud  to  introduce  our  expanded  packages  are  on  their  way.  Our  service  even  includes 

service  to  all  of  Western  Europe,  the  Pacific  Rim,  computerized  tracking  that  enables  us  to  give  you 

Australia,  New  Zealand  and  Canada.  a  fast  reply  to  your  delivery  inquiry.  Again,  we  do  it  all 

And  we  don't  just  mean  service  to  some  addresses  at  no  additional  cost, 
in  some  cities.  ^Jve  mean  delivery  door  to  door  to  every  But  what's  truly  remarkable  is  that  because  were  so 

single  address  in  every  country  we  serve,*  with  no  sur-  efficient  we  can  do  all  these  things  while  charging 

charges  for  out-of-the-way  places.  you  less  than  other  international  delivery  companies. 


We'll  see  that  your  UPS  packages,  paks  and  letters     A  fact  we  feel  compelled  to  point  out,  even  if  it  [    ^ 
move  quickly  through  customs  thanks  to  our  Elec-  means  a  little  flag-waving  of  our  own.  [1C 

tronic  Pre-Alert  system  that  informs  officials  that  your     We  run  the  tightest  shipin  the  shipping  husiness.V^^ 

v* I  I  bund  Phitvl  Service  ol  AmtrM  I  In*  .  1988  *Om  tpologict  «r  don't  delivei  i*>  everyone  in  the  feoplei  RepublM  oi  China,  juai  j  mere  600  million  people  Sec  1ml   **n  Service  i  »uidr  rat  complete  drt.uU 
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REAGAN'S  BUDGET, 
BUSH'S  BATTLE 

HE'LL  COME  OUT  FIGHTING— AND  THAT  WILL  HELP  DEFINE  HIS  PRESIDENCY 


Throughout  the  Presidential  cam- 
paign, George  Bush  bobbed  and 
weaved  whenever  he  was  ques- 
tioned about  the  budget  deficit.  Mainly, 
he  told  voters  what  he  wouldn't  do:  He 
wouldn't  raise  taxes.  He  wouldn't  touch 
Social  Security.  All  he  would  promise 
was  to  rely  on  economic  growth  to 
shrink  the  deficit  through  something  he 
called  the  "flexible  freeze" — a  scheme 
that  he  never  spelled  out. 

Bush  will  finally  show  his  hand  in  mid- 
February,  when  he  outlines  his  budget 


before  a  joint  session  of  Congress.  And 
despite  his  early  lovefest  on  the  Hill, 
chances  are  the  ensuing  debate  will  be 
far  more  combative  than  conciliatory. 
no  cave-ins.  The  new  President  could 
produce  a  swift  agreement  on  the  1990. 
budget  by  conceding  early  that  a  tax 
increase  is  necessary.  That  would  clear 
the  decks  for  his  domestic  agenda  and 
give  him  more  time  to  devote  to  foreign 
policy.  "Debt  is  the  overriding  issue," 
says  Senate  Finance  Committee  Chair- 
man Lloyd  Bentsen  (D-Tex.).  "You  can- 


not  seriously   approach   these   other 
things  until  you  face  up  to  it." 

But  Bush  has  decided  that  there's 
more  to  be  gained  through  budget  ma- 
chismo. He  has  been  around  Washington 
long  enough  to  remember  Jimmy  Car- 
ter's disastrous  early  cave-ins  to  the 
Hill.  And  he  appreciates  what  Ronald 
Reagan  won  by  his  gung-ho  fight  to  car- 
ry out  his  campaign  promises.  "Tax  in- 
creases are  to  Bush  what  the  [1981]  air 
traffic  controllers'  strike  was  to  Rea- 
gan,"  says  Stephen   Bell,   former  staff 
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rector  of  the  Senate  Budget  Commil 
c  "They  will  set  his  image  in  the 
inds  of  the  people  he  musl  deal  with." 
Crafting  a  budget  consistent  with  his 
unpaign  promises  leaves  Bush  little  to 
ork  with.  As  he  moves  toward  key  de 
sioiis,  the  broad  outlines  of  his  plan  are 
ready  clear. 

The  core  of  Rush's  budget  will  be  the 

■illion-dollar  valedictory  spending  plan 

iat  Reagan  unveiled  on  Jan.  9.  The  new 

idenl  will  propose  killing  scores  of 

rograms,  selling  off  billions  of  dollars 

'vernment  assets,  cutting  subsidies 

0  tanners,  and  sharply  reducing  niedi- 

are  payments  to  doctors  and  hospitals. 

Like  Reagan,  Bush  will  propose  a 
landl'ul  of  narrowly  targeted  tax  hikes 
md  other  levies  but  will  attempt  to  dis- 
juise  them  as  "user  fees"  and  revenue 
iources  that  allow  him  to  avoid  the 
headed  T  word.  Under  current  law,  rev- 
alues are  already  expected  to  rise  by 
£80  billion  next  year.  The  Social  Security 
payroll  tax  will  raise  an  extra  $27  billion, 
partly  because  of  an  increase  in  rates  on 
workers  and  employers. 

In  his  budget,  Reagan  latched  onto  a 
scaled-down  version  of  Michael  Dukakis' 
plan  to  boost  revenues  by  cracking  down 
|  on  tax  cheats.  Although  Bush  ridiculed 
the  idea  in  the  campaign,  he  will  almost 
certainly  claim  several  hundred  million 
dollars  in  new  revenues  from  it.  Unlike 
Reagan,  who  proposed  a  29!  increase  in 
military  appropriations  above  inflation, 
Bush  will  offer  to  increase  defense 
spending  only  by  the  rate  of  inflation. 
But  that  will  produce  little  in  immediate 
savings,    trimming   Reagan's   planned 

L9! utlays  by  barely  $2  billion. 

•time  to  move  ON.'  Bush  also  wants  to 
spend  somewhat  more  money  on  domes- 
tic programs  than  Reagan  does,  allow- 
ing him  to  at  least  be  "kinder  and 
gentler"  than  the  Gipper.  Reagan  pro- 
posed cutting  about  $27  billion  from  do- 
mestic spending  programs  such  as  med- 
icaid, subsidies  for  mass  transit  and 
Aintrak,  education,  legal  aid,  and  region- 
al development  projects.  At  the  same 
time,  he  suggested  spending  about  $6 
billion  more  for  programs  such  as  AIDS 
arch,  the  Superconducting  Super 
Collider,  law  enforcement,  and  modern- 
ization of  the  air  traffic  control  system. 

Bush  will  endorse  many  of  these  pro- 
posed cuts,  with  some  key  exceptions. 
He  will  likely  leave  medicaid,  which  pro- 
vides health  care  for  the  poor,  un- 
scathed, \l  the  same  time,  he'll  propose 
increased  spending  for  inner  city  educa- 
tion, assisting  the  homeless,  and  envi- 
ronmental cleanups.  It  would  cost  Bush 
about  $1  billion  a  year  to  meet  his  cam- 
paign promises  in  these  areas  ami  he\l 
spend  the  money  on  fresh  initiatives 
rather  than  Great  Society  projects.  Says 
one  GOP  Senate  source:  "They  will  make 
the  case  that    the   programs  of  the   '60s 


Commentary/by  Howard  Gleckman 

BRADY'S  LONG-TERM  PLANS 
WILL  COLLIDE  WITH  THE  DEFICIT 


The  goal  is  laudable.  Concerned 
that  Corporate  America's  obses- 
sion with  short-term  profits  is 
sapping  the  nation's  competitiveness, 
Treasury  Secretary  Nicholas  F.  Brady- 
is  looking  for  ways  to  tilt  the  balance 
toward  long-term  investment.  But  Bra- 
dy will  find  that  a  competitiveness  poli- 
cy, even  one  grounded  in  free-market 
principles,  will  cost  money  that  the 
new  Bush  Administration  doesn't  have. 
A  group  headed  by  Deputy  Treasury 
Secretary  M.  Peter  McPherson  is  kick- 
ing around  a  number  of  ideas.  Among 
them:  restoring  tax  breaks  for  long- 
term  capital  gains, 
spurring  research  by 
making  the  R&D  tax 
credit  permanent,  en- 
couraging pension 
managers  to  invest 
for  the  long  haul,  and 
exhorting  corpora- 
tions to  tie  executive 
compensation  to  long- 
term  performance. 

BEYOND    TAXES.    The 

one  idea  certain  to  be 
pushed  by  the  new 
President  is  cutting 
taxes  on  capital 
gains — a  major  Bush 
campaign  promise. 
But  Bush  aides  admit 
it  will  be  a  tough  sell  on  Capitol  Hill. 
House  Ways  &  Means  Committee 
Chairman  Dan  Rostenkowski  (D-Ill.)  re- 
jects preferential  treatment  for  capital 
gains,  which,  he  says,  would  wreck  the 
Tax  Reform  Act  of  1986.  It  could  also 
cost  Treasury  up  to  $5  billion  a  year. 
Senate  Finance  Committee  Chairman 
Lloyd  Bentsen  (D-Tex.)  won't  touch 
capital  gains  unless  Bush  proposes  an 
offsetting  tax  hike  for  the  wealthy  peo- 
ple who  would  benefit  most. 

There  is  more  support  for  the  R&D 
credit,  which  Congress  has  been  ex- 
tending year  by  year.  It  would  cost  the 
Treasury  about  $400  million  in  1990. 
Bentsen  feels  that  giving  business  the 
certainty  of  a  permanent  credit  would 
spur  research. 

Brady  is  also  looking  beyond  the  tax 
code.  One  explosive  idea  involves  as- 
suring pension  managers  that  federal 
law  does  not  require  them  to  take 
short-term  profits  by  selling  stock  in  a 
takeover  target.  A  mere  reminder 
wouldn't    hurt.     But    pension    experts 


BRADY:  CALLING  FOR  COSTLY 
INVESTMENT  INCENTIVES 


fear  the  Administration  will  end  up  re- 
st rut  ing  fund  managers'  ability  to 
maximize  short-term  gains. 

Furthermore,  many  pension  special- 
ists think  Treasury  is  chasing  the 
wrong  problem.  Pressure  for  short- 
term  profits,  they  say,  comes  from 
their  corporate  customers,  not  from 
the  government.  "People  do  feel  a  lot 
of  short-term  pressure  to  keep  their 
clients  happy,"  says  John  W.  Rogers, 
president  of  Ariel  Capital  Management 
Inc.,  a  Chicago  portfolio  manager. 
"But  I  don't  see  any  way  you  can  legis- 
late against  them."  Adds  Bentsen,  one 
of  the  authors  of  the 
federal  pension  law: 
"This  is  the  first  time 
I've  heard  there  was  a 
problem." 

'A  fad.'  Hardly  anyone 
opposes  government 
efforts  to  encourage 
long-term  investment. 
But  there  is  real  skep- 
ticism about  the  ideas 
Bush  is  considering. 
Urban  Institute  econo- 
mist Isabel  V.  Sawhill 
likes  Bush's  idea  of  re- 
storing tax  incentives 
for  long-term  capital 
gains.  But  she's  wary 
of  proposals  attempt- 
ing to  prod  executives  to  think  of  the 
long  run.  "I  don't  know  that  this  is 
what  the  problem  is,"  says  Sawhill.  "It 
seems  like  kind  of  a  fad  right  now." 

After  eight  years  of  Ronald  Rea- 
gan's free-market  sermons,  advocates 
of  competitiveness  policy  are  heartened 
that  the  new  Administration  is  at  least 
considering  a  more  activist  approach. 
"It's  absolutely  the  right  thing  to  do," 
says  Pat  Choate,  director  of  policy 
analysis  for  TRW  Inc.  "This  country 
needs  an  investment  mentality." 

No  one  can  argue  with  that.  But 
most  of  Treasury's  investment-boost- 
ing ideas  cost  money.  Before  Bush  can 
launch  a  credible  competitiveness  pro- 
gram, he  must  grapple  with  that  old 
problem:  the  deficit.  Already  suspicious 
that  the  plan  merely  disguises  a  capital 
gains  tax  cut.  lawmakers  won't  listen 
to  calls  for  costly  investment  incentives 
until  the  deficit  is  under  control.  Only 
by  concentrating  on  that  short-term 
bottom  line  can  Bush  win  the  flexibility 
to  tackle  long-term  WO< 
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are  not  the  programs  of  the  '90s.  It  is 
time  to  move  on." 

During  the  campaign,  Bush  also  prom- 
ised some  new  tax  breaks  to  subsidize 
oil  drilling,  research  and  development, 
child  care,  and  capital  gains.  Those  tax 
cuts  could  cost  another  $10  billion,  ac- 
cording to  congressional  budget  experts. 
However,  Bush  is  likely  to  insist  that 
cutting  taxes  on  capital  gains  won't  re- 
duce revenues.  So  his  budget  will  show 
the  total  cost  of  these  tax  incentives  at 
around  $5  billion. 

The  ultimate  battle  won't  come  over 
Bush's  desire  to  cut  taxes  but  over  Con- 
gress' demand  that  he  raise  them.  If  the 
new  President  refuses  to  give  in,  budget 
gridlock  may  persist  through  the  sum- 
mer. Led  by  budget  director  Richard  G. 
Darman,  the  Administration  will  embark 
on  what  will,  at  first,  be  a  high-profile 
negotiation  on  the  Hill.  Those  sessions 
figure  to  begin  with  great  fanfare  short- 
ly after  Bush  takes  office. 

But  after  a  few  weeks  the  talks  will 
go  underground,  with  periodic  cries  of 
stalemate  emanating  from  Capitol  back- 
rooms. Says  Lawrence  A.  Kudlow,  a  for- 
mer top  Reagan  budget  official:  "These 
excruciatingly  difficult  issues  are  much 
better  left  to  an  insider's  track,  rather 
than  to  a  high-profile  track." 
fall  deadline.  The  serious  discussions 
won't  begin  until  May  or  June  and  won't 
climax  until  August.  Then,  a  key 
Gramm-Rudman  Act  deadline— as  well 
as  the  need  to  raise  the  federal  debt 
limit — will  bring  the  issue  to  a  head.  At 
that  point,  Bush  and  Congress  will  find 
themselves  eyeball-to-eyeball.  If  neither 
blinks  by  October,  Gramm-Rudman  will 
make  the  cuts  for  them,  bringing  the 
deficit  down  to  its  target  of  $100  billion 
though  a  series  of  automatic  spending 
reductions,  half  in  defense. 

Notwithstanding  all  of  the  grumbling, 
there  will  be  much  in  the  Bush  budget 
that  Congress  can  accept.  Reductions  in 
farm  subsidies,  for  example,  are  proba- 
bly inevitable.  So  is  the  elimination  of 
some  old  pork-barrel  agencies,  such  as 
the  Appalachian  Regional  Commission. 

But  the  real  clash  will  be  over  the 
last  $10  billion  or  $20  billion  needed  to 
reach  the  1990  Gramm-Rudman  goal. 
And  that  struggle,  pitting  Bush  against 
the  congressional  Democrats,  will  be 
less  over  substance  than  over  control  of 
the  political  agenda.  The  outcome  of  this 
bruising  fight  will  set  the  tone  for  the 
new  Presidency.  Bush  wanted  to  make  a 
break  from  the  Reagan  era.  But  shack- 
led by  his  campaign  promises,  the  new 
President  is  finding  he  has  little  choice 
but  to  follow  his  mentor's  confrontation- 
al script. 

By  Howard  Gleckman,  with  Vicky 
<\i Inn/,  in  Washington 
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NOBODY'S  LAUGHING 
AT  ILL  WIND  NOW 


Justice's  first  guilty  pleas  silence  the  investigation's  nay-sayers 


E 


ver  since  the  news  of  a  major  de- 
fense fraud  scandal  splashed 
across  the  nation's  front  pages  last 
June,  U.  S.  Attorney  Henry  E.  Hudson 
has  looked  like  the  Justice  Dept.'s  Rod- 
ney Dangerfield.  The  targets  of  his 
probe  refused  to  cooperate  because  they 
felt  his  evidence  was  flimsy.  Last  month, 
Hudson's  superiors  in  Washington  ve- 
toed his  plan  to  seek  grand  jury  indict- 
ments, saying  the  cases  weren't  ready. 
His  bosses  even  barred  him  from  speak- 
ing at  a  conference  on  defense  fraud. 

But  the  snickering  may  stop  soon.  On 
Jan.  6,  Hudson,  whose  Alexandria  (Va.) 
office  is  a  few  miles  from  the  Pentagon, 
finally  made  his  move.  He  announced 
that  a  grand  jury  had  indicted  Teledyne 
Industries  Inc.  and  six  individuals,  in- 
cluding a  Navy  procurement  official  and 
two  consultants  (table).  Hudson  also  dis- 
closed that  Emerson  Electric  Co.'s  Ha- 
zeltine  Corp.,  two  former  Hazeltine  em- 
ployees, and  a  former  Teledyne 
marketing    representative    had    pleaded 


guilty  to  bribing  the  Navy  official  with 
the  aid  of  the  two  indicted  consultants 
The  payoff  scheme  "strikes  at  the  very 
heart  of  the  procurement  process,"  Hud- 
son declared  at  a  press  conference. 

The  probe  is  already  having  a  ripple 
effect.  The  Pentagon  on  Jan.  11  sus- 
pended a  Teledyne  unit  and  is  consider- 
ing similar  sanctions  against  12  other 
companies  and  individuals. 
hoopla.  So  far,  Hudson's  charges  are 
pretty  small  potatoes.  The  indictment 
names  only  one  mid-level  Navy  acquisi- 
tion specialist,  Stuart  E.  Berlin.  The  con- 
tract involved  came  to  $150  million,  and 
the  alleged  bribe  was  a  mere  $2,500. 
"The  indictment  is  not  the  most  earth- 
shattering  ever,"  says  a  defense  lawyer. 
"It  was,  shall  we  say,  a  routine  matter." 

But  the  Jan.  6  announcement  may  be 
just  the  start.  Hudson  is  embarking  on  a 
methodical  strategy  to  justify  the  hoopla 
created  by  the  probe,  code-named  Opera- 
tion 111  Wind.  According  to  affidavits  re- 
leased in  recent  weeks  and  information 


OPERATION  111  WIND:  SEVEN  MONTHS  LATER 

Since  June,  when  the  FBI  searched  dozens  of  Pentagon  and  defense  contrac- 
tors' offices,  prosecutors  have  gotten  guilty  pleas  from  Hazeltine,  a  unit  of 
Emerson  Electric,  and  three  individuals.  They  have  also  won  indictments  of: 

TELEDYNE  ELECTRONIC?  for  allegedly  agreeing  to  pay 
$160,000  to  consultant  William  L.  Parkin  for  inside 
information  on  a  Navy  contract 

WILLIAM  L  PARKIN,  a  consultant  and  ex-Navy  offi- 
cial, for  allegedly  paying  government  employees 
for  inside  information  and  selling  it  to  bidders 

FRED  H.  LACKNER,  a  consultant,  for  allegedly  con- 
spiring to  obtain  from  Navy  official  Stuart  E.  Ber- 
lin inside  information  that  would  help  Teledyne 

STUART  E.  BERLIN,  a  Navy  procurement  supervisor, 
for  allegedly  accepting  money  from  consultants 
Parkin  and  Lackner  for  inside  information 

THREE  EX-TELEDYNE  OFFICIALS,  on  conspiracy,  brib- 
ery, false  statements,  and  mail  fraud  charges 

Now  investigators  are  focusing  on: 


U.S.  ATTORNEY  HUDSON 


MELVYN  R.  PAISLEY,  the  former  Assistant  Navy  Sec- 
retary who  is  suspected  of  using  inside  informa- 
tion to  help  client  McDonnell  Douglas 

VICTOR  D.  COHEN,  an  Air  Force  acquisition  specialist  who  got  paid  for  fixing  contracts  to  give 
companies  an  inside  track,  according  to  a  recently  unsealed  affidavit 

WILLIAM  M.  CALVIN,  a  consultant  who  paid  Cohen  for  proprietary  information  on  contracts 
and  other  companies'  bids,  according  to  the  same  affidavit 

DATA:  BW 
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it)  government    sources,   Hudson   has 

I    Federal    Bureau    of    Investigation 

fkinj^  hundreds  of  new  leads  in  what 
rosecutors  still  believe  is  a  vast  conspir- 
acy  to   swap   confidential    information 

bout  defense  contracts  among  private 
onsultants  and  their  corporate  clients. 
Jven  it'  only  a  few  of  the  leads  hear 
ruit,  Hudson  "still  has  the  largest 
/hite-collar  criminal  case  ever,"  says  a 
ustice  official. 

While  the  scope  of  the  probe  is  unusu- 
r.lly  broad,  Hudson's  game  plan  is  con- 
'entional:  persuade  lower-level  players 
o  testify  against  higher-ups.  In  an  affi- 
iavit  still  under  court  seal  and  obtained 
>y  BUSINESS  WEEK,  Assistant  U.S.  At- 
»rney  Joseph  J.  Aronica  says  that  Ma- 
ine Corps  contracting  officer  Jack  Sher- 
nan  secretly  agreed  to  plead  guilty  on 
Nov.  22  and  is  cooperating  with  Hud- 
son's team,  and  that  several  other  bit 
players  are  poised  to  strike  deals. 
sneak  previews?  The  brass  may  help, 
(too.  The  affidavit  says  that  Assistant 
lAir  Force  Secretary  John  J.  Welch  Jr. 
will  testify  to  a  grand  jury  later  this 
month,  and  sources  say  he  knows  about 
the  activities  of  two  central  figures  in 
the  investigation:  Victor  D.  Cohen,  an 
Air  Force  tactical  warfare  systems  ex- 
pert, and  his  close  friend,  William  M. 
Galvin,  a  well-connected  consultant. 

Investigators  are  looking  at  whether 
Galvin  paid  Cohen  for  details  on  contract 
specifications  and  bid  prices  to  help  cli- 
ents Cubic,  Loral,  and  Litton.  Prosecu- 
tors also  are  seeking  more  information 
about  any  links  Cohen  and  Galvin  have 
with  Digital  Equipment  Corp.  A  DEC 
spokesman  says  the  company  does  not 
believe  it's  a  target.  Galvin's  former 
partner,  Melvyn  R.  Paisley,  is  also  under 
scrutiny  for  his  alleged  role  in  helping 
McDonnell  Douglas  Corp.  obtain  propri- 
etary data  on  a  contract  to  build  a  proto- 
type Advanced  Tactical  Aircraft.  Law- 
yers for  all  three  men  deny  any 
wrongdoing  by  their  clients. 

The  next  round  of  indictments  and 
pleas  is  likely  to  focus  on  individuals 
involved  in  Air  Force  and  Navy  con- 
tracts for  multibillion-dollar  shipboard 
communications  systems  and  jet  fight- 
ers. But  further  indictments  against 
companies  may  take  more  time.  Aronica 
has  told  a  federal  court  that  Hudson  will 
await  the  end  of  the  Teledyne  trial  be- 
fore filing  similar  charges  against  Un- 
isys, Norden,  and  other  companies. 
Spokesmen  for  the  companies  say  they 
know  of  no  illegal  payments. 

Despite  Hudson's  stepped-up  activity, 
defense  lawyers  still  say  that  the  11- 
\  ear  old  prosecutor  won't  he  able  to 
meet  expectations  about  the  wide-rang- 
ing probe.  Bui  now  that  Hudson  has 
begun  to  show  his  hand,  he's  getting  a 
little   more   resp.-n 

/>'//  I'diilii  Diii/ii-  in    Washington 


INVESTIGATIONS 


JKmdstrand's  chief  product  is  an  electrical  system  used  in  the  F-16  and  other  com- 
mercial and  military  jets.  In  billing  the  Pentagon,  the  contractor  used  an  accounting 
system  that  routinely  commingled  government  and  commercial  costs 


SUNDSTRAND  PREPARES  TO 

PAY  THE  PIPER— AND  THE  PENTAGON 


Reparations  by  the  aerospace  contractor  total  more  than  $227  million 


Among  the  vendors  displaying 
wares  at  the  Paris  Air  Show  a 
few  years  back,  Sundstrand 
Corp.  was  known  as  a  generous  host. 
The  company's  guests,  mostly  customers 
from  the  worldwide  commercial  aviation 
industry,  could  unwind  at  a  luxurious 
chalet,  complete  with  a  solid  oak,  copper- 
topped  bar.  Then  there  were  the  five- 
course  lunches  and  gifts  ranging  from 
gold  cigarette  lighters  to  bronze  repro- 
ductions of  Frederic  Remington  sculp- 
tures. At  night,  says  Thomas  Wiggins, 
Sundstrand's  former  special-events  coor- 
dinator, were  champagne  soirees  in  the 
cabarets  of  the  Place  Pigalle,  Paris'  red- 
light  district. 

Sound  expensive?  It  was.  And  accord- 
ing to  Defense  Dept.  audit  reports,  U.  S. 
taxpayers  footed  the  bill  for  much  of  the 
revelry,  which  mostly  benefited  Sund- 
strand's commercial  aviation  business. 
guilty  plea.  That's  not  all.  Using  a  com- 
plex accounting  system  that  routinely 
commingled  government  and  commercial 
costs,  Sundstrand  charged  Uncle  Sam 
for  millions  of  dollars  in  costs  unrelated 
to  its  Pentagon  contracts.  Says  one  gov- 
ernment auditor:  "The  entire  overhead 
system  was  permeated  with  improper 
charges." 

Now  the  party  is  over.  BUSINESS  WEEK 
has  learned  that  the  Defense  Dept.  is 
preparing   an   administrative   settlement 


with  Sundstrand  worth  almost  $100  mil- 
lion in  cash  and  contract  price  guaran- 
tees— the  largest  ever  by  a  government 
contractor.  That's  on  top  of  the  record 
$127.3 'million  in  fines  the  company  paid 
after  pleading  guilty7  last  Oct.  21  to  five 
counts  of  defense  fraud:  four  counts  of 
criminal  conspiracy  to  defraud  the  gov- 
ernment at  its  Rockford  (111.)  plant  and 
one  count  of  criminal  mischarging  at  its 
Seattle-area  operation. 

The  combined  $227.3  million  in  pay- 
ments and  concessions  would  amount  to 
more  than  1595  of  Sundstrand's  estimat- 
ed 1988  revenues  of  $1.48  billion.  M%  of 
which  comes  from  government  con- 
tracts. And  with  just  $20  million  re- 
served, Sundstrand  will  face  a  sizable 
write-off.  It  already  has  written  off 
$141.3  million  since  1986  to  cover  the 
criminal  charges. 

The  administrative  settlement  picks 
up  where  the  guilty  plea  left  off.  The 
plea  exposed  a  web  of  fraudulent  finan- 
cial conspiracies,  including  a  scheme  to 
charge  the  Pentagon  for  government 
contract  overruns,  another  to  write  off 
inventory  illegally,  and  others  to  fund 
executive  perks  and  hide  illegal  gratu- 
ities to  government  officials.  But  the 
trouble  ran  much  deeper.  Investigator- 
say  Sundstrand's  entire  overhead 
counting  process  systematically  tun- 
neled costs  from  its  commercial  busil 
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Chairman  Erikson  quit  in  the  wake  of  the  scandal.  A 
new  management  team  led  by  Stonecipher  may  soon 
see  the  Pentagon's  temporary  ban  lifted 


to  the  government  and  often  duplicated 
those  costs  in  separate  accounts.  Some 
contracts  contained  as  much  as  857< 
overhead. 

Aside  from  the  fines,  Sundstrand  is 
paying  heavily  for  its  misdeeds.  Chair- 
man and  Chief  Executive  Evans  W. 
Erikson,  a  36-year  veteran  with  the  com- 
pany, has  quit.  (He  wouldn't  speak  to 
business  week  for  this  story.)  And  at 
the  government's  insistence,  Pentagon 
and  Justice  Dept.  sources  say,  Sund- 
strand has: 

■  Revised  its  overhead  accounting  sys- 
tem, shaving  the  government's  cost  on 
most  current  contracts  by  20%  to  40%. 

■  Guaranteed  the  Pentagon  lower  prices 
on  some  of  its  ongoing  contracts. 

■  Spent  millions  to  separate  government 
and  commercial  production  in  the  compa- 
ny's factories. 

■  Agreed  never  to  rehire  10  former  ex- 
ecutives, five  of  whom  were  fired  on 
Jan.  5  in  a  disciplinary  action  that  in- 
volved 22  people.  Sources  familiar  with 
the  investigation  say  Chicago  U.  S.  At- 
torney Anton  R.  Valukas  is  preparing 
criminal  indictments  against  current  or 
former  executives  of  the  company.  Valu- 
kas has  no  comment. 

The  good  news  for  Sundstrand,  ac- 
cording to  a  source  at  the  Defense 
Dept.,  is  that  the  Defense  Logistics 
Agency  seems  ready  to  lift  the  tempo- 
rary suspension  it  slapped  on  the  compa- 
ny after  the  October  guilty  plea.  Credit 
that  to  fresh  management  led  by  Harry 
C.  Stonecipher  and  Don  R.  O'Hare,  Erik- 
son's  successors  as  chief  executive  and 
chairman,  respectively.  Both  appear  un- 
blemished by  the  scandal.  Stonecipher 
came  from  General  Electric  Co.'s  air- 
craft engine  division  in  1987,  after  the 
scandal  had  broken.  O'Hare,  who  rose 
from  Sundstrand's  industrial  products 
subsidiary,  was  not  directly  involved  in 


the  aerospace  business 
during  the  period  under 
investigation. 

What  they  inherited  was 
a  company  known  for 
strong  products  and  engi- 
neering but  lax  financial 
controls.  The  company's 
flagship  product  is  an  air- 
craft component  called  a 
constant  speed  drive, 
which  helps  transform  the 
power  of  a  jet  engine  into 
electricity.  It's  an  integral 
part  of  a  plane's  electrical 
generation  system,  which 
Sundstrand  also  makes, 
and  is  found  on  the  Air 
Force  F-16  fighter  as  well 
as  on  many  other  military 
and  commercial  jets. 
Former  employees  say 
that  under  Erikson,  an  engineer  who 
rose  through  the  aerospace  division  to 
the  company's  pinnacle,  Sundstrand's 
strategy  was  to  chase  as  many  Penta- 
gon contracts  for  aircraft  components  as 
it  could.  By  lowballing  bids,  it  could 
lock  up  development  of  the  products,  of- 
ten becoming  the  Pentagon's  sole  source 
of  the  goods.  Later,  it  could  sell  the 
government  replacement  parts  at  big 
markups. 

The  problem  was  that  design  work 
squeezed  profits.  To  ease  the  burden, 
court  documents  indicate,  Sundstrand 
would  illegally  transfer  excess  costs  to 
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an  overhead  account  that  the  gover 
ment  then  paid  for.  Meanwhile,  throug 
an  accounting  maze  that  took  month. 
for  government  auditors  to  understam 
Sundstrand  was  channeling  a  fair  chunl 
of  its  commercial  costs  to  the  govern 
ment  as  well. 
big  backlogs.  Stonecipher,  who  initially  n  tip 
agreed  to  be  interviewed  for  this  ston  i  at  tl 
and  then  changed  his  mind,  now  mus  jthedii 
right  things.  To  get  cash  for  the  settle  Wan 
ments  without  adding  debt  to  the  bal  mlyot 
ance  sheet,  he  recently  convinced  Securi  ^invest 
ty  Pacific  National  Bank  to  buy  $10(  lopleai 
million  in  preferred  stock.  Fortunately  iietam 
Sundstrand's  commercial  aviation  and  in-  tors.  1 
dustrial  products  businesses  are  grow-  itestip 
ing  smartly  and  boast  big  backlogs. 

But  life  at  Sundstrand  will  never  Be  ■; 
the  same.  Gone  are  overhead  systems 
that  padded  profitability  on  both  govern 
ment  and  commercial  work.  And  without 
the  improper  taxpayer  funding  that  muter 
helped  Sundstrand  underbid  rivals,  it 
could  have  a  harder  time  competing, 
Says  Steven  Colbert,  an  analyst  at  Pru- 
dential-Bache  Securities  Inc.:  "They  have 
a  strong  proprietary  position,  lime  will 
tell  if  they  can  keep  that." 

Time  may  be  just  what  Stonecipher 
doesn't  have.  Sundstrand,  says  the  Wall 
Street  rumor  mill,  could  be  up  for  grabs 
once  its  legal  troubles  are  settled.  In  the 
end,  Sundstrand  could  pay  for  its  mis- 
deeds with  its  independence. 

By  Michael  Oneal  in  Chicago  and  Paula 
Dwyer  in  Washington 
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THE  DEBRIS  IN 

RUDOLPH  GIULIANI'S  WAKE 


A  bungled  insider  trading  case  and  the  GAF  mistrial  mar  his  record 


,udolph  W.  Giuliani,  who  on  Jan. 
10  announced  his  resignation  as 
U.  S.  Attorney  in  Manhattan,  has 
racked  up  an  impressive  string  of  wins 
in  his  war  against  Wall  Street  corrup- 
tion. Yet  Giuliani,  who  plans  to  depart 
by  month's  end,  may  also  leave  behind 
some  potentially  embarrassing  pieces  of 
unfinished  business.  On  the  very  day  of 
his  announcement,  a  judge  declared  a 
mistrial  because  of  prosecutorial  miscon- 
duct in  Giuliani's  stock  manipulation 
case  against  GAF  Corp.  More  important, 
he  has  failed  to  bring  his  highly  publi- 
cized, long-promised  case  against  arbi- 
trageurs Robert  M.  Freeman,  Richard  B. 
Wigton,  and  Timothy  L.  Tabor. 

Among  the  most  prominent  of  Giu- 
liani's Wall  Street  targets,  the  three  men 
were  arrested  on  insider-trading  charges 


in  February,  1987.  But  four  months  later 
the  government  asked  that  charges  be 
dropped  because  it  was  not  ready  for 
trial.  Giuliani  promised  to  bring  a  new, 
expanded  indictment  "in  record-breaking 
time."  But  for  the  past  20  months  the 
three  have  had  to  cool  their  heels  wait- 
ing for  Giuliani  to  act  (table).  Freeman, 
then  head  of  arbitrage  at  Goldman, 
Sachs  &  Co.,  is  still  at  the  firm,  though 
with  lesser  duties.  Wigton,  who  ran  Kid- 
der, Peabody  &  Co.'s  arbitrage  opera- 
tions, is  on  a  paid  leave  without  a  specif- 
ic job.  Tabor,  who  worked  for  Wigton,  is 
a  private  financial  consultant. 

Critics,  including  many  editorial  writ- 
ers, have  assailed  Giuliani's  handling  of 
the  case.  The  strong-arm  arrests  of  the 
three  men,  many  felt,  would  have  been 
more  appropriate  for  Mafia  capos  about 
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skip  town  Tabor  was  picked  up  in  his 

lartmcnt  80  late  in  llie  day  that  he  had 

tend  the  nigh!  in  jail.  <  iiuiiani  expect 

1  to  persuade  Tabor  to  implicate  Wig- 
»n.  lint  Tabor  refused.  The  next  day, 
ton  was  arrested  in  his  ollice  and 
luled  away  in  handcuffs.  Freeman  was 
(1  to  a  police  van  in  front  of  television 

l ras.  All  pleaded  not  guilty. 

HE  TIP.  Although  little  attention  was 
aid  at  the  time,  the  government  also 
otched  the  charges  under  which  it  ob- 
lined  arrest  warrants.  They  were  based 
trgely  on  information  from  former  Kid- 
er  investment  banker  Martin  A.  Siegel, 
.ho  pleaded  guilty  to  two  felony  counts 
i  return  for  his  cooperation  with  prose- 
utors.  Thomas  P.  Doonan,  a  Giuliani 
nvestigator,  charged  that  Freeman  in 
^pril,   19S"),  gave  inside  information  to 

siegel  about  T.  Boone  Pickens  Jr.'s  hos- 
iK  bid  for  Unocal  Corp.,  to  which  Gold- 
nan  Sachs  was  an  adviser.  Freeman  al- 
egedly    told   Siegel   that   Unocal,   to 

•ounter  the  Pickens  bid,  would  announce 

i    partial    stock    buyback. 

Judging    that    this    would 

■ause    Unocal    stock    to 

top,  Siegel,  who  oversaw 

Kidder's   arbitrage   unit, 

had    the    department    buy 

put  options  to  protect  its 

sizable  position  in  Unocal. 
Doonan  also  alleged  that 

in  the  same  month,  Siegel 

gave  inside  information  to 

Freeman  about  a  plan  by 

Kohlberg    Kravis    Roberts 

&   Co.,  whom  Siegel  was 

advising,    to    take    over 

Btorer     Communications 

Inc.  The  tip  enabled  Free- 
man to  determine  the  right 

price  to  sell  call  options  to 

hedge     his     position     in 

Storer.  Unlike  Wigton  and 

Tabor,  Freeman  was  ac- 
cused  of  trading   for   his 

own  account. 

Doonan    declared    that 

the  "extensive  details"   of 

wrongdoing   provided   by 

Siegel  "amply  established" 

Siegel's    "reliability    and 

trustworthiness."    Yet    the 

indictment   of   the    three 

men  on  Apr.  9,  1987,  con- 
tained conflicting  allega- 
tions.    It     said     Kidder 

bought  Unocal  put  options 
m  May,  L985,  a  month  at' 

ter    Unocal    announced    its 

stock  buyback.  And  il  al 

leged        that         Freeman 

bought  Storer  stock  m  De- 
cember, L985,  months  after 

Storer  accepted  kkk's  hid. 
It  gave  no  details  on  what 
inside     information     had 

prompted  these  trades 


On  Mav  11  the  government  asked  for 

a    two  month    delay    in    the    start    of    the 

trial  so  that   it  could  bring  a  broader 

indictment.    When    the  jud:  •  d    to 

grant  the  delay,  the  government  suc- 
cessfully moved  to  have  the  indictment 
dismissed.  Assistant  U.S.  Attorney  John 
M.  McKnany  admitted  thai  "we  can  be 
faulted  for  trying  to  proceed  too  fast." 
Assistant  U.S.  Attorney  Neil  S.  Cartus- 
ciello  explained  the  Apr.  9  indictment 
was  "merely  the  tip  of  an  iceberg"  and 
that  "the  schemes  under  investigation 
have  turned  out  to  be  larger  and  more 
complex  than  originally  believed." 

Asked  why  the  investigation  is  taking 
so  long,  a  Giuliani  spokeswoman  would 
only  comment  that  the  investigation  was 
continuing.  Yet  some  defense  sources 
believe  the  government  may  be  having 
trouble  making  its  case.  Martin  Siegel 
figures  to  be  its  key  witness.  But  the 
defense  may  claim  that  errors  in  the 
government's  original  charges,  among 
other  things,  show  that  Siegel  is  unreli- 
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WILL  THE  OTHER  SHOE 
EVER  DROP? 

FEBRUARY,  1987 

Federal  agents  arrest  Goldman  Sachs 
arbitrage  head  Robert  M.  Freeman,  Kid- 
der's top  arb  Richard  B.  Wigton,  and  for- 
mer Kidder  arb  Timothy  L.  Tabor 

APRIL,  1987 

A  grand  jury  charges  the  trio  with  an  in- 
sider-trading conspiracy  involving  for- 
mer Kidder  executive  Martin  A.  Siegel 

MAY,  1987 

U.S.  Attorney  Rudolph  W.  Giuliani  asks 
the  court  to  delay  the  trial.  Turned 
down,  he  then  asks  the  court  to  dismiss 
the  charges.  He  vows  a  new,  expanded 
indictment  "in  record-breaking  time" 

AUGUST,  1988 

A  grand  jury  indicts  five  partners  of 
Princeton/Newport  Partners  on  racke- 
teering and  fraud  charges.  The  defen- 
dants' attorneys  claim  Giuliani  hoped  to 
pressure  the  partners  into  implicating 
Freeman,  who  had  ties  to  the  linn 

DECEMBER,  1988 

Giuliani's  ollice  subpoenas  Kidder  and 
Goldman  for  more  documents 

JANUARY,  1989 

Giuliani  resigns,  as  of  month's  end 

DATA  BW 


able.      Pro  enitor  .     ha',  e     beet,     ad 

corroborating    iviti 

lawyer    couldn't     be    reached     for 
comment 

Siegel'  ■  credibility  i    e  >pecially  crucial 

in   the  case  against   Wigton   and  Tabor. 

There    is     little    dl.-.pilte    over    the     tl 
they   executed     The    mam    I- ..-.ue   I.-,    wheth 

er  Siegel  told  them,  as  he  ha.-,  claimed  to 
the  government,  that  his  trading  ii 
were  based  on  confidential  information 
CHIEF  TARGET.  Freeman,  though,   .- >  ■ 
to  be  Giuliani's  chief  target.  Federal  in- 
vestigators   have    obtained    voluminous 
records  of  his  trading  and  phone  calls. 
Yet  the  government  would  likely  need  to 
buttress    suspicious    circumstantial    evi- 
dence   with    testimony    from    witn< 
with  direct  knowledge  of  wrongdoing. 

The  government  had  hoped  to  aug- 
ment Siegel's  assertions  with  evidence 
from  James  Sutton  Regan,  managing 
partner  of  Princeton  /Newport  Partners, 
a  small  investment  firm.  Regan  and 
Freeman  are  close  friends.  Last  August 
a  grand  jury  indicted  Re- 
gan and  four  other  Prince- 
ton/Newport partners  on 
racketeering  charges.  Re- 
gan attorney  Theodore  V. 
Wells  says  that  the  gov- 
ernment put  "tremendous 
pressure"  on  Regan  to  im- 
plicate Freeman  in  connec- 
tion with  his  Storer  trad- 
ing. Regan  declined  to 
cooperate. 

When  and  if  the  govern- 
ment brings  its  indictment, 
defense  lawyers  will  likely 
move  for  dismissal  on  the 
ground  that  the  feds  vio- 
lated the  defendants'  con- 
stitutional right  to  a 
speedy  trial.  Proceedings 
are  supposed  to  begin 
within  70  days  of  an  indict- 
ment. But  the  U.  S.  Su- 
preme Court  has  said  that 
the  government  may  drop 
charges  and  later  bring 
new  ones  if  it  is  acting  in 
"good  faith."  The  defense 
might  have  to  show  that 
Giuliani's  dismissal  move, 
accompanied  by  promises 
of  a  far  more  serious  in- 
dictment to  come,  wa 
bad-faith  ploy  to  delay  the 
trial  indefinitely. 

The  Freeman-Wigion-Ta- 
bor  and  GAF  cases  may  ex- 
tend Giuliani's  streal 
scores.  But  it  also  could 
turn  out  that  Giuliani,  like 
a  trader  with  inside  infor- 
mation, has  gotten  out  at 
the  top. 

By  ( 'ti  ris 
York  ' 
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MARKETING  I 


P&G  GOT  RID  OF  lOO  JOBS  AT  ITS  FROSTPROOF  (FIA.)  PLANT  AND  CUT  A  SWOLLEN  AD  BUDGET 


CAN  P&G  SQUEEZE 

PROFITS  OUT  OF  ORANGE  JUICE? 


It's  trying  to  turn  around  Citrus  Hill  through  stringent  cost-cutting 


It's  a  classic  marketing  bout:  Coca- 
Cola  Foods,  trying  to  restore  the  fad- 
ing market  leadership  of  its  Minute 
Maid  brand,  is  duking  it  out  with  Sea- 
gram Co.'s  Tropicana  for  the  allegiance 
of  orange  juice  drinkers  in  the  North- 
east. Since  last  spring,  when  Coke  intro- 
duced its  not-from-concentrate  Premium 
Choice  juice  in  an  attack  on  Tropicana's 
stronghold,  the  two  have  been  going  at 
it  with  ads,  discounts,  and  promotions. 

But  there's  something  missing  here. 
Where  is  Procter  &  Gamble  Co.,  No.  3  in 
the  business  with  its  Citrus  Hill  label? 

Nowhere  to  be  seen.  And  don't  look 
for  mighty  P&G  to  get  into  not-from-con- 
centrate, the  major  growth  sector  of  the 
OJ  biz,  anytime  soon.  As  Goldman,  Sachs 
&  Co.  analyst  Jack  L.  Salzman  says,  P&G 
is  "No.  3  in  a  two-man  race."  It's  concen- 
trating its  energies  first  on  cutting  costs 
and  bringing  the  money-losing  operation 
to  breakeven.  In  its  current  fiscal  year, 
reports  one  outsider,  P&G  is  slashing  its 
$20  million-plus  budget  for  Citrus  Hill 
advertising.  He  adds:  "I  think  they've 
come  to  the  point  where  the  people  at 
the  top  have  said  to  the  division  manag- 
ers, 'It's  time  we  start  seeing  some  mon- 
ey from  this  operation.'  " 

The  move  to  emphasize  profitability  in 
orange  juice  signals  a  subtle  but  impor- 
tant shift  at  the  $19  billion  consumer 


goods  giant.  Instead  of  simply  stressing 
volume,  P&G  views  profits  as  equally 
necessary.  Although  Chairman  John  G. 
Smale  remains  intent  on  growth,  that's  a 
big  change  in  attitude. 

Traditionally,  Procter  has  taken  a  nev- 
er-say-die  approach  in  categories  that  it 
invades.  When  its  methodical  march  into 
a  new  business  doesn't  make  headway, 
it  doesn't  give  up.  It  just  keeps  lobbing 
grenades,  seemingly  forever.  The  best 
case:  Pringles,  the  eerily  uniform  potato 
chips  that  were  one  of  the  great  flops  of 
the  1970s.  Despite  huge  losses,  P&G 
hung  in  there  and  turned  the  product 
into  a  modest  success. 

Now,  Cincinnati- 
based  Procter  is  tak- 
ing a  different  tack. 
In  1987,  P&G  dumped 
most  of  its  production 
capacity  for  Duncan 
Hines  ready-to-serve 
cookies  after  a  bruis- 
ing market  battle. 

There's  not  much 
talk  at  P&G  these  days 
of  the  old  goal  of  dou- 
bling unit  volume  ev- 
ery decade.  In  the 
face  of  tougher  com- 
petition, retailer  con- 
solidation, and  diflicul- 
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ties  in  reaching  a  mass  market,  Smal 
has  focused  on  profits  more  than  ever 
As  a  P&G  spokesman  says:  "Before,  i 
had  been  share,  share,  share.  We  get  th 
share,  and  the  profits  will  follow."  Nowl 
he  says,  the  company  is  focusing  mon 
on  profits. 

What  P&G  denies  publicly,  but  hints  t 
analysts,  is  that  profits  are  the  No. 
priority  at  Citrus  Hill.  Besides  the  cuts 
in  ad  spending,  which  P&G  says  was  in 
flated  initially  by  product-introduction 
expenses,  the  company  has  eliminated 
close  to  100  jobs  and  moved  to  increase 
efficiency  at  its  Frostproof  (Fla.)  plant. 
"They've  implemented  some  very  strin- 
gent cost-cutting,"  says  one  former  P&G 
official.  The  objective,  according  to  out 
siders:  to  lower  losses  by  about  half  in 
the  current  fiscal  year,  from  the  $20  mil 
lion  to  $40  million  estimated  in  the  year 
ended  last  June  30,  when  sales  were 
about  $250  million.  Analyst  Salzman 
pegs  p&g's  cumulative  operating  losses 
in  orange  juice  at  more  than  $200  mil- 
lion, and  others  say  they  may  be  higher. 
no  edge.  How  did  P&G  find  itself  in  such 
a  fix?  As  usual,  it  entered  the  juice  mar- 
ket in  1981  aiming  to  upend  the  leaders 
with  a  better  product.  But  the  technol- 
ogy it  had  expected  to  rely  on  never 
quite  worked  out.  And  though  the  com- 
pany has  offered  a  bevy  of  new  products 
and  packages,  such  as  calcium-fortified 
juice  and  a  96-ounce  plastic  jug,  it  hasn't 
been  able  to  garner  much  more  than  a 
10%  share  of  the  overall  market  (chart). 
That  leaves  it  with  no  edge  in  a  fight 
with  Coke  Foods,  which  has  refocused 
its  energies  on  orange  juice,  or  with  Tro- 
picana, which  has  capitalized  on  its  Pure 
Premium  not-from-concentrate  product 
to  take  a  run  at  market  leadership.  P&G 
isn't  likely  to  compete  in  that  arena 
soon,  given  the  huge  entry  costs. 

Still,  P&G  rejects  the  notion  that 
its  dedication  to  becoming  the  No.  1 
orange  juice  maker  has  faded.  The  com- 
pany is  scrutinizing  costs,  say  spokes- 
men, but  it's  amply  supporting  the  busi- 
ness. "Don't  count  them  out,"  says 
Pierre  U.  Ferrari, 
Coke  Foods's  senior 
vice-president  for  con- 
sumer marketing. 

But  other  outsiders 
still  aren't  sure.  "The 
next  six  months  will 
determine  where  P&G 
will  go  on  this  thing," 
says  one  close  observ- 
er. If  profits  do 
not  pick  up — and 
soon — P&G  may  con- 
sider taking  more 
drastic  action. 

By  Zachary  Schiller 
in  Cleveland 
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i  NEW  WAY 
TO  KEEP 
RAIDERS  AT  BAY 

I A  court  O.K.'s  an  ESOP  defense 


Last  July  12,  one  day  before  he  was 
to  have  met  with  Shamrock  Hold- 
ings Inc.'s  Stanley  P.  Gold  and  Roy 
E.  Disney,  Polaroid  Corp.  Chief  Execu- 
ti\c  I  MacAllister  Booth  urgently  con- 
vened a  secret  meeting  of  his  board  of 
directors.  He  presented  a  plan  designed 
to  head  off  Shamrock's  impending 
tender  offer  for  his  company.  The  most 
prominent  feature:  an  enlarged  version 
of  a  previously  approved  employee  stock 
ownership  plan  that  would  control  149 
of  Polaroid's  shares.  The  directors  quick- 
ly endorsed  the  scheme,  and  Booth  can- 
celled his  conference  with  Shamrock. 

Booth's  hardball  tactics  appear  to 
have  paid  off.  On  Jan.  6  a  Delaware 
judge  turned  down  Shamrock's  chal- 
lenge of  the  controversial  ESOP.  If  the 
decision  survives  appeal,  Shamrock  will 
be  hard-pressed  to  secure  the  85%  of 
Polaroid  shares  required  under  Dela- 
ware laws  to  complete  a  merger.  In  a 
tender  offer,  the  employee  owners  most 
likely  would  vote  their  ESOP  shares  in 
favor  of  existing  management. 

The  Polaroid  ruling  is  likely  to  spur 
more  and  more  companies  to  use  ESOPs 
as  a  defense  against  hostile  takeovers. 
The  decision  defines  how  ESOPs  can  be 
used  to  fend  off  a  takeover  bid  without 
damaging  the  interests  of  public  share- 
holders. "This  one  decision  has  gone 
much  further  than  Congress  ever  would 
to  solve  the  problem  of  hostile  take- 
overs," says  Malon  Wilkus,  president  of 
American  Capital  Strategies  Ltd.,  an  in- 
vestment banking  firm  that  specializes 
in  leveraged  ESOPS. 

good  timing.  Once  confined  to  small 
companies,  ESOPs  have  become  increas- 
ingly popular  in  blue-chip  corporations, 
particularly  as  a  means  of  defending 
against  corporate  raiders.  On  Jan.  11, 
Procter  &  Gamble  Co.  announced  it  had 
set  up  an  ESOP  that,  along  with  an  exist- 
ing profit-sharing  plan,  eventually  will 
give  employees  a  20  ;  equity  stake  in  the 
company.  PAG  says  the  plan  was  de- 
signed primarily  to  lower  its  costs  by 
obtaining  ESOP  tax  advantages  and  to 
improve  its  employees'  retirement  secu- 
rity. Bui  the  company  also  acknowl- 
edges that  the  ESOP  will  strengthen  its 
defenses  against  a  takeover. 

The     Delaware     ruling     by     Chancery 

Judge  Carolyn  Berger  says  timing  is  im- 
portant m  determining  whether  an  ESOP 
can  he  set  up  to  hlock  a  takeover.  Polar- 


oid management  began  discussing  the 
possibility  of  an  ESOP  in  September, 
1985,  and  the  board  last  March  tentative- 
ly approved  a  plan  that  would  control  5' ' 
of  the  company's  stock.  Those  early  dis- 
cussions indicated  that  the  board  had  re- 
viewed the  plan  responsibly — even 
though  Booth  implemented  a  much  larg- 
er ESOP  after  Shamrock  made  its  bid. 

Most  important,  Berger  ruled  that  the 
ESOP's  14' '  holding  should  be  included  in 
the  85'i  stake  that  Shamrock  must  ac- 
quire. This  is  so,  she  said,  because  the 
Polaroid  plan  allows  employees  to  vote 
their  shares  in  confidence  in  a  tender 
offer— a  provision  not  included  in  many 
ESOPs.  Although  the  Polaroid  ESOP  clear- 
ly is  a  defensive  mechanism,  it  is  "funda- 
mentally fair"  and  doesn't  advance  man- 
agement interests  over  the  employees', 
Berger  decided.  Indeed,  Polaroid's  union- 
like Employees'  Committee,  which  ini- 
tially balked  at  the  pay  cuts  workers  will 
take  in  return  for  stock  ownership,  now 
favors  the  swap. 


Berger  also  noted  Polaroid's  efforts  in 
the  1980s  to  give  employees  a  much 
greater  voice  in  decision-making.  She 
concluded  that  the  ESOP  fits  in  well  with 
the  company's  participator}-  culture  and 
will  give  workers  an  incentive  to  raise 
productivity.  "What  this  court  is  saying 
is  that  the  combination  of  employee  par- 
ticipation and  ownership  is  in  the  best 
interests  of  employees  and  sharehold- 
ers," says  Corey  Rosen,  executive  direc- 
tor of  the  National  Center  for  Employee 
Ownership. 

Polaroid's  newr  employee  owners  seem 
happy  with  the  Delaware  ruling.  Em- 
ployees' Committee  Chairman  Nicholas 
Pasquarosa  says  that  there  is  broad  sup- 
port fpr  taking  additional  pay  cuts  to 
enlarge  the  ESOP's  holding  beyond  14  . 
Polaroid's  workers  apparently  believe — 
as  did  Judge  Berger — that  the  ESOP  was 
set  up  for  their  own  good. 

By  Keith  H.  Hammonds  in  Boston,  with 
Jo/in  Hoerr  in  New  York  and  Zachary 
Schiller  in  Cleveland 


MANUFACTURING! 


THIS  ENGINE  MAKER  IS  FINALLY 
SEEING  A  PATCH  OF  BLUE 


A  major  deal  with  Braniff  will  keep  the  troubled  IAE  consortium  aloft 


For  International  Aero  Engines,  the 
deal  couldn't  have  come  at  a  better 
time.  The  East  Hartford-based  con- 
sortium had  not  booked  a  major  order  of 
engines  in  two  years.  IAE  had  already 
lost  its  largest  customer.  Lufthansa  Ger- 
man Airlines,  and  was  in  danger  of  los- 
ing the  only  U.S.  airline  on  its  hooks. 

Pan  American  World  Airways  Inc. 

But  when  Braniff  Inc.  decided  on  -Ian. 
1  to  buy  as  many  as  10(1  planes  from 
Europe's  Airbus  Industrie.  IAE  came  out 


a  winner,  too.  I.\K  will  supply  V2500 
turbofan  engines  for  Braniff's  50  firm 
orders  of  A320  planes  and  may  sell  en- 
gines for  5(1  more  if  Braniff  takes  up  its 
options.  The  deal  is  worth  up  to  SI  bil- 
lion for  iae,  which  was  set  up  five  years 
ago  to  develop  the  V2500  and  is  years 
from  profitability.  'Without  this,  we 
could  he  facing  a  rather  bleak  futl 
says  President  Nick  R.  Tomassetti.  IAE 

ied  to  finance  Branilf's  purchasi 
five  A.320s  hut  didn't  disclose  terms.  The 
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deal  may  be  a  turnaround  for  iae. 
Led  by  the  Pratt  &  Whitney  division 
of  United  Technologies,  with  a  30$ 
stake,  IAE  has  had  a  rough  time  compet- 
ing against  CFM  International,  a  joint 
venture  of  General  Electric  and  France's 
SNECMA.  In  the  past  two  years,  CFM  has 
won  most  of  the  engine  business  for  150- 
seater  planes,  including  $2.2  billion  in 
orders  from  Northwest,  Iberia,  Air  Can- 
ada, All  Nippon,  and  Canada  Interna- 
tional. IAE  had  just  $1  billion  in  engine 
orders  before  the  Braniff  deal,  while 
consortium  members  had  pumped  more 
than  $1  billion  into  developing  the  V2500 


and  plan  to  spend  an  additional  $1  billion 
producing  the  first  300.  Other  IAE  con- 
sortium members  are  Britain's  Rolls- 
Royce,  Japanese  Aero  Engines,  West 
Germany's  Motoren  &  Turbinen  Union, 
and  Italy's  Fiat  Aviazione. 

Even  with  the  new  business,  IAE  has 
only  250  firm  orders  for  engines  for  the 
A320  vs.  cfm's  770  orders.  So  far,  CFM 
has  also  aced  IAE  out  of  supplying  the 
best-selling  Boeing  737.  "That  doesn't 
mean  we  have  given  up,"  Tomassetti  in- 
sists. He  hopes  the  V2500's  fuel  efficien- 
cy and  reduced  noise  will  begin  to  win 
over  customers  after  the  engine  goes 


into  commercial  use  this  spring.  Som 
observers  say  the  apparent  Jan.  8  failud 
of  a  CFM56  "engine  on  a  Boeing  737-40(3 
in  England  could  help  V2500  sales,  bul 
that  investigation  is  still  under  way. 

The  Braniff  deal  was  especially  good 
news  for  Pratt  &  Whitney.  Insiders  sayl 
it  spent  close  to  $100  million  in  the  past! 
two  years  to  keep  the  V2500  going  afterl 
technical  problems  and  infighting  threat! 
ened  to  scuttle  it.  Now  the  industry  will! 
be  watching  to  see  how  well  IAE  takes| 
advantage  of  its  new  lease  on  life. 

By  Resa  W.  King  in  East  Hartford,  with\ 
bureau  reports 


ARMS  SALES  I 


A  LEMON?  DON'T 
TEL1  THE  SAUDIS 


Under  fire  at  home,  the  Bradley 
troop  carrier  is  a  hit  in  theMideast 


Ask  Robert  H.  Malott  about  FMC 
Corp.'s  controversial  Bradley 
Fighting  Vehicle,  and  up  go  the 
deflector  shields.  Congressional  critics 
who  brand  the  armored  personnel  carri- 
er a  high-tech  dud  are  misguided,  insists 
FMC's  chairman:  "We  are  a  favorite  tar- 
get of  the  antidefense  Establishment." 

Yet  the  beleaguered  Bradley  does 
have  some  friends  in  high  places — most- 
ly in  the  Middle  East.  On  Jan.  5,  FMC 
nabbed  a  $550  million  contract  with  Sau- 
di Arabia  to  deliver  200  Bradleys  along 
with  logistical  support.  Last  summer, 
FMC  landed  a  $1  billion  joint  venture  in 
Turkey  to  make  1,700  armored  combat 
vehicles,  including  hybrids  of  the  Brad- 
ley. And  BUSINESS  WEEK  has  learned 
that  FMC  will  soon  announce  a  $95  mil- 
lion deal  to  supply  Pakistan  with  500  of 
its  less  sophisticated  M-113  armored  per- 
sonnel carriers. 

sink  OR  swim.  For  FMC,  a  $3.1  billion 
defense,  chemical,  and  commercial  equip- 
ment maker  based  in  Chicago,  the  Saudi 
deal  was  a  marketing  coup.  Since  its 
production  startup  in  1981,  the  Bradley 
has  come  under  almost  constant  fire 
from  critics.  They  charge  that  the  25-ton 
infantry  squad  carrier,  which  comes 
armed  with  a  25mm  cannon,  a  7.62mm 
machine  gun,  and  an  antitank  missile 
system,  is  too  slow,  making  it  a  sitting 
duck  under  enemy  attack.  It  also  sank 
during  swim  tests,  and  live  fire  tests 
ordered  by  Congress  two  years  ago  re- 
vealed that  the  Bradley's  armored  shell 
inadequately  protected  mannequin 
troops  inside  from  heavy  enemy  fire. 

Have  the  folks  in  Riyadh  gone  crazy? 
Not  so,  say  the  Saudis,  who  put  the 
Bradley  through  extensive  field  tests  in 


THE  BRADLEY:  "THIS  DEAL  IS  AN  ANSWER  TO  ALL  THE  MEDIA  CRITICISM' 


the  blistering  heat  of  the  Rhub  Al-Khali 
desert.  The  vehicle  outperformed  such 
rivals  as  the  Warrior  infantry  fighting 
vehicle  made  by  Britain's  GKN  PLC,  ac- 
cording to  a  Western  diplomat.  "I  think 
this  deal  is  an  answer  to  all  the  media 
criticism,"  trumpets  Robert  N.  Burt, 
FMC's  head  of  defense  systems. 

Perhaps.  But  politics  undoubtedly 
played  a  role,  too.  During  the  past  two 
years  the  Saudis  have  turned  to  British, 
French,  and  even  Chinese  arms  manu- 
facturers for  fighter  jets  and  intermedi- 
ate-range missiles.  The  Saudis  "like  to 
spread  the  action  around  for  political 
reasons,"  says  the  diplomat. 
troubleshooter?  What's  more,  while 
the  Saudis  face  a  hostile  Iran  across  the 
Persian  Gulf,  they're  unlikely  to  face  an 
intensive  tank  and  heavy  artillery  as- 
sault— where  the  Bradley  might  be  vul- 
nerable. The  Saudis  probably  will  be 
more  interested  in  using  the  Bradleys  to 
quell  domestic  unrest. 

The  foreign  contracts  with  the  Saudis 
and  Turkey  couldn't  come  at  a  better 
time  for  FMC.  With  the  great  Reagan 
arms  buildup  now  over,  FMC's  defense 
sales  have  flattened.  Defense  revenues 
were  off  17< ,  to  $691.6  million,  during  the" 
first  nine  months  of  1988. 

FMC  sees  more  arms  sales  to  the  Gulf 
region  in  the  future.  The  Saudis  say 
they  could  use  up  to  400  more  Bradleys. 
Jordan  is  interested,  too,  say  FMC  execu- 
tives. There's  also  a  chance  that  Paki- 


stan may  trade  up  to  the  Bradley  from 
the  M-113.  Closer  to  home,  fmc's  back- 
log of  Bradley  orders  from  the  U.  S. 
Army  runs  through  1992,  locking  in  an- 
nual revenues  of  about  $300  million. 
That  steady  stream  of  business1  makes 
the  Bradley,  for  all  the  verbal  barrages 
against  it,  look  like  a  survivor  for  years 
to  come. 

By  Brian  Bremner  in  Chicago,  with 
Doug  Graham  in  Riyadh 


BIOTECHNOLOGY  I 


AMGEN  IS  HOT— 
AND  BOTHERED 


It  has  two  promising  drugs — but 
doesn't  want  them  ballyhooed 


As  Genentech  Inc.  learned  not  long 
ago,  it's  tough  to  stay  at  the  top 
in  biotech.  In  the  past  year  its 
stock  plunged  from  48  to  17  when  sales 
of  TPA,  its  much-ballyhooed  heart  attack 
drug,  failed  to  meet  lofty  targets. 

Meet  the  new  darling  of  biotech:  Am- 
gen  Inc.  The  Thousand  Oaks  (Calif.) 
company  has  two  potential  blockbusters 
nearing  the  market.  But  unless  Amgen 
walks  a  fine  line  in  coming  months,  it 
could  be  headed  for  a  rough  tumble,  too. 
What  made  Amgen  Wall  Street's  new 
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The  Panasonic  Boom:  the  next  generation  in  business. 


/. 


ye 
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"There's  an  easy  way  out  in  anything. 

But  the  messages  I'm  getting  from  the  top  today 
say  dont  just  buy  what  everyone  else  has 
—buy  smart." 


The  tougher  the  business 
climate  has  gotten,  the  tougher 
top  management  has  gotten. 

And  today  it  seems  there 
are  three  key  words  in  decision 
making.  Justify,  justify,  justify. 

So  how  do  you  make  a  case 
for  Panasonic  Genesis™  copiers? 

First,  the  name  is  one  that's 
always  been  associated  with 
good  value. 

And  second,  there's  the 
product  itself.  Or  should  we -say, 
family  of  products.  Because 
Genesis  is  a  complete  line  of  full- 
featured  copiers  that  lets  you 
pick  exactly  what  you  need. 
So  you  don't  have  to  overspend 
to  get  what  you  want. 

Panasonic  Genesis  copiers.' 
Not  always  the  obvious  choice. 
But  often  the  smart  one.  And  this 
is  just  one  of  the  ways  we're 
making  our  name  felt  around 
the  office  today. 

For  the  name  of  your 
nearest  dealer,  call  toll-free: 
1-800-447-4700. 


Panasonic 

Office  Automation  /f^% 


Copiers,  Typewriters,  Printers, 
Peripherals  and  Facsimiles. 


favorite  (chart)  is  a  drug  called  erythro- 
poietin (EPO)  that  triggers  production  of 
red  blood  cells  in  anemic  patients.  The 
company  expects  marketing  approval 
from  the  Food  &  Drug  Administration 
by  March.  By  1991,  Amgen  should  be 
selling  a  product  called  G-CSF  that  can 
bolster  a  damaged  immune  system. 

But  there  are  two  big  potholes  in  Am- 
gen's  path.  The  most  immediate  is  an 
acrimonious  patent  dispute  over  the 
rights  to  EPO  that  Amgen  is  fighting 
with  rival  Genetics  Institute  Inc.  Al- 
though Amgen  is  at  least  six  months 
closer  to  market,  both  companies  have 
patents  that  they  insist  should  prevail. 

Genetics  Institute  has  less  to  lose.  It 
licensed  its  patents  to  Japan's  Chugai 
Pharmaceutical  Co.,  which  plans  to  mar- 
ket EPO  in  the  U.  S.  through  Upjohn  Co. 
So  the  Boston  company  will  reap  royal- 
ties of  only  5%  to  10%  on  those  sales. 
Amgen,  on  the  other  hand,  views  EPO  as 
its  ticket  to  becoming  a  major  drug  com- 
pany. Also  interested  is  giant  Johnson  & 
Johnson,  which  holds  the  marketing 
rights  to  some  uses  of  the  drug. 

Determined  to  fend  off  Chugai,  Am- 
gen asked  the  International  Trade  Com- 
mission to  block  imports  of  EPO  from 
Japan  because  it  is  made  by  a  process 
that  violates  Amgen's  patents.  But  on 
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Jan.  10,  the  ITC  judge  disagreed.  Execu- 
tives at  Genetics  Institute  and  Chugai, 
who  would  like  to  settle  out  of  court, 
cheered  while  Amgen  issued  a  statement 
giving  no  sign  of  its  next  move. 


Still,  the  news  is  bound  to  hurt.  Shoi 
positions  in  Amgen's  stock  already  ha< 
risen  from  fewer  than  150,000  shares  ir 
November  to  more  than  400,000  shares 
or  2.3%  of  its  outstanding  stock,  by  mid 
December.  Although  Amgen's  stock 
edged  up  Vs  to  33  on  the  day  after  the 
announcement,  "investors  are  going  to 
shy  away,"  believes  Stuart  Weisbrod  of 
Prudential-Bache  Securities  Inc. 
complaint.  Meanwhile,  Amgen's  other 
challenge  is  to  steer  clear  of  the  exag- 
gerated expectations  that  landed  Genen- 
tech  in  the  doghouse.  In  November, 
Shearson  Lehman  Hutton  Inc.  analyst 
Teena  Lerner  issued  a  bullish  invest- 
ment report  predicting  that  EPO  could 
command  a  $3.5  billion  annual  market  by 
the  mid-1990s.  Since  then,  Amgen  has 
taken  up  a  lament  unheard  of  in  the 
corridors  of  biotech:  It's  warning  that 
the  Street's  estimates  are  far  too  high. 

But  Amgen  has  seen  what  can  hap- 
pen. "They're  scared  of  the  TPA  mon- 
ster," observes  Philip  J.  Whitcome,  a 
former  Amgen  executive  who  now  heads 
Neurogen,  a  new  startup.  Concedes  Am- 
gen Chairman  George  B.  Rathmann: 
"We  don't  want  expectations  of  such  a 
magnitude  that  there's  disappointment." 

By  Joan  O  'C.  Hamilton  in  San  Francis- 
co and  Corie  Brown  in  Boston 


ENTERTAINMENT! 


THEY'RE  PLAYIHG 
WHOSE  SONG? 


A  shopping  spree  sends  the 
value  of  music  rights  soaring 


usic  publishers  are  whistling  a 
happy  tune  these  days.  Over 
the  past  few  weeks,  four  of  the 
world's  five  biggest  record  companies 
unveiled  plans  to  spend  more  than  $430 
million  to  buy  independent  publishers. 
The  record  giants  want  to  pump  up  their 
music  publishing  arms,  and  they're  pay- 
ing top  dollar  for  the  privilege. 

The  reason?  The  recent  boom  in  music 
looks  as  though  it's  going  to  last,  thanks 
to  new  technologies  and  expanding  mar- 
kets. And  owning  music  catalogs  is  a 
shrewd  way  to  cash  in  on  that  growth. 
Publishers  collect  a  fee  virtually  every 
time  their  songs  are  bought  or  played. 
house  OF  hits.  Record  companies  see 
special  advantages  to  owning  rights.  For 
starters,  they  don't  need  outside  permis- 
sion to  record  certain  hits.  They  can  also 
squeeze  more  profit  from  each  recording 
by  encouraging  artists  to  perform  num- 
bers drawn  from  the  house  catalog. 

On  Jan.  3,  Thorn  KM  I  PLC  became  the 
most  aggressive  player  whe  it  clinched 


the  biggest  deal  in  music  publishing  his- 
tory. The  British  company,  which  owns 
the  EMI  and  Capitol  record  labels,  said  it 
will  pay  $337  million  for  SBK  Entertain- 
ment World  Inc.  SBK's  250,000  titles  in- 
clude MGM  film  musicals  such  as  Singin ' 
in  the  Rain  and  pop  songs  by  such  art- 
ists as  James  Taylor  and  Billy  Joel.  The 
SBK  deal  doubles  EMl's  share  of  the  pub- 
lishing market  to  12%,  only  a  bit  behind 
Warner  Communications  Inc. 

EMl's  competitors  aren't  sitting  idly  by. 
Warner  plans  to  spend  $25  million  for 


BAWDIER,  SWID,  AND  KOPPELMAN  SOLD  EMI 
THEIR  CATALOG  FOR  A  RECORD  $337  MILLION 


Birchtree,  a  company  with  50,000  titles, 
including  Happy  Birthday.  Warner's 
leading  competitor  in  records,  Sony's  CBS 
Records,  has  agreed  to  pay  an  estimated 
$42  million  for  the  top  country-and-west- 
ern  publisher,  Tree  International,  which 
has  a  35,000-song  catalog  that  includes 
such  classics  as  Heartbreak  Hotel  and 
King  of  the  Road.  And  Polygram  Rec- 
ords Inc.,  a  subsidiary  of  the  Nether- 
lands-based Philips,  will  pay  $25  million 
for  the  Lawrence  Welk  catalog,  which 
numbers  standards  by  Jerome  Kern 
among  its  27,000  titles. 

Those  prices  reflect  the  soaring  value 
of  music  rights.  In  1986,  for  example, 
Stephen  C.  Swid,  Martin  N.  Bandier,  and 
Charles  A.  Koppelman  set  up  SBK,  pay- 
ing $125  million  for  CBS  Inc.'s  library. 
That  was  a  premium.  Yet  two  years  lat- 
er, the  catalog — with  more  than  20,000 
titles  added — fetched  $337  million. 

Soaring  profits  aren't  all  that's  driving 
the  recent  buyouts:  Publishers  must  con- 
tinually replenish  their  catalogs  as  copy- 
rights expire.  And  therein  lies  part  of 
the  attraction  of  EMl's  deal.  SBK  is  by  far 
the  biggest  freestanding  publisher  in  an 
industry  that  EMI  Music  Worldwide  Pres- 
ident James  G.  Fifield  figures  boasts 
sales  of  $2.5  billion.  Fourth-place  MCA 
controls  a  scant  1%  of  the  market. 

The  moral  of  this  story?  These  days,  it 
pays  to  carry  a  tune. 

By  David  Lieberman  in  New  York 
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INTRODUCING  THE  EXPRESS  850m 
CELLULAR  PORTABLE  PHONE 
BY  MOTOROLA 

Experience  the  total  freedom  of  portable  cellular  communication 
l(  >r  i  inly  $695!  The  easy-to-use  Express  850  gives  you  the  flexibility  to 

make  and  take  calls  anywhere  cellular  service  is  available.  In  addition. 
the  Express  850  includes  many  of  Motorola's  cellular  innovations,  like 
memory  dialing,  user  selectable  system  registration,  two  phone  num- 
ber capability,  call  timers,  calling  restrictions  and  auto-redial  of  the 
last  number  called.  The  Express  850  comes  complete  with  a  carry  case 
and  charging  accessories.  And,  it  comes  pre-programmed  and  ready  to 
use  with  your  own  Motorola  Cellular  Service,  Inc.  telephone  number. 
As  scon  as  you  receive  it  you  can  start  making  and  taking  calls.  With 
the  Express  850,  Motorola  has  you  up  and  running  immediately! 

15-DAY  MONEY-BACK  GUARANTEE 

To  order  your  new  Motorola  Express  850,  just  call  1-800- 
678-7373  EXT.  400.  We  accept  VISA  and  MasterCard.  If,  within 
15  days,  you're  not  completely  satisfied  return  your  phone  for  a 
refund.  It's  that  simple! 

THE  MOTOROLA  ADVANTAGE 


The  Other 

$695  Competitor' 

CP832 

The  Express 
850  by 
Motorola 

Other 
Motorola 
Portables 

Size 

49  Cubic  Inches 

48  Cubic  Inches 

35  Cubic  Inches 

Designed  for  Ruggedness 
andQuahtv 

? 

Passes  Motorola's 
6-PointTest 

Passes  Motorola's 
6-PointTest 

1  >i>pl.n 

BlackS  White  LCD 

Color  LED 

Color  LED  Dot  Matrix 

Cuntinuous 
Talk  Time 

1  Hour 

1  Hour  15  Mins. 

Up  to  2  Hours 

Standby  IV  wr 

S  hours 

18  Hours 

l  p  to  26  Hours 

Memories 

12 

17 

Up  to  120 

Super  Speed  Dialing 
from  Memory 

Nil 

w> 

fa 

Call-ln-AriMiki 
Indicator 

V 

Yes 

fa 

ttjrranty 

1  far 

2  Years" 

Upto3yan 

Retail  hta 

$695 

$695 

Vanes  bv  model 

'KlmiI  on  published  information  available  <  \  tobei  1988 
**Second  yeai  protection  phn  based  on  continued  useol  Motorola  Ceflulai 

telephone  Service 

\  free  copy  of  oui  warrant)  is  available  by  caffingHKXM>78-7373  Ext  tm» 


MOTOROLA:  THE  WORLD  LEADER 
IN  CELLULAR 

Motorola,  Inc.  is  one  of  the  world's  leading  manufacturers  of 
electronic  equipment,  systems  and  components  with  over  30  years  of 
mobile  phone  heritage.  We  pioneered  and  perfected  the  technology 
that  makes  small  cellular  portable  telephones  possible.  Motorola  built 
the  world's  first  cellular  portable  phone  and  is  the  world's  largest 
supplier  of  cellular  products  aryJ  systems. 

Motorola  has  a  cellular  portable  phone  that's  perfect  for  your 
needs.  For  example,  our  Business  Classic  Cellular  Portable  has  been 
selected  for  resale  by  many  of  America's  leading  cellular  telephone 
companies.  Our  Business  Classic  Portable  is  available  exclusively 
through  qualified  Agents,  Dealers  and  the  Direct  Sales  Force  of  your 
Local  Cellular  Telephone  Company.  Motorola  also  offers  other  exclu- 
sive products  through  its  own  direct  sales  force. 

With  all  Motorola  Portable  Cellular  Phones,  you're  assured  of 
ruggedness  and  quality  standards  which  have  been  perfected  through 
60  years  of  electronics  experience.  Before  any  cellular  phone  design 
is  produced,  it  must  pass  our  stringent  6-point  battery  of  tests, 
including  a  Multi-Cycle  4-Foot  Drop  onto  a  concrete  floor. 

When  you  add  it  all  up— quality,  features,  performance- 
Motorola  Portable  Cellular  Phones  are  the  smart  choice. 

TO  ORDER  YOUR  EXPRESS  850 
CALL  1-800-678-7373  EXT.  400 


MOTOROLA  INC. 

America  Calls  On  Motorola 

Upon  actnatjon  of  your  new  ti  m  N*r\ivtandmonthh 
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NOMURA  PACKS  IN  ITS 
U.S.  EQUITIES  BUSINESS 


►  Japan's  stock  market  is  at  a 
new  high,  but  for  Nomura  Se- 
curities, the  world's  largest 
stockbroker,  Wall  Street  is 
nothing  but  a  bummer.  After 
trying  unsuccessfully  to  per- 
suade American  institutions 
to  trade  domestic  stocks 
through  Nomura,  sources 
say,  the  brokerage  house  is 
shutting  its  U.  S.  equities 
unit,  idling  about  40  analysts, 
salespeople,  and  other  Ameri- 
can employees  in  New  York 
and  Los  Angeles.  A  half-doz- 
en more  Japanese  workers 
will  be  shifted  to  other  jobs. 
Nomura  last  February  laid 
off  35  employees  in  other  ar- 
eas, and  Daiwa  Securities  in 
November  sacked  about  30 
members  of  its  U.  S.  staff. 
With  worldwide  profits  down 
sharply  since  1987,  industry 
sources  say  Japanese  brokers 
are  no  longer  willing  to  win 
new  business  at  any  cost. 
Their  overseas  units  must 
now  earn  more  or  retrench. 


NATIONAL  INTERGROUP 
MAY  BE  SHARK  BAIT 


►  Wall  Street  is  betting  that 
National  Intergroup  will  soon 
be  the  target  of  a  takeover 
bid.  The  stock  of  the  diversi- 
fied steelmaker  is  trading 
around  20,  up  about  3,  and 
has  soared  by  45%  since  Nov. 
14,  when  Walker  Street  Asso- 
ciates began  amassing  an  8% 
stake.  The  New  York  invest- 
ment group  may  have  added 
to  its  holdings  in  recent  days. 
Nil  has  posted  losses  for  three 
straight  years,  but  analysts 
peg  its  breakup  value  at  as 
much  as  $40  a  share. 


HOUSEHOLD  DOES 
SOME  RENOVATING 


►  In  an  elaborate  restructur- 
ing, Household  International 
is  spinning  off  its  manufac- 
turing units  into  three  sepa- 
rate companies.  Household 
will  stick   with   financial  ser- 


vices, its  main  revenue 
source.  Household  began  get- 
ting rid  of  nonfinance  compa- 
nies in  1985  with  the  sale  of 
hardware  and  grocery  stores 
and  later  with  the  sale  of  Na- 
tional Car  Rental  System. 

The  three  new,  publicly 
held  companies  are:  Eljer  In- 
dustries, a  building  products 
company;  Schwitzer,  which 
produces  engine  components; 
and  Scotsman  Industries,  a 
refrigeration  company.  The 
combined  revenue  for  the 
three  units  is  $1  billion,  or 
about  20%  of  all  Household 
revenues.  Household  plans  to 
distribute  to  current  share- 
holders one  new  share  in  each 
of  the  three  companies  for  ev- 
ery five  Household  shares. 


BAKER  TURNS  DOWN 
THEDREXELJOB 


►  Former  White  House  Chief 
of  Staff  Howard  Baker  won't 
be  chairman  of  Drexel  Burn- 
ham  Lambert  after  all.  The 
onetime  Senate  majority  lead- 
er had  been  in  line  to  become 
the  titular  head  of  the  embat- 
tled securities  firm,  but  talks 
broke  off  on  Jan.  10  after  a 
45-minute  meeting  between 
Baker  and  Drexel  CEO  Fred 
Joseph  in  Washington. 

Sources  say  Joseph  was  un- 
willing to  give  Baker  the 
hands-on  role  he  desired  in 
Drexel's  effort  to  overcome 
the  impact  of  its  guilty  plea 
to  six  counts  of  securities 
fraud.  The  collapse  of  the 
Baker-Drexel  negotiations 
may  be  a  sign  that  the  Securi- 


A  WARNING  FOR  FANS  OF  LOUD,  LOUD  MUSIC 


It  seems  a  sad  fact  of  life  that 
just  about  anything  that  tastes 
good  or  feels  good  is  probably 
bad  for  you.  That  extends,  alas, 
to  good  old  rock  'n'  roll.  Or  so 
says  Michael  J.  Koss,  and  he 
ought  to  know.  His  father  in- 
vented stereo  headphones  some 
30  years  ago,  and  Koss  now 
heads  the  audio  equipment  com- 
pany that  bears  his  name. 

Koss  is  launching  a  national 
campaign  to  warn  fans  of  loud,  loud  music  that  while  rock  'n' 
roll  is  here  to  stay,  so  is  hearing  loss.  He  likens  the  effect  df 
excessive  decibels  to  cigarette  smoking,  in  that  the  damage  "is 
not  going  to  show  up  now,  it's  going  to  show  up  later,"  when 
today's  teenage  concertgoers  are  in  their  thirties  and  forties. 
He  admits  that  he  may  have  a  tough  time  getting  through  to 
young  rockers.  Heavily  amplified  rock  triggers  an  adrenalin 
rush  that  makes  listeners  demand  even  more  volume.  No  won- 
der the  old  folks  called  this  stuff  "devil  music." 


ties  &  Exchange  Commission, 
which  is  negotiating  with 
Drexel  to  settle  a  civil  fraud 
case,  may  allow  Joseph  to  re- 
main in  active  control  of  the 
firm. 


HARRIS  TRUST 

SETTLES  AT  LAST 


►  After  11  years  of  legal 
wrangling  with  the  Labor 
Dept.,  Chicago's  Harris  Trust 
&  Savings  has  agreed  to  fork 
over  a  record  $14  million  in 
back  pay  to  its  female  and  mi- 
nority employees.  The  Jan.  10 
agreement,  which  Labor  Solic- 
itor George  Salem  hailed  as 
"a  major  civil  rights  victory 
for  the  federal  government," 
settles  charges  filed  in   1977 


that  the  bank  violated  affir- 
mative action  requirements 
for  federal  contractors. 

The  back  pay  will  go  to 
women  and  minority  members 
who  worked  at  the  bank  be- 
tween May,  1973,  and  Decem- 
ber, 1988.  Harris,  which  didn't 
admit  or  deny  wrongdoing, 
also  agreed  to  provide  new 
training  programs,  re'vise  its 
affirmative  action  plan,  and 
end  discriminatory  treatment 
of  employees. 


AT&T  GOES 
COMPANY  SHOPPING 


►  AT&T  is  readying  a  multi- 
billion-dollar  acquisition  and 
restructuring.  Sources  say  the 
likely  deal  would  involve  a  big 
financial  services  or  computer 
company. 

The  $35  billion  telecom- 
munications giant,  which  isn't 
commenting,  has  drawn  up 
detailed  takeover  studies  of 
numerous  credit  services  com- 
panies and  computer  maker 
NCR.  Most  recently,  it  moved 
to  buy  Paradyne,  a  data  com- 
munications equipment  suppli- 
er, for  $250  million.  That  deal, 
says  one  source,  "was  lunch 
money  compared  to  the  deal 
that's  coming  down."  The  re- 
structuring will  elevate  some 
top-level  executives  and  cut 
several  veterans. 
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Nowhere  But  Newark. 
Nowhere  But  The  Pierre. 


Even  in  a  city  as  remarkable  as 
New  York,  there  is  only  one 
hotel  that  reaches  beyond 
the  standards  of  every  other 
renowned  hotel — because  of 
the  way  it  completely  adapts  to 
you.  That  hotel  is  The  Pierre. 

We  anticipate  your  needs  with 
a  singlemindedness  born  of 
decades  of  tradition.  It's  a  stan- 
dard that  means  no  request  is 
too  small  or  too  large.  That's 
what  a  grand  hotel  is  all  about. 
And  it  means  your  stay  here 
will  leave  you  feeling  The  Pierre 
is  exactly  where  you  belong. 

We  invite  you  to  experience  this 
legendary  feeling  for  yourself 
at  The  Pierre.  Everything  you'd 
expect  from  a  Four  Seasons 
Hotel. 

For  information  and  reserva- 
tions call  212-838-8000, 
or.  800- 332-3442. 


AWlV 


NEW  YORK 


A  Four  Seasons  Hotel 

Fifth  Avenue  at  61st  Street 

New  York.  NY  10021 

212-838-8000 

Telex    127420 

one  of  c7h<e]e3din(tHo(elsofthccWc>rid ' 


Hitachi's  wide-ranging  automotive  technologies  include  car  audio,  the 
Satellite  Drive  Information  System  featured  on  Nissan's  CUE-X  concept  car 
and  a  microcomputer  engine  control  system. 


Automobiles  should  be  more  than  safe,  comfortable 
machines.  They  should  also  be  able  to  communicate 
with  the  world  around  them. 


Recent  advances  in  car  electronics  technol- 
ogy have  been  remarkable.  They've  not  only 
improved  basic  functions  such  as  engine 
control,  they're  now  being  seen  in  man- 
machine  interfaces  providing  more  comfort 
and  operating  ease,  and  even  in  communi- 
cations with  the  surrounding  world.  Down 
the  road  there  are  things  even  more  exciting. 

Hitachi's  scientists  and  engineers  are  at 
work  on  a  Multi  Information  System  using  a 
color  thin  film  transistor  LCD  to  display 
operating  information,  road  maps  and  a 
navigational  system  using  these  maps.  With 
this  system  a  driver  could  obtain  a  variety  of 
driving  information  simply  by  touching  the 
display  screen.  Eventually,  he'll  be  able  to 
issue  verbal  commands  to,  for  instance, 
regulate  the  temperature  within  his  car. 
Hitachi  electronics  and  semiconductor  tech- 
nology can  also  bring  free  communication 
with  the  outside  and  determine  a  car's 


exact  location  through  use  of  Global  Posi- 
tioning System  satellites. 

Hitachi  has  also  developed  a  highly 
acclaimed  hot  wire  air  flow  sensor  used  in 
engine  management  It  helps  achieve  the 
diametrically  opposed  goals  of  maximum 
power  and  fuel  economy.  And  we've  created 
many  other  superior  products  for  driving 
control,  suspension  control,  air  conditioning 
and  audio. 

We  link  technology  to  human  needs;  and 
believe  that  our  special  knowledge  will 
create  new,  highly  sophisticated  functions 
that  are  also  easy  to  operate.  Our  goal  in 
automotive  electronics  —  and  medicine, 
energy  and  consumer  electronics  as  well  — 
is  to  create  and  put  into  practice  innovations 
that  will  improve  the  quality  of  life  the  world 
around. 


0  HITACHI 


Hitachi,  Ltd.  Tokyo.  Japan 


J&B  Blended  Scotch  Whisky,  43%  Ale.  by  Vol.,  Imported  by  The  Paddington  Corporation,  Ft.  tee.  NJ©] 


J8B  neat. 


J&B  Scotch  Whisky.  Blended  and  bottled  in  Scotland  by  Justerini  &  Brooks,  fine  wine  and  spirit  merchants  since  1749. 
To  send  a  gift  of  J&B  anywhere  in  the  U.S.,  call  1-800-528-6148.  Void  where  prohibited. 
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HELP  WANTED:  3,000  APPOINTEES. 
tIGHT-WING  PURITY  NOT  REQUIRED 


tBBhrii  Ronald  Reagan  staffed  his  Administration  in 
W^^M  early  1981,  potential  appointees  were  held  to  rigor- 
W^m  ous  standards.  Not  only  were  they  expected  to 
•ove  their  long-standing  loyalty  to  Reagan — preferably  as  far 
ick  as  1968 — but  candidates  also  had  to  pass  a  battery  of 
eological  litmus  tests. 

Things  are  a  lot  more  relaxed  as  George  Bush  gets  ready  to 
iOve  into  the  White  House.  Only  a  handful  of  the  3,000  jobs  a 

Haw  President  has  to  offer  have  been  filled,  and  the  Bush 
ansition  team  is  slogging  through  19,000  resumes — most  of 
hem  unsolicited. 
The  Bush  operation  is  decentralized.  "It's  my  perception 
iat  the  real  control  is  in  the  hands  of  the  Cabinet  officers," 
ays  one  veteran  of  the  Reagan  transition.  For  the  most  part, 
iush's  Cabinet  nominees  are  being  allowed  to  pick  their  own 
ubordinates,  subject  to  the  President-elect's  approval.  Bush 
ees  the  names  of  potential  appointees  after  the  transition 
ersonnel  office  reviews  them.  For  top  policy  appointments,  an 
nofficial  group  of  longtime  advisers,  the  "scrub  committee," 
hecks  political  credentials. 

pulling  together.'  The  committee  also  makes  sure  that  long- 
ime  Bush  supporters  get  a  crack  at  good  jobs  in  the  new 
Vdministration — and  that  the  potentially  disloyal  are  kept  out. 
'There  has  to  be  some  [political  screening],"  says  Peter  Tee- 
ey,  a  member  of  the  scrub  group.  "Let's  face  it.  You  have  to 
lave  a  team  that's  pulling  together." 

So  far  there  have  been  few  disputes  about  loyalty.  Bush's 
Cabinet  is  dominated  by  appointees  with  strong  personal  ties 
co  the  President-elect.  The  key  tests  will  be  appointments  at 
the  Defense  and  Housing  &  Urban  Development  Depts.  Some 
top  Bush  aides  want  to  be  certain  that  Defense  Secretary- 
designate  John  G.  Tower  is  surrounded  by  reform-minded 
managers.  And  at  HUD,  former  Bush  rival  Jack  F.  Kemp  may 
want  to  pick  conservative  activists  for  key  jobs. 

In  the  Reagan  transition,  politically  correct  thinking  was 
required  on  issues  such  as  abortion  even  if  they  had  nothing  to 
do  with  the  job,  but  ideology  plays  a  small  part  in  the  Bush 
choices.  That  has  led  some  Republican  right-wingers  to  com- 


plain that  they  are  being  frozen  out  of  key  policy  jobs.  'The 
word  is  pretty  well  out  around  town  that  if  you  have  a  conser- 
vative Reagan  pedigree,  don't  bother,"  says  New  Right  activ- 
ist Richard  A.  Yiguerie. 

Bush  aides  predict  a  "floodtide"  of  sub-cabinet  selections  in 
coming  days.  And  the  choices  the  President-elect  makes  be 
tween  now  and  Jan.  20  will  be  some  of  the  most  important 
decisions  of  his  Presidency.  Says  E.  Pendleton  James,  Rea- 
gan's first  personnel  director:  "If  you  want  to  control  policy, 
you  have  to  control  the  appointments." 

By  Richard  Fly 


WHY  THE  FCC  CAN'T  GET  ITS 
SIGNAL  ACROSS 


George  Bush  is  in  no  hum-  to  name  his  own  chairman  of 
the   Federal   Communications   Commission.   And  that 
could  paralyze  government  communications  policy  in 
the  early  months  of  his  Administration. 

The  problem  is  an  all-but-forgotten  dispute  over  the  fairness 
doctrine.  FCC  Chairman  Dennis  Patrick  infuriated  two  key  law- 
makers— Senate  Commerce  Committee  Chairman  Ernest  F. 
Hollings  (D-S.  C.)  and  his  House  counterpart,  John  D.  Dingell 
(D-Mich.),  by  repealing  rules  requiring  broadcasters  to  give 
balanced  coverage  of  public  controversies.  Congress  reinstated 
the  rule,  but  President  Reagan  vetoed  the  bill. 

Since  the  commission  dumped  the  doctrine  in  1987,  lawmak- 
ers have  sat  on  the  FCC's  .policy  initiatives.  Legislation  to 
transfer  supervision  of  telephone  company  activities  from  a 
federal  judge  to  the  FCC  was  stillborn,  and  the  Senate  has 
refused  to  confirm  appointees  to  two  vacant  commission  seats. 

Transition  aides  have  told  Patrick  he  can  stay  on,  at  least 
for  a  while.  And  as  long  as  he  is  in  place,  the  policy  stalemate 
is  likely  to  continue.  Says  one  broadcast  industry  lobbyist: 
"It's  an  ugly  little  chapter." 

By  Frances  Segkers 


CAPITAL  WRAPUP I 


LOBBYING 


An  unlikely  coalition  may  come  to- 
gether to  fight  new  federal  tax 
rules  on  employee  health  benefits.  Last 
year's  Technical  Corrections  Tax  Act 
imposed  complex  requirements  de- 
signed to  ensure  that  employers  don't 
discriminate  against  lower-paid  work- 
ers in  designing  health  plans.  Business 

fears    that    the    new    rules,    known    as 

Sect  ion  89,  will  prove  difficult  to  com- 
ply with  and  could  result  in  unexpected 
lax  penalties.  The  National  Association 

of  Manufacturers,  the  U.S.  Chamber 
of  Commerce,   and   several   retailing 

trade  groups  have  invited  organized  la- 
bor to  join  in  a  campaign  to  repeal  the 


provision.  Although  the  AFL-CIO  has  not 
yet  formally  responded,  it  fears  that 
Section  89  is  a  first  step  toward  tax- 
ation of  fringe  benefits  and  may  join  in 
a  rare  business-labor  coalition. 

MUTUAL  FUNDS 

The  quarterly  scramble  by  mutual- 
fund  investment  managers  to  maxi- 
mize reported  gains  is  attracting  some 
unwelcome  attention  on  Capitol  Hill. 
Senile  Finance  Committee  Chairman 
Lloyd   Bentsen  (D-Tex.)  is  concerned 

that  funds  are  churning  their  portfolios 
to  dress  up  end-of-quarter  results.  But 
the  Finance  Committee  will  move  delib- 
erately lest  any  solution  cause  new  and 
worse  problems. 


SUBSIDIES 


President  Reagan  has  fought  an 
eight-year  war  against  many  fed- 
eral subsidies  to  business,  and  his  last 
budget  goes  after  most  of  the  pay- 
ments that  have  been  spared  until  now. 
But  a  heavy  lobbying  campaign  by  CSX 
Corp.  succeeded  in  winning  an  unusual 
bit  of  White  House  largesse.  The  fiscal 
1990  budget  proposal  calls  for  raising 
federal  maritime  subsidies  by  $800  mil- 
lion, to  $2..">  billion,  over  the  next  Id 
years.  i'S\'s  Sea-Land  Corp.  unit,  which 
currently  receives  no  federal  subsidies, 
would  get  $300  million  of  the  new 
ey  if  Congress  approves  the  Adminis- 
tration's plan. 


BUSINESS  49 


nternational  Business 


■ 


[i 


LIBYA  I 


HOW  QADAFFI  BUILT 

HIS  DEADLY  CHEMICAL  PLANT 
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The  tangled  trail  of  equipment,  money,  and  supplies  leads  to  companies  in  a  dozen  countries 


In  November,  1984,  a  European  exec- 
utive arrived  in  Hong  Kong  and  re- 
vealed himself  as  the  owner  of  a 
dummy  company  called  Pen-Tsao-Mate- 
ria-Medica-Center  Ltd.  He  promptly  set 
up  a  web  of  other  dummy  Hong  Kong 
companies  to  conceal  his  ownership.  Al- 
though he  didn't  say  so  at  the  time,  one 
of  the  dummies  had  a  major  asset:  a  23% 
holding  in  West  German  equipment  mak- 
er Imhausen-Chemie,  the  same  company 
the  U.  S.  accuses  of  being  a  principal 
supplier  of  equipment  for  a  deadly  chem- 
ical weapons  plant  in  Libya. 

The  European  wasn't  seen  in  Hong 
Kong  again,  but  the 
previous  owners  of  Pen- 
Tsao  still  have  his  busi- 
ness card.  It  reads:  "Dr. 
Jiirgen  Hippenstiel-Im- 
hausen,  Managing  Di- 
rector, Imhausen  Com- 
panies." 

That  Hong  Kong 
transaction  is  turning 
out  to  be  a  key  link  in 
the  chain  of  events  that 
U.  S.  officials  say  en- 
abled Libyan  dictator 
Colonel  Muammer  Qa- 
daffi  to  build  a  poison- 
gas  factory  in  the  de- 
sert town  of  Rabta.  The 
plant  is  close  to  starting 
production  of  tissue- 
searing  mustard  gas 
and  lethal  Sarin  gas.  If 
allowed  to  reach  full  production,  it 
would  give  Qadaffi  a  chemical-weapons 
arsenal  equivalent  to  those  held  by  Iraq, 
Iran,  Syria,  and  Egypt. 
round  dozen.  A  two-week  BUSINESS 
WEEK  investigation  shows  that  compa- 
nies from  12  different  nations,  including 
Britain,  France,  Belgium,  Italy,  Switzer- 
land, and  Japan,  contributed  to  building 
and  financing  the  plant.  Some  executives 
deny  their  products  went  to  Libya.  Oth- 
ers insist  they  were  building  legitimate 
water-treatment  and  machinery  facili- 
ties. But  still  others,  who  used  shell  com- 
panies and  Swiss  financial  operations, 
clearly   understood  from  the  beginning 


that  they  were  involved  in  a  deception. 

In  addition  to  Imhausen-Chemie,  two 
other  German  companies,  Hannover- 
based  Preussag  and  Pilot  Plant  in 
Dreieich,  are  suspected  by  the  U.  S.  of 
providing  key  equipment  to  Qadaffi.  A 
Japanese  company,  Japan  Steel  Works 
Ltd.,  built  a  separate  plant  that  U.  S. 
officials  say  supports  the  Libyan  facility. 

All  these  companies  deny  helping  Qa- 
daffi with  the  plant.  But  Imhausen 
seemed  to  have  functioned  as  the  main 
conduit  because  it  was  through  Hong 
Kong  that  Qadaffi  got  the  liquid-pro- 
cessing and  testing  equipment  needed  to 


Germany.  The  Hamburg  branch  of  Per  if  (ot 
Tsao  was  the  exporter.  Imhausen-Ch(  mpaniei 
mie  officials  said  the  shipment  was  be  I,  son 
ing  sent  to  a  Chinese  customer  via  Hoftj  toiowle 
Kong,  and  Pen-Tsao  officials  in  Ham  kmoirai 
burg  say  they  never  handled  sensitiv  srificati 
equipment.  ater"  j 

But  Imhausen  and  its  affiliates  tool  1,8.  soi 
elaborate  steps  to  conceal  their  transac  sed  to 
tions.  The  man  who  identified  himself  as  ire  foi 
Hippenstiel-Imhausen  transferred  con  tot  is 
trol  of  Pen-Tsao  to  a  "B&M  Secretaries'  orrosio 
in  Hong  Kong.  He  named  Daniel  P.  S  n  A 
Cheng  and  wife  Elsa  Y.  M.  Wong  as  di  mm 
rectors.  Cheng  is  also  director  of  Dee  ieliven 


operate  the  plant.  Efforts  to  reach  Hip- 
penstiel-Imhausen were  for  comment 
were  unsuccessful. 

Israeli  intelligence  sources  say  Imhau- 
sen first  made  contact  with  Qadaffi  in 
1985.  Imhausen  was  suffering  serious  fi- 
nancial difficulties,  and  the  Libyan  deal 
promised  to  be  lucrative.  The  company 
Imhausen  controlled,  Pen-Tsao,  estab- 
lished an  office  in  the  northern  German 
city  of  Hamburg  on  Apr.  1,  1987,  and 
acquired  materials  from  Imhausen's 
German  factories. 

By  selling  to  a  Hamburg-based  entity, 
Imhausen  circumvented  German  export 
laws,   because  the  goods  had  not  left 


Trading  Co.,  which  trades  cotton  cloth 
and  jewelry.  At  least  two  other  compa- 
nies were  used  to  shield  the  transaction. 
Today,  the  Pen-Tsao  medical  center  ex- 
ists only  as  a  nameplate  on  a  door  next 
to  Dee  Trading.  Neither  company  does 
business  in  China. 

Nor  is  Cheng  the  kind  of  man  who  is 
likely  to  hold  23%  of  Imhausen-Chemie, 
which  would  be  worth  millions.  His  Dee 
Trading  operates  from  a  two-room  office 
in  the  seedy  Mongkok  section  of  Hong 
Kong.  It  is  staffed  only  by  secretaries 
who  say  they  do  not  know  where  Cheng 
and  his  wife  are.  There  are  no  indica- 
tions that  the  Chengs  violated  any  laws. 
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Rather  than  going  to  China,  U.S. 
urccs  believe  Imhausen  equipmenl 
is  shipped  from  Hong  Kong  through 
pgapore  to  a  fake  end-user  destination 
il  then  diverted  to  Libya.  U.  S.  sources 

y  Hong  Kong  was  also  where  Asian 
rsonnel  were  recruited  to  work  in  Lib- 

..   The   Asian    engineers    were    paid 

,000  per  month.    In   Washington,  one 

Inunistration    official    says    the    Ham- 

irg-Hong  Kong  connection  was  "a  ma- 

r  conduit  for  materials  and  possibly 

B  the  engineers"  going  to  Libya.  In 

her  cases,  equipment  appears  to  have 

ft  European  ports  for  Hong  Kong,  but 

as  diverted  en  route. 

OTAL  nonsense.'  Although   Imhausen 

the  focus  of  the  investigation,  other 

>mpanies   also  allegedly   assisted   Qa- 

laffi,  some  say  unknowingly.  Preussag 

l  [^knowledges  supplying — with  German 

Iconomic   Ministry   approval — a   water- 

uritication  plant  to  provide   "drinking 

^ater"  just  about  3  miles  from  Rabta. 

I  S.  sources  believe  the  facility  is  being 

ised  to  filter  water  to  levels  sufficiently 

lure  for  use  in  the  chemical  plant.  Pilot 

■ant  is  a  unit  of  Karl  Kolb  and  provided 

orrosion-resistant  testing  equipment  to 

raq.  A  Kolb  director  says  it  is  "total 

lonsense"  to  say  that  Pilot  Plant  ever 

lelivered  anything  to  Libya. 


Barbouti  had  a  company  called  ibi  En 
gineering  in  Frankfurl  and    everal  let 

i.iliox    companies    in    Switzerland.    Im 

hausen  also  lias  offshore  holding 
companies  in  Switzerland  and  Liechten 

stein,  and  U.S.  officials  believe  this  was 
the  channel  liarbouti  used  to  pay  the 
Germans.  "When  you  look  at  tin-  elabo- 
rate financial  operations,  letter-box  com- 
panies, and  payments  funneled  through 


A  dummy  company  in  Hong 

Kong  was  the  go-between  in 

Libya's  dealings  with  German 

equipment  maker  Imhausen 


Swiss  bank  accounts  you  have  to  be  im- 
pressed by  the  complexity  and  the  ex- 
pense of  it  all,"  says  a  U.  S.  official. 

People  who  answer  Barbouti's  London 
telephone  say  he  is  on  an  extended  busi- 
ness trip  away  from  London.  IBI  Engi- 
neering has  disappeared  without  leaving 
a  forwarding  address.  In  early  January, 
German  customs  police  raided  the  of- 
fices of  IBI  Engineering's  tax  adviser 
and  seized  12  crates  of  documents. 


Whatever  precise  path  the  German 
equipment  took,  payment  could  have 
been  easily  made  through  Switzerland. 
That's  because  the  Libyans  appear  to 
have  tapped  into  a  network  similar  to 
the  one  Iraq  used  to  obtain  chemical 
weapons  during  its  war  with  Iran.  Ihsan 
Barbouti,   an   Iraqi  engineer  based   in 

London,  is  believed  to  have  provided  Qa- 
daffi  with  the  key  contacts  to  build  his 
plant  and  handled  payments.  U.  S. 
sources  say  Libya  set  Karbouti  up  in 
business  with  several  Libyans  on  his 
board  and  committed  "several  tens  of 
millions  of  dollars"  to  his  Ihsan  liarbouti 
international  iibd. 


The  Japanese  role  in  Rabta  appears  to 
be  less  direct.  In  1985,  Qadaffi  signed  a 
deal  with  Japan  Steel  Works,  a  maker  of 
large  cast  and  forged  steel,  for  a  metal 
fabrication  plant  at  Rabta.  The  Japanese 
say  they  were  building  an  equipment 
factory  to  support  desalinization  plants. 
Publicly,  Japan  Steel  Works  insists  it 
simply  provided  lathes  and  air  guns  for 
an  equipment  factory.  But  U.S.  investi- 
gators say  Japanese  suspicions  began  to 
mount  m  1986  when  Qadaffi  started  the 
second  phase  of  the  Rabta  project  and 
barred  Japanese  personnel  from  enter- 
ing a  heavily  guarded  plant  nearby.  The 
U.S.  says  the  Japanese  plant  is  now  be- 


ing u  ted  to  make  cani  iter  i,  bul  the  Japa 

■  rnmenl   lay    the  equipnv  i 
bcin;.';  used  a    originally  intended. 
Other  European  compai  in 

VOlved  at  vanou  tJOD 

1  .  S.  soun  i  Belgian  subsidiary  of 

Phillips    Petroleum    Co.    is    suspected    of 

providing  thiodiglycol,  a  compound 

in  mustard  gas  production.   French  offi- 
cials are  investigating  De  Dietrich,  an 

appliance  parts  and  service  company. 
Both  deny  any  wrongdoing. 
QUICK  CHANGE.  Qadaffi's  new  chemical 
plant  can  switch  from  making  legitimate 
chemicals  to  generating  poison  gas  in  a 
single  day.  Raw  materials,  such  as  thio- 
diglycol, can  be  easily  obtained  from 
trading  companies.  "Once  it  gets  into 
the  supply  line,  it  could  change  hands 
five  or  six  times  while  sitting  on  a  rail- 
way siding,"  says  Julian  Perry-Robin- 
son, a  chemical-weapons  expert  at  the 
University  of  Sussex. 

Israeli  intelligence  officials  say  the 
plant  is  capable  of  producing  42  tons  of 
mustard  gas  and  Sarin  gas  a  day,  mean- 
ing it  would  take  a  year  to  stockpile 
sufficient  gas  for  waging  chemical  war. 
Qadaffi  has  already  used  chemical  weap- 
ons once,  in  his  1987  desert  war  against 
Chad.  With  his  own  plant,  he  could  make 
them  either  for  use  against  other  na- 
tions or  give  them  to 
terrorists. 

The  international  fu- 
ror over  Qadaffi's 
chemical  plant  probably 
will  not  be  enough  to 
stop  the  proliferation  of 
chemical  weapons.  A 
five-day  conference  in 
Paris  attended  by  143 
nations  failed  to  agree 
on  a  mechanism  for  lim- 
iting the  spread.  Germa- 
ny is  promising  to  tight- 
en controls  on  exports 
of  sensitive  chemical 
and  nuclear  equipment 
and  materials.  But  with 
buyers  like  Libya  will- 
ing to  pay  10  times  list 
price,  incentives  to  flout 
rules  remain  strong. 


Perhaps  the  only  nonmilitary  way  to 
prevent  the  Rabta  plant  from  going  into 
full  production  is  to  persuade  the  West- 
ern-trained technicians  now  working 
there  to  leave.  But  choking  off  the  sup- 
ply of  technicians  could  be  as  difficult  as 
stemming  the  flow  of  equipment  and 
raw  materials.  Even  if  Western  Europe- 
an nations  cooperated,  Czech  and  . 
German  technicians  could  do  the  job.  .V- 
long  as  commercial  incentives  loom  so 
large,  stopping  Qadaffi  and  others  h\ 
sanctions  may  be  close  to  impossible. 
By  John  Templeman  in  Bonn  and  Dinah 
Lei  iii  Hong  Kong,  with  Frank  J  • 
Paris  a nd  William  . I.  Holstem  in   \ 
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MEXICO  I 


SALINAS  DECLARES  WAR  ON 
'THE  MAXIMUM  CHIEF'  OF  OIL 


Breaking  labor's  grip  on  the  industry  is  crucial  to  reforms 


Less  than  six  weeks  into  the  Carlos 
Salinas  de  Gortari  administration, 
war  has  broken  out  between  Mexi- 
co's government  and  leaders  of  the  coun- 
try's powerful  oil  union.  In  the  early 
morning  of  Jan.  10,  President  Salinas 
dispatched  army  and  police  troops  to  the 
home  of  union  strongman  Joaquin  Her- 
nandez Galicia,  known  as  La  Quina.  The 
troops  were  greeted  with  gunfire. 

After  a  battle  in  which  one  policeman 
died,  security  forces  dragged  away  La 
Quina,  who  was  still  in  his  underwear. 
Elsewhere  they  arrested  36  other  union 
leaders,  charging  them  with  corruption, 
stockpiling  weapons,  and  conspiracy 
against  the  state.  By  midday,  army 
troops  had  surrounded  oil  fields  and  re- 
fineries throughout  the  country  as 
crowds  of  angry  oil  workers  walked  off 
their  jobs.  A  continuing  protest  could 
shut  down  Petroleos  Mexicanos  (Pemex), 
which  brought  in  34%  of  Mexico's  dollar 
income  last  year — and  supplies  the  U.  S. 
with  10%  of  its  imported  oil. 

Salinas,  who  entered  office  last  month 
on  shaky  political  footing,  now  faces  a 
make-or-break  battle  with  a  formidable 
foe.  If  Salinas  prevails  over  the  union, 
which  now  runs  the  oil  industry  as  a 
nearly  independent  fiefdom,  he  will  be 
better  poised  to  follow  through  on  his 
promise  to  modernize  Mexico's  economy. 
to  us  knees.  With  his  most  powerful 
enemies  defeated,  Salinas  could  revamp 
other  unions,  rewrite  foreign-investment 
laws,  and  sell  off  chunks  of  the  public 
sector,  including  Pemex  affiliates.  But  if 
the  union  stands  firm,  it  could  paralyze 
the  country  and  bring  the  Salinas  presi- 
dency to  its  knees.  "The  President  is 
waging  a  crucial  battle,"  says  Marcelo 
Canales  Clariond,  finance  director  of 
IMSA,  a  Monterrey  steel  company.  "If  he 
loses,  the  corrupt  union  leaders  will  keep 
on  running  things  the  way  they  have." 
Despite  low  oil  prices,  Petroleos  Mexi- 
canos remains  the  pillar  of  the  economy. 
Pemex'  earnings,  about  $8  billion  last 
year,  are  essential  for  servicing  the  $104 
billion  foreign  debt.  It  controls  every  as- 
pect of  Mexico's  oil  business — from  ex- 
ploration and  production  to  refining, 
shipping,  retailing,  and  petrochemicals. 
Through  the  years,  the  government  has 
ensured  stability  in  the  oil  fields  by  let- 
ting the  200,000-member  Pemex  union 
control  the  distribution  of  lucrative  con- 


OIL  WORKERS:  LEADER  "LA  QUINA"  RUNS 
PEMEX  AS  A  NEARLY  INDEPENDENT  FIEFDOM 


tracts  in  large  sectors  of  the  business. 
That  has  put  millions  into  the  hands  of 
union  leaders,  including  La  Quina.  Some 
leaders  even  support  private  armies: 
When  police  broke  into  La  Quina's  house 
on  Jan.  10,  they  said  they  found  200  Uzi 
machine  guns  and  crates  of  ammunition. 
The  66-year-old  La  Quina,  a  welder, 
has  been  the  union's  strongman  since 
1962.  His  title  is  Director  of  Social  Ac- 
tion, but  workers  refer  to  him  as  "the 
maximum  chief."  Working  in  his  native 
Ciudad  Madero  in  northeastern  Mexico, 
La  Quina  won  loyalty  by  doling  out  a 
steady  stream  of  jobs  and  other  favors. 
"He  gives  money  to  the  companeros  so 
they  can  eat,"  says  Galo  Almazan,  a  Pe- 
mex technician  who  took  to  the  streets 
to  protest  La  Quina's  incarceration.  The 
36  others  jailed  with  him  that  day  in- 
clude Sergio  Bolanos,  who  fronted  the 


union's  bid  for  state-controlled  Aviacio 
Mexicana  last  year,  and  union  Secretar 
General  Salvador  Barragan  Camacho. 

La  Quina's  run-in  with  Salinas  bega 
when  the  labor  leader  reached  for  powe 
beyond  his  oil  domain.  La  Quina  provic 
ed  Salinas  with  only  token  support  ii 
last  year's  presidential  campaign  and  di< 
little  to  hide  his  preference  for  opposi 
tion  candidate  Cuauhtemoc  Cardenas 
Later,  La  Quina  was  infuriated  when  tht 
government  turned  down  his  union's  bic 
to  buy  Aviation  Mexicana. 

In  recent  months  oil-union  representa 
fives  in  Congress  have  split  from  the 
ruling  Institutional  Revolutionary  Party 
(PRI)  and  leveled  blistering  attacks  at 
Mexico  State  Governor  Mario  Ramon 
Beteta,  a  former  Pemex  director  and  a 
Salinas  ally.  Speculation  had  grown  that 
the  union's  pressure  on  Salinas  was  be- 
coming intolerable.  "The  veto  the  oil 
union  had  over  the  economy  and  political 
process  could  not  go  on,"  says  Riordan 
Roett,  head  of  Latin  American  studies  at 
Johns  Hopkins  University's  School  of 
Advanced  International  Studies. 

Even  with  La  Quina  &  Co.  in  jail,  Sali- 
nas faces  tough  days  ahead.  A  trial 
could  expose  widespread  corruption 
within  the  PRI  itself.  But  a  deal  that 
allows  oil  leaders  to  leave  Mexico  with 
their  millions  would  create  a  public  out- 
cry. Now  Salinas  must  find  allies  within 
the  oil  union  who  also  command  respect 
from  rank-and-filers.  Failing  that,  the 
army  may  not  only  have  to  defend  Mexi- 
co's oil  rigs  but  run  them,  too.  Salinas 
has  to  use  the  army  sparingly,  however. 
Many  Mexicans  applaud  his  gutsy  move 
against  La  Quina,  who  is  widely  reviled 
as  a  gangster.  But  alarm  could  spread  if 
the  President  comes  to  depend  on  the 
military  to  fight  his  political  battles. 

By  Stephen  Baker,  with  Michael  Zellner, 
in  Mexico  City,  and  Elizabeth  Weiner  in 
New  York 


BRITAIN  I 


FOR  PLESSEY,  A  GUTSY  OFFENSE 
MAY  BE  ITS  BEST  DEFENSE 


Backed  by  a  consortium,  it  plans  a  $12  billion  bid  for  predator  GEC 


J 


lust  two  months  ago,  when  Britain's 
General  Electric  Co.  and  West  Ger- 
many's Siemens  launched  a  joint  $3. 
billion  bid  to  carve  up  Plessey  Co.,  most 
observers  thought  that  the  smaller  elec- 
tronics company  was  as  good  as  dead — 
barring  government  intervention.  They 
hadn't  reckoned  on  the  audacious  style 
of  Plessey's  new  management,  led  by  41- 
year-old  Stephen  R.  Walls. 


After  using  such  standard  takeover 
defenses  as  lawsuits  and  appeals  to  the 
European  Commission,  Plessey  has  come 
up  with  a  blockbuster.  On  Jan.  7,  Ples- 
sey's investment  bankers  at  Lazard 
Brothers  in  London  revealed  that  a  con- 
sortium including  Plessey  was  close  to 
launching  a  $12  billion-plus  counterbid 
for  GEC  itself.  If  the  bid  actually  materi- 
alizes, it  would  be  Europe's  largest  ac- 
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quisition  proposal  ever.  It  would  also 
buy  precious  time  for  Plessey.  The  offer 
would  be  almost  certain  to  spark  a  long 
government  inquiry  into  both  bids,  be- 
cause GEC  is  a  big  defense  contractor. 

The  consortium's  offer  for  GEC  would 
mark  the  first  time  that  a  European  tar- 
get has  adopted  a  variant  of  the  Pac 
Man  defense,  in  which  the  prey  turns  on 
the  predator.  Plessey  supposedly 
broached  with  Lazard  the  possibility  of  a 
GEC  breakup  well  before  the  GEC/Sie- 
mens  bid.  But  with  Plessey  itself  threat- 
ened, the  plan  crystallized  around 
Christmastime  in  the  daily  defense  con- 
ferences headed  by  Walls.  Lazard  ap- 
proached a  number  of  companies  to  be 
part  of  the  consortium,  including  Ameri- 
can Telephone  &  Telegraph  Co.  As  of 
Jan.  11,  however,  the  only  firm  partici- 
pants were  Plessey  and  France's  Thom- 
son. General  Electric  Co.  in  the  U.  S., 
AT&T,  and  British  electronics  group  STC 
PLC  were  still  mulling  participation. 
battle-scarred.  Walls,  as  managing  di- 
rector, is  technically  junior  to  Plessey 
Chairman  Sir  John  Clark,  62,  whose  fam- 
ily founded  the  company.  But  Clark  has 
ceded  the  day-to-day  conduct  of  the  de- 
fense to  Walls.  Before  joining  Plessey  18 
months  ago,  the  British-born  Walls  had 
been  at  consumer  products  maker 
Chesebrough-Pond's  Inc.,  where  he 
climbed  the  ranks  to  become  vice-presi- 
dent for  finance.  Walls  got  his  first  taste 
of  a  hard-fought  defensive  battle  when 
Chesebrough  defeated  a  hostile  bid  by 
American  Brands  Inc.,  eventually  bring- 
ing in  Unilever  PLC  as  a  white  knight 
in  1986. 

At  Plessey,  Walls  has  been  reshaping 
a  company  long  criticized  as  slow-mov- 
ing and  lacking  focus.  He  negotiated  a 
joint  venture  in  telecommunications 
equipment  with  archrival  GEC  and  also 
led  Plessey  on  a  $900  million  acquisition 
spree,  buying  7  companies  in  12  months. 
The  biggest  moves  came  in  U.  S.  de- 
fense: Plessey  paid  $390  million  for  Sing- 
er Co.'s  electronics-systems  division  and 
Sippican  Inc.,  a  defense  contractor.  "The 
jury  is  still  out  on  the  moves  Plessey  has 
made  under  Walls,"  says  Keith  G. 
Sykes,  analyst  at  Smith  New  Court  PLC 
in  London.  "But  at  least  they  made  some 
moves,  as  opposed  to  previously,  when 
they  were  just  drifting." 

Whether  Walls  will  be  able  to  keep 
Plessey  independent  remains  in  doubt. 
Even  if  the  consortium's  bid  does 
emerge,  the  political  uproar  in  Britain 
over  a  breakup  of  sacred  cow  GEC  could 
well  doom  it.  But  if  nothing  else,  Plessey 
may  gain  some  time  to  find  a  white 
knight  or  perhaps  at  least  squeeze  more 
money  out  of  its  suitors. 

By  Mark  Maremont  in  London,  with  bu- 
reau reports 


FRANCE  I 


INSIDER-TRADING  SHOCK 
ROCKS  THE  ELYSEE 


Businessmen  with  ties  to  Mitterrand  are  under  scrutiny 


An  insider-trading 
scandal  that 
started  in  New 
York  two  months  ago  is 
reaching  close  to  the 
corridors  of  power  in 
Paris.  Disclosures  that 
businessmen  close  to 
President  Francois  Mit- 
terrand bought  shares 
in  U.  S.  packaging  mak- 
er Triangle  Industries 
Inc.  last  November  are 
prompting  opposition 
leaders  to  charge  Mit- 
terrand's Socialists  with 
abuses  of  power.  Why? 
Some  200,000  Triangle 
shares  were  bought  a 
few  days  before  the 
company's  purchase  by 
the  state-owned  metals 
company  Pechiney  for 
$1.26  billion. 

The  Socialists,  defeat- 
ed in  several  recent  lo- 
cal contests  and  facing 
mayoral  elections  na- 
tionwide in  March,  are 
already  losing  ground  in  opinion  polls 
following  a  wave  of  strikes  that  began 
last  fall.  They  fear  now  that  the  Trian- 
gle scandal  will  only  heighten  the  back- 
lash. Moreover,  the  affair  may  give 
France's  aggressive  overseas  acqui- 
sition program  a  black  eye.  To  some, 
Triangle  even  resembles  the  insider- 
trading  scandal  bedeviling  Japanese 
Prime  Minister  Noboru  Takeshita.  That 
scandal  has  forced  two  Cabinet  members 
to  quit. 

No  charges  have  been  levied  in  the 
Triangle  case.  But  a  key  figure  under 
scrutiny  is  Alain  Boublil,  Mitterrand's  in- 
dustrial policy  chief  from  1981  to  1988 
and  now  a  top  assistant  to  Finance  Min- 
ister Pierre  Beregovoy.  The  Commission 
des  Operations  de  Bourse  (COB),  the 
French  counterpart  of  the  Securities  & 
Exchange  Commission,  will  question 
Boublil,  who  has  stage-managed  other 
big  mergers  for  Mitterrand  and  who  was 
one  of  two  senior  Finance  Ministry  offi- 
cials aware  in  advance  of  the  Triangle 
deal.  The  second  aide  has  not  been  iden- 
tified, and  Boublil  refuses  to  comment. 

The  investigation  began  on  Dec.  14, 
after   the  SEC  told    French   authorities 


The  Triangle  affair 
'I  know  all  the 

names.  There  will 
be  surprises.' 

PIERRE  BEREGOVOY 

Finance  Minister 


about  an  upsurge  n 
trading  in  Triangle  oi 
the  American  over-the 
counter  market  in  th« 
week  before  the  Nov 
21  merger  announce 
ment.  Many  orders  for 
Triangle  came  from 
France  and  went 
through  Drexel  Burn 
ham  Lambert,  Pruden- 
tial-Bache  Securities, 
and  others.  The  brokers 
maintain  they  only  han- 
dled the  orders  for  their 
customers.  The  probe 
has  spread  to  London, 
Luxembourg,  and  Swit- 
zerland. With  Triangle 
trading  at  $10  on  the 
eve  of  Pechiney's  $56- 
per-share  takeover,  in- 
siders may  have  earned 
up  to  $10  million. 

Press  reports  have 
prompted  financier  Max 
Theret,  a  major  backer 
of  the  Socialists,  to  con- 
cede he  bought  32,300 
shares  of  Triangle  the  week  before  the 
merger  was  announced.  Theret  says  he 
also  persuaded  Roger-Patrice  Pelat,  a 
longtime  friend  and  a  close  Mitterrand 
associate,  to  buy  10,000  shares.  Theret 
insists  the  purchases  were  a  "coinci- 
dence" resulting  from  a  hunch  he  had 
during  a  U.  S.  trip.  Pelat  has  denied  hav- 
ing inside  information. 
surprises?  Beregovoy  maintains  that 
the  Socialists  are  victims  of  a  political 
plot.  "It's  not  by  coincidence  that  only 
the  names  of  people  associated  with  the 
Socialists  have  been  put  forward,"  says 
an  aide.  Warns  Beregovoy:  "I  know  all 
the  names.  There  will  be  surprises." 

While  there  is  sure  to  be  political  fall- 
out from  the  affair,  its  effect  on  the 
market  is  less  certain.  The  COB  can  only 
send  insider-trading  cases  to  courts  for 
prosecution.  Only  eight  such  cases  have 
been  referred  in  the  past  three  years, 
none  resulting  in  convictions.  Be>6govoy 
wants  to  increase  the  COB's  powers,  per- 
haps allowing  it  to  prosecute.  But  given 
France's  record  of  nailing  securities 
fraud,  the  SEC  may  have  to  detect  the 
next  French  insider-trading  scandal. 

By  Blanco  Rierner  in  Paris 
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Drive 


$. 


45 


a  day.  Cadillac 
Sedan  deVille. 
100  miles/day 
included.  30^/mile  there- 
after. Optional  Collision 
Damage  Waiver  $9/day  in 
Cal.,$10.95-$11.95/day 
elsewhere.  Rate  not 
available  in  Illinois  and 
metro  New  York. 


The  employee  owners  of  Avis,  Iik 

want  you  to  experieru  e  the  elegant  i 

of  a  ( Cadillac  Sedan  de  Ville  or  similar 

luxury  group  car  at  a  very  economical 
rate.  With  SuperValue  Kates  and  fast 
service,  we're  trying 
harder  than  ever  to  give 
you  what  you  want  in  a 
rental  car. 

To  get  this  low  rate, 
here  are  some  things 
you  should  know. 
The  rate  is  available  at 
select  US.  corporate 
and  participating 
licensee  locations. 
It  is  nondiscountable  and  may 
change  without  notice.  These  cars 
are  subject  to  availability.  Blackout 
periods  and  additional  seasonal 
charges  may  apply.  There  is  no 
refueling  charge  if  you  return  your 
tank  full.  There's  a  $5-$10/rental 
charge  for  additional  drivers  (no  extra 
charge  in  Cal.).  Renters  under  25  pay 
$5-$10  extra/day  where  applicable. 
Cars  must  be  returned  to  renting 
location.  Local  taxes  and  Personal 
Accident  Insurance,  Personal  Effects 
Protection  and  Additional  Liability 
Insurance  are  extra. 

To  drive  this  elegant  bargain,  call 
Avis  at  1-800-331-1212  or  your 
travel  consultant. 


AVIS 


We're  trying  harder  than  ever. 3 


•Employees  at  all  corporate  locations.  I    ll M9  Wizard  Co..  Inc 


Avis  features  GM  cars.  Cadillac  Sedan  de  Ville. 
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Seoul  man. 

After  a  while,  the  business  traveler  feels  as 
comfortable  walking  these  streets  as  his  own. 

And  when  you've  reached  that  point,  you've 
also  discovered  the  best  way  to  get  there.  United. 

Fine  meals,  double-feature  films,  a  full 
complement  of  amenities.  It's  the  best  in  inter- 
national travel,  all  served  up  with  Friendly  Skies 
spirit.  Not  to  mention  hefty  Mileage  Plus 
credit  when  you  fly  First  or  Business  Class. 

You  choose  United  to  Seoul.  Because  you 
know  that  traveling  great  distances  is  no  reason 
not  to  feel  right  at  home. 

United.  Rededicated  to  giving  you  the 
service  you  deserve. 

Come  fly  the  friendly  skies. 
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Tokyo  .Osaka  •  HoncKonc  •  Seoul  •  Taipei  • 


HSM«yiTOfo>.»cijftEny^; 


nternational  Outloo 


AKESHITA  TALKS  POLITICAL  REFORM 
UT  DOESN'T  SOUND  CONVINCING 


lollowing   tradition,   Japan's   government   will   mark   the 

I  death  on  Jan.  7  of  Emperor  Hirohito  and  the  succession 
of  his  son  by  granting  amnesty  tor  many  crimes.  But  for 
prime  Minister  Noboru  Takeshita.  no  such  gesture  is  available 
jo  wipe  clean  the  Recruit  Co.  influence-peddling  scandal,  which 
pas  exposed  the  seamy  side  of  Japan's  political  system.  In- 
stead, Takeshita  faces  the  task  of  trying  to  make  good  on  his 
plew  Year's  pledge  to  clean  up  Japanese  politics. 

Reforms  are  long  overdue.  With  national 

| 'lections  looming  later  this  year,  leaders  of 

he  ruling  Liberal  Democratic  Party  are  urg- 

I  ng  Takeshita  to  shore  up  public  confidence. 

iral  blue-ribbon  panels  are  studying  ways 

ighten  campaign  funding  and  overhaul 
■the  electoral  system,  which  gives  excessive 
^influence  to  groups  such  as  farmers. 

The  Recruit  scandal,  however,  is  only  the 
latest  of  many  in  the  postwar  era,  and  skep- 
tics doubt  that  Takeshita  is  committed,  any 
more  than  his  predecessors,  to  fundamental 
reforms.  Of  course,  Japan  is  not  the  only 
democracy  troubled  by  the  influence  of  mon- 
ey in  politics.  In  the  U.  S.,  congressional  lead- 
lers  have  agreed  to  review  ethics  rules  for 
legislators  and  consider  changes  in  campaign 
finance  laws.  But  in  Japan  the  gift-giving 
tradition  and  the  voracious  spending  needs  of 
elected  officials  have  put  a  premium  on  political  fund-raising, 
totaling  at  least  $3  billion  a  year. 

big  backlash.  This  potent  mix  of  money  and  politics  encour- 
aged Recruit's  founder  to  cultivate  high-level  connections  and 
seek  favors  by  giving  shares  in  a  subsidiary  to  influential 
Japanese,  including  aides  and  relatives  of  politicians  and  bu- 
reaucrats. The' gifts  were  not  illegal,  but  the  public  backlash 
forced  the  Finance  and  Justice  Ministers  and  the  chairman  of 
giant  Nippon  Telegraph  &  Telephone  Corp.  to  resign. 

In  the  1970s,  following  a  bribery  scandal  involving  Lockheed 
Corp.,  Japan  put  strict  limits  on  corporate  political  giving.  But 


JAPANESE  FARMER:  LOTS  OF  CLOUT 


politicians  have  set  up  nominally  independent  "study  groups" 
to  attract  corporate  cash.  Such  strategems  help  supplement 
legislators'  official  expense  allowance  of  $6,000  a  month  and 
salaries  for  two  aides.  Many  Diet  members  pay  20  or  more 
assistants  out  of  their  own  pockets,  and  they  are  expected  to 
attend  hundreds  of  constituents'  weddings  and  funerals,  bring- 
ing customary  cash  gifts,  each  year.  Japan's  multiseat  legisla- 
tive districts  also  help  boost  election  expenses  by  pitting  politi- 
cians against  factional  rivals  within  their  own 
parties  as  well  as  the  candidates  of  other 
parties. 

lip  service.  In  this  high-cost  political  culture, 
many  observers  think  Takeshita's  talk  of  re- 
storing ethics  to  politics  is  mere  lip  service. 
"Takeshita  is  using  'political  reform'  to  pull 
the  wool  over  people's  eyes,"  says  Jiro  Kami- 
shima,  a  professor  at  Rikkyo  University.  In 
fact,  the  Recruit  affair  has  mostly  confirmed 
the  already  low  public  opinion  of  politicians. 
"Japanese  people  expect  politicians  to  be 
dirty  and  corrupt,"  says  a  Ministry  of  Inter- 
national Trade  &  Industry  official. 

Bureaucrats  on  the  take  are  another  mat- 
ter, however.  Japan's  government  is  largely- 
run  by  elite  civil  servants  who  pride  them- 
selves on  being  incorruptible,  and  ordinary 
people  expect  them  to  uphold  that  code.  That 


is  why  Japanese  were  rocked  by  allegations  of  Recruit-related 
favors  provided  by  top  bureaucrats  in  the  Education  and  La- 
bor Ministries.  Public  Prosegutor  Yusuke  Yoshinaga,  who  was 
the  chief  prosecutor  in  the  Lockheed  case,  is  probing  bribery 
charges. 

For  Takeshita,  though,  the  transition  following  Hirohito's 
death  diverts  public  attention  from  the  Recruit  scandal.  Some 
observers  expect  that  Takeshita  will  try-  to  extend  this  respite. 
The  longer  it  lasts,  the  less  pressure  he  will  feel  to  push  for 
basic  reform  of  the  system  of  money  politics. 

By  Amy  Borrus  in  Tokyo 


GLOBAL  WRAPUP I 


SOUTH  KOREA 


The  coalition  among  the  three  oppo- 
sition parties  in  the  National  As- 
sembly is  splintering  as  hearings  on 
the  misdeeds  of  former  President  Chun 
Doo-Hwan  draw  to  a  close.  The  break- 
up is  likely  to  strengthen  President 
Roh  Tae-Woo  by  opening  the  way  for 
an  alliance  between  his  Democratic 
Justice  Partj  and  conservative  oppo- 
nents, the  Reunification  Democratic 
Party  let!  l>\   Kim  Young-Sam.  and  the 

New  Democratic  Republican  Party  led 

bj    Kim  Jong-Pil. 

That  could  isolate  Kim  Dae-Jung,  the 

leader  of  the  Party  for  Peace  I   De 

mocracy,  who  draws  support   from  la- 


bor unions  and  left-leaning  dissidents. 
Kim  Young-Sam  and  Kim  Jong-Pil 
joined  forces  with  Roh's  party  to  de- 
feat a  bill  of  Kim  Dae-Jung's  that 
would  have  required  the  government 
to  write  off  all  farmers'  debts. 

Kim  Young-Sam  and  Kim  Jong-Pil 
are  distancing  themselves  from  Kim 
Dae-Jung  in  part  because  his  labor- 
union  followers  are  resorting  more  and 
more  to  violence.  Roh,  in  turn,  has  be- 
gun to  use  force  against  the  unions. 
An  even  more  serious  threat  to  Kim 
Dae-Jung  could  come  from  the  break- 
away of  leftist  followers.  In  early  Jan- 
uary they  formed  their  own  organiza- 
tion as  a  step  toward  setting  up  a  new 
"progressive"  party. 


BRAZIL 


Environmental  and  nuclear  worries 
have  stalled  a  $500  million  World 
Bank  energy  loan  to  Brazil.  The  holdup 
reflects  growing  pressures  on  the  bank 
to  use  criteria  beyond  financial  viabili- 
ty in  its  lending.  U.  S.  and  European 
environmentalists  oppose  financing  for 
dams  of  Eletrobras.  Brazil's  power  au- 
thority, that  would  destroy  rain  for- 
ests And  nonproliferation  groups  op- 
pose loans  because  Eletrobras  has 
taken  over  Brazil's  nuclear-power  pro- 
gram. Brazil's  refusal  to  sign  the  non- 
proliferation  treaty  has  stirred  concern 
that  civilian  nuclear  technology  may 
spill  over  to  military  us 
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TOBACCO  I 


THE  CIGARETTE  MAKERS: 
JUST  WHEEZING  ALONG 
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Wall  Street  was  high  on  tobacco^stocks  in  '88 — but  that  was  the  industry's  only  bright  spot 


Picture  an  industry  whose  sales 
have  been  declining  for  almost  a 
decade,  whose  customers  are  be- 
coming social  pariahs,  and  whose  future 
is  under  darkening  legal  and  political 
clouds.  Not  exactly  where  you  would  ex- 
pect to  see  the  hottest  dealmaking  and 
speculative  frenzy  in  years,  is  it? 
But  that's  just  what  happened  in  the 


tobacco  business  in  1988.  Kohlberg  Kra- 
vis  Roberts  &  Co.'s  stunning  $25  billion 
deal  for  RJR  Nabisco  Inc.  was  followed 
by  rumors  that  Unilever  was  on  the 
prowl  for  American  Brands  Inc.  That 
sent  the  No.  5  U.  S.  cigarette  maker's 
stock  up  nearly  257c.  And  Philip  Morris 
Cos.  saw  its  stock  jump  20%  last  year, 
despite  its  $13  billion  deal  for  Kraft  Inc. 


PM  was  the  only  U.  S.  producer  whose 
market  share  and  unit  sales  rose  at  the 
expense  of  its  competitors.  "Investors 
are  looking  at  tobacco  in  a  way  that's 
just  not  as  gloomy  as  before,"  says 
Smith  Barney,  Harris  Upham  &  Co.  ana- 
lyst Ronald  B.  Morrow. 

Still,  even  Wall  Street's  euphoria  over 
the  arrival  of  raiders  on  Tobacco  Row 
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THE  TOP  CIGARETTE  BRANDS  01 1988 


1988      1987 
rank        rank 


1986 
rank 


Brand 


Company 


1988 
share 


1987 
share 


1986 
share 


'86-'88 

percentage 

point 

change 


Billions  of  cigarettes 


1988 
sales 


1987 
sales 


1986 
sales 


'86-'88 
annualized 
compound 
growth  rate* 


1  1 

2  2 

3  3 

4  4 


1  MARLBORO 

2  WINSTON 

3  SALEM 

4  KOOL 


PhiiipMorris  24.73%  23.70%  22.94%  1.79  137.5  135.0  133.6                1.0% 

Reynolds  10.76  11.11  11.23  -0.47  59.8  63.3  65.4  -4.2 

Reynolds                             7.41  7.72           7.81  -0.40  41.2  44.0  45.5  -4.4 

Brown  &  Williamson             5.77  6.00           6.42  -0.65  32.1  34.2  37.4  -7.3 


5  5  8  NEWPORT  Lorillard 

6  7  6  CAMEL  Reynolds 

7  6  5  BENSON  &  HEDGES  PhiiipMorris 

8  8  7  MERIT  PhiiipMorris 


4.60 
4.15 
4.02 
3.85 


4.27 
4.18 
4.25 
3.90 


3.76 
4.33 
4.38 
3.95 


0.84 
-0.18 
-0.36 
-0.10 


25.6 
23.1 
22.4 
21.4 


24.3 
23.8 
24.2 
22.2 


21.9 
25.2 
25.5 
23.0 


7.6 
-3.9 
-6.7 
-4.2 


9  11  14  DORAL  Reynolds 

10  12  11  VIRGINIA  SLIMS  PhiiipMorris 

11  9  10  VANTAGE  Reynolds 

12  10  9  PALL  MALL  American 


3.29 
3.06 
3.00 
2.91 


3.02 
3.04 
3.16 
3.12 


2.08 
2.88 
3.24 
3.30 


1.21 

0.18 

-0.24 

-0.39 


18.3 
17.0 
16.7 
16.2 


17.2 
17.3 
18.0 
17.8 


12.1 
16.8 
18.9 
19.2 


34.0 

1.7 

-5.5 

-8.5 


13  13  12  KENT 

14  15  15  CARLTON 

15  18  NR  CAMBRIDGE 

16  16  16  GENERICS 


Lorillard 
American 
Philip  Morris 
Brown  &  Williamson 


2.30 
1.69 
1.67 
1.56 


2.49 
1.67 
1.07 
1.65 


2.71 
1.87 
0.57 
177 


-0.41 

-0.18 

1.10 

-0.21 


12.8 
9.4 
9.3 
8.7 


14.2 
9.5 
6.1 
9.4 


15.8 

10.9 

3.3 

10.3 


-10.5 
-6.1 
94.5  ** 
4.5 


17  14  13  GENERICS 

18  17  17  MORE 

19  20  NR  NOW 

20  21  19  TRUE 


Liggett 
Reynolds 
Reynolds 
Lorillard 


1.42 
1.17 
1.01 
0.95 


2.04 
1.26 
0.97 
0.97 


2.52 
1.37 
0.91 
1.06 


-1.10 
-0.20 
0.10 
-0.11 


7.9 

6.5 
5.6 
5.3 


11.6 
7.2 
5.5 
5.5 


14.7 
8.0 
5.3 
6.2 


-25.9 
-8.9 
2.0 
-11.7** 


"Base  year  1 985         *  *Bose  year  1 986         NR  ^  not  reported         1 986  and  1 987  figures  revised 


DATA:  BW 
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n't  mask  the  cigarette  industry's  inex- 
able  decline,  winch  is  now  entering  its 
ghth  straight  year.  Prom  their  imi 

eak,  factory  shipments  of  cigarettes  for 

ihe  domestic  market  have  fallen  a  total 

I  Ll%.  And  the  slide  is  getting  worse. 

its  annual  market  survey  of  the  in- 

ustry,   BUSINESS  WEEK   estimates    that 

'.  S.  shipments  shrank  2.4,;;  in  1988  as 

nore  smokers  kicked  the  habit  or  bowed 

increasing  restrictions  on  where  and 

hen  they  can  light  up. 

drag.  As  consumption  falls,  the  in- 
ustry's  once-dramatic  profit  growth  is 
slowing,  too.  While  aggressive  price 
hikes  have  kept  cigarettes  among  the 
•i  most  profitable  products  around,  compa- 
nies are  increasing  spending  on  packag- 
ing, advertising,  promotion,  and  new- 
product  development  and  relying  more 
on  sales  of  lower-margin  discount  ciga- 
rettes. After  jumping  some  16C/f  in  1986, 
growth  in  domestic  operating  earnings 
for  the  cigarette  companies  slowed  to 
11  in  1987  and  an  esti- 
mated 10%  last  year, 
says  Marc  I.  Cohen,  an 
analyst  at  Sanford  C. 
Bernstein  &  Co.  And 
heavy  debt  loads  on  rjr 
and  PM  will  dampen  net 
earnings  increases. 
Even  in  the  internation- 
al market,  once  hailed 
as  the  industry's  bright- 
est spot,  growth  slowed 
to  157<  in  1988  from 
more  than  55';f  in  1987. 
Profit  growth  is 
shrinking  because  the 
$35  billion  U.S.  ciga- 
rette industry  is  in  the 
midst  of  a  fierce  mar- 
keting war.  After  de- 
clining 23'v  since  1984, 
cigarette  ad  expendi- 
tures rose  some  15% 
last  year,  to  about  $587 
million.  A  big  new-product  push  account- 
ed for  much  of  the  increase.  The  new 
brands  included  American  Brands'  Ma- 
libu,  Brown  &  Williamson's  Capri,  and 
Lorillard's  Newport  Stripes.  Margin- 
slashing  promotions  continued  at  a  diz- 
zying pace,  too,  with  coupons  for  as 
much  as  $3. 50  off  per  carton.  "It's  a 
much  more  competitive  business,"  says 
Paine Webber  Inc.  analyst  Emanuel  S. 
Goldman.  "There's  a  lot  less  margin  for 
error." 

Just  ask  No.  2  tobacco  company  RJR, 
where  a  significant  slip  in  market  share 
last  year  underscored  how  unforgiving 
the  once  slow-moving  industn  can  be. 
Unable  to  brake  the  slide  in  its  mainstay 
Winston  and  Salem  brands,  which  appeal 
more  to  older  smokers,  i;.n;  finished  1988 
with  a  81.7      share,  a  drop  of  nearly  a 

full  percentage  point  By  contrast,  for 

the  first  time  in  at  least  a  decade,  all  the 


smaller  manufact  i 

get!    Group   InC    avoided   any  significant 

ero  ion    Of   their   share       Bill    much    of 

rjr's  lost  ground  is  being  taken  by  arch 

rival  PM,  whose  Marlboro  man  COntil 
to  gallop  away  with  more  than  half  of 
all    new    smokers.    "We're    eating    then- 
lunch,''  says  Frank  E.  Restnk,  president 
Of  Philip  Morris  USA. 

With  a  U.S.  share  just  shy  of  H 
Philip  Morris  is  using  its  clout  to  grab 
even  more  of  the  market.  It  is  rolling 
out  an  incentive  program  that  offers 
higher  margins  and  discounted  business 
services  to  wholesalers  who  exceed  cer- 
tain sales  goals.  PM  is  also  adding  500 
new  people  to  its  2,000-member  field 
sales  force.  After  capturing  as  much  as 
a  507<  share  in  some  West  Coast  mar- 
kets, PM  is  taking  aim  at  RJR's  southeast- 
ern stronghold.  And  it  spent  an  estimat- 
ed $50  million  in  1988  to  advertise  its 
Marlboro  Menthol  brand,  forcing  hiked 
expenditures  by  rival  menthol  stalwarts 


HOW  THE  PRODUCERS  RANK 

'86-'88 

percentage 

1986             point 

share          change 

Billions  of  cigarer 

les 

'86-'88 

annualized 

compound 

growth  rate* 

1988               1987 
share               share 

1988 
sales 

1987 
sales 

1986 
sales 

PHILIP  MORRIS 

39.33%       37.83% 

36.77  % 

2.56 

218.7 

215.5 

214.2 

0.8% 

REYNOLDS 

31.73           32.53 

32.33 

-0.60 

176.4 

185.3 

188.3 

-2.0 

BROWN  &  WILLIAMSON 

10.95           10.97 

11.67 

-0.72 

60.9 

62.5 

68.0 

-5.1 

LORILLARD 

8.26             8.23 

8.15 

0.11 

45.9 

46.9 

47.5 

-1.6 

AMERICAN  BRANDS 

6.85             6.88 

7.18 

-0.33 

38.1 

39.2 

41.8 

-*5.3 

LIGGETT 

2.88             3.56 

3.90 

-1.02 

16.0 

20.3 

22.7 

-18.0 

Total 

100.00          100.00 

100.00 

556.0 

569.7 

582.5 

-2.2 

•Base  year  1985         1987  figures  revised 
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such    as    Salem,    Kool,    and    Newport. 

This  year,  though,  the  smaller  ciga- 
rette makers  hope  that  PM  and  RJR  will 
be  forced  to  cut  ad  and  promotion  bud- 
gets to  service  their  debt.  "When  the 
two  big  guys  are  doing  war,  we  have  to 
hide  because  of  the  shrapnel,"  says  Lor- 
illard  President  J.  Robert  Ave.  "I'm  not 
so  sure  the  heavy  armament  is  going  to 
be  used  this  year."  But  PM  vows  that  its 
purchase  of  Kraft  won't  slow  it  down. 
"If  they're  worried  about  the  cheese  ef- 
fect at  Philip  Morris,  then  they're 
dreaming  in  color,"  says  William  I. 
Campbell,  PM's  executive  vice-president 
for  marketing. 

Still,  some  tobacco  executives  suspect 
that  the  Kraft  buyout  was  what  prompt- 
ed I'M  to  lead  the  industry's  round  of 
December  price  hikes.  Last  year  whole- 
sale cigarette  costs  jumped  11%,  higher 
than  the  99  to  It)     increases  m  L986  and 


many  tobaCCO  ' 
worry    thai    the    mdu   b 

aggressive  on  pricing:  trie  average 

of  a  pack  of  cigari  -0  in 

many  markets,  tip  more  than  509!    from 

jusl  ftv(  ago 

mia/.fd    ■ 
some  tobacco  executive-   with  their  will- 
ingm  '.allow    higher   prices.    But 

thai  may  soon  come  to  an  end.  California 
voters  recently  approved  a  25t-per-pack 
increase  in  the  cigarette  tax.  That 
pushes  the  average  price  per  pack  up  to 
$1.75  in  the  state,  which  accounts  for 
10'  i  of  domestic  sales.  Also  worrisome  is 
continuing  talk  in  Washington  about 
doubling  the  16$-per-pack  federal  levy. 
brand  x.  Even  if  tax  or  price  increases 
don't  make  smokers  quit,  they're  send- 
ing more  customers  to  the  off-price  ciga- 
rette market,  which  now  represents 
some  11%  of  industry  volume.  But  smok- 
ers aren't  settling  for  no-name  generics 
anymore.  They're  turning  to  discount 
cigarettes  such  as  rjr's 
Doral  and  PM's  Cam- 
bridge. These  branded 
products  require  sub- 
stantial ad  and  promo- 
tional support,  so 
they're  only  one-third  to 
two-thirds  as  profitable 
as  regular  smokes.  And 
in  an  attempt  to  estab- 
lish an  even  lower  price 
point,  generic  pioneer 
Liggett  is  unveiling  a 
new  line,  PyTamid,  sell- 
ing for  some  25$  below- 
other  discount  brands. 
"This  is  how  David 
fights  Goliath,"  says 
Harold  A.  Grant,  Lig- 
gett's  marketing  vice- 
president.  "You  bite 
him  on  the  kneecap." 

The  industry  still 
hopes  that  product  inno- 
vation will  pull  it  out  of  its  downward 
spiral — despite  the  poor  market-test  re- 
sults for  RJR's  newfangled,  "smokeless" 
Premier  cigarette.  While  the  company's 
change  in  ownership  put  Premier's  fu- 
ture in  doubt,  some  industry  executives 
expect  RJR  to  try  to  improve  its  taste. 
And  RJR  is  launching  a  new  version  of 
its  Vantage  brand,  called  Excel  100s, 
with  less  irritating  sidestream  smoke. 
I'M  hints  that  it  may  unleash  its  own 
high-tech  smoke  late  this  year. 

But  investors  may  require  more  than 
a  distant  promise  of  high-tech  salvation 
before  they  fully  value  tobacco  stocks. 
Despite  the  speculative  fever,  tobacco 
stocks  still  trade  at  about  a  20  discount 
from  the  market.  The  speculation  is  like- 
ly to  continue,  but  unless  the  indusl 
basic  problems  miraculously  vanish,  the 
party  won't  last  for  long. 

By  Scott  Tu\  r  in  Ai 
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BELTWAY  BRAIN  DRAIN: 

WHY  CIVII  SERVANTS  ARE  MAKING  TRACKS 


101  * 


Low  pay,  heaps  of  abuse,  and  a  plague  of  political  appointees  are  driving  out  top  managers 


In  case  you  haven't  noticed,  the  buzz- 
word in  Washington  these  days  is 
"experience."  President-elect  George 
Bush,  who  has  staffed  his  new  Adminis- 
tration with  a  cadre  of  veteran  pols,  is 
counting  on  savvy  insiders  to  deliver  on 
his  promises  of  a  "kinder,  gentler  na- 
tion." But  the  President-elect  will  discov- 
er that  his  agenda  could  be  undermined 
by  a  little-noted  legacy  of  the  Reagan 
era:  a  federal  bureaucracy  in  disrepair. 
The  fact  is,  while  Bush  hums  Hail  to 
the  Chief,  more  government  employees 
are  singing  the  theme  from  Exodus. 
Stung  by  ritual  floggings  from  politi- 
cians, low  pay,  and  a  rise  in  the  number 
of  political  appointees  in  top  jobs,  career 
government  officials  are  packing  it  in. 
Agency  managers  complain  that  they 
can't  find  top-notch  replacements. 

The  implications  of  the  brain  drain  are 
ominous.  According  to  the  General  Ac- 
counting Office,  an  arm  of  Congress,  the 
delivery  of  some  essential  government 


services,  from  air  traffic  control  to  toxic- 
waste  cleanup,  is  suffering.  Many  busi- 
ness leaders  are  becoming  alarmed  by 
the  prospect  that  a  federal  "mediocracy" 
will  be  conducting  trade  negotiations,  de- 
veloping key  economic  data,  and  devis- 
ing regulations.  "Business  can  be  hurt 
by  government  that  is  inefficient  and 
badly  done,"  says  William  A.  Morrill, 
president  of  Mathtech  Inc.,  based  in 
Princeton,  N.J.,  and  chairman  of  the 
Center  for  Excellence  in  Government,  a 
group  of  400  corporate  officials  and  for- 
mer top  bureaucrats  who  develop  ideas 
to  improve  government  performance. 
'discouraging.'  The  problem  of  recruit- 
ing and  retaining  quality  government . 
workers  is  likely  to  get  worse.  A  recent 
report  prepared  for  the  Office  of  Person- 
nel Management  (OPM)  notes  that  the 
government  will  need  more  profession- 
als to  deal  with  the  growth  of  technical, 
legal,  and  contracting  activities.  But  the 
report   concludes   that   labor  shortages 


will  make  it  harder  for  Washington  to 
compete  with  private  industry. 

Experts  see  the  effects  of  the  brain 
drain  in  a  number  of  areas.  Former  Fed- 
eral Reserve  Board  Chairman  Paul  A. 
Volcker,  who  is  heading  the  privately 
funded  National  Commission  on  the  Pub- 
lic Service,  believes  that  Treasury's  eco- 
nomic staff  has  gone  downhill.  "When 
you  think  about  the  responsibilities  of 
the  Treasury  in  the  world  economy  as 
well  as  in  the  U.  S.  economy,  it's  kind  of 
discouraging,"  says  Volcker,  now  chair- 
man of  James  D.  Wolfensohn  Inc.,  a 
New  York  investment  banking  firm. 

Private  attorneys  complain  that  cut- 
ting deals  to  buy  ailing  thrifts  takes  a 
long  time  because  attorneys  at  the  Fed- 
eral Savings  &  Loan  Insurance  Corp.  are 
inexperienced.  The  departure  of  veteran 
prosecutors  in  the  Justice  Dept.'s  Crimi- 
nal Div.  is  one  reason  for  delays  in  fraud 
cases  involving  failed  Texas  thrifts. 

At  the  Internal  Revenue  Service,  skills 
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jbrtagea  were  a  reason  thai  81'    of  IRS 
to   taxpayer  queries   in    L988 
Ire  wrong,  the  gao  says.  And  nts  ac- 

untants  score  much  lower  on  national 

ams  than  accountants  hind  by  Big 

ight  firms.  "In  our  experience,  agents 

n't  understand  the  laws,"  says  Jerrj 
Williford,   a   tax   partner  in   the  ac- 
ounting  firm  of  Grant  Thornton. 

One  reason  the  government  has  a 
ough  time  attracting  and  keeping  quali- 
y  employees  is  low  pay.  In  the  past,  the 
psychic  income"  of  public 
.ervice    and    wielding   au- 

ority  far  earlier  than  in 

rivate-sector  jobs  compen- 

ated  for  the  disparity.  The 

jap  is  now  the  widest  in 

•ecent  memory  (chart). 

Consider  Edwin  J. 
Tomko,  who  worked  at 
Justice  as  a  top  prosecutor 
of  banking  cases  for  15 
years.  A  father  of  two,  he 
never  was  able  to  afford  a 
house.  That's  one  reason 
he  left  last  year  for  a  Dal- 
las law  firm,  where  he 
•earns  twice  his  $75,000 
(government  salary.  Tomko  says  he  loved 
his  job  at  Justice,  but  "as  you  get  older, 
love  doesn't  carry  you  through." 
lost  in  space?  Pay  problems  have  made 
other  agencies  uncompetitive  as  well. 
The  National  Institutes  of  Health, 
among  the  world's  premier  biomedical 
research  institutions,  has  lost  28%  of  its 
senior  research  scientists  in  the  past  10 
years.  And  five  institute  directors  in  six 
years  have  gone  to  private  institutions 
that  pay  them  as  much  as 
four  times  what  the  gov- 
ernment did.  Another  high- 
technology  agency,  NASA, 
also  is  plagued  by  defec- 
tions. Associate  Deputy 
Administrator  Noel  W. 
Hinners  warns  that  "the 
erosion  of  the  federal  pay- 
check could  place  at  risk 
this  country's  ability  to  re- 
turn to  the  forefront  of 
space  exploration." 

But  far  more  than  low 
pay  is  involved  in  what 
Volcker  calls  a  "quiet  cri- 
sis." One  of  the  major 
problems  his  commission  has  identified 
is  the  negative  public  perception  of  the 
civil  servant.  That's  partly  the  fault  of 
Ronald  Reagan  and  former  President 
Jimmy  Carter,  both  of  whom  rode  into 
office  on  anti-Washington  planks  and 
relished  the  chance  to  bait  bureaucrats. 
Federal  workers  also  are  frustrated  by 
increasing  controls  placed  on  them  hy 
the  mushrooming  number  of  congressio- 
nal subcommittees  and  by  regulatory 

overseers  in   the  White   House  Office  of 

Management  &  Budget  "People  have  to 


feel  that  they  are  ten, ted  and  that 

are  doing  something  meaningful,"  says 
Representative  Patricia  Schroeder  t\> 
Colo.),  who  chairs  a  House  civil-service 
subcommittee.  "If  they  don't  feel  thai 

they   are   making  a   difference   and    I 
are   not   making  any  money,   then   why 
would  they  go  into  government'.'" 

It's  no  surprise  that  only  13'/  of  top 
government  employees  who  responded 
to  a  recent  survey  by  the  GAO  said  they 
would  recommend  a  career  in  public  ser- 


of  the  6,800  member   of  the  elite  Senior 
cutive   Service   could   rise    from 
877,600  to  8120,000. 

But  more  than  a  pay  hike  ]g  needed  to 

entice  better  applicant.-..  OPM  Director 
e  .1  Horner  thinks  that  one  way 
to  attack  the  problem  is  to  give  manag- 
ers more  flexibility  in  raises,  promo' 
cost-of-living  allowances,  and  hiring. 
Schroeder  and  Volcker  propose  a  cut  in 
the  number  of  political  appointees  so 
that  career  civil  servants  have  a  better 


THE  PAY  GAP  IS  WIDE... 

Average  1988  pay  for  six  key  jobs  with 
comparable  responsibility  and  duties 

Private  Public 


...AND  HAS  GOTTEN  WIDER 


ACCOUNTANT 

$  67,950 

$45,244 

ATTORNEY 

110,489** 

64,026 

BUYER- 

22,071 

16.732 

CHEMIST 

65,526 

46.448 

COMPUTER  PROGRAMMER' 

22,356 

16,737 

ENGINEER 

85,725 

65,862 

'Entry  level  "Senior  corporate  attorney 

DATA:  BUREAU  OF  LABOR  STATISTICS,  OFFICE  OF  PERSONNEL  MANAGEMENT 
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vice.  Take  the  case  of  Marcia  E.  Wil- 
liams. The  former  director  of  the  Envi- 
ronmental Protection  Agency's  solid- 
waste  office  saw  her  ascent  up  the 
career  ladder  cut  short  as  she  reached  a 
rung  dominated  by  political  appointees. 
Congress  gave  the  agency  a  skimpy  bud- 
get but  a  broad  mission — then  sniped  at 
epa  officials  when  the  agency  failed  to 
measure  up.  So  last  February  the  18- 
year  government  veteran  took  a  job  with 


shot  at  the  best  jobs.  During  the  Reagan 
Administration  the  number  of  political 
appointees  holding  what  are  traditionally 
career  jobs  grew  by  29%,  to  1,677. 

Perhaps  the  biggest  challenge  is  im- 
proving the  public  perception  of  the  civil 
servant  after  years  of  image-bashing, 
says  L.  Bruce  Laingen,  executive  direc- 
tor of  the  Volcker  commission,  which  is 
scheduled  to  issue  a  report  in  February. 
"Nothing  matters  more  than  the  attitude 


WHAT  VOLCKER'S  COMMISSION 
WILL  RECOMMEND 

►  Close  the  pay  gap  with  the  private  sector,  sweetening 
salaries  for  officials  in  high-cost  regions  and  for  those 
whose  skills  are  in  high  demand 

►  Give  managers  more  hiring  and  promotion  flexibility  by 
decentralizing  personnel  decisions 

►  Slash  the  number  of  political  appointments  so  that  ca- 
reer civil  servants  can  move  up  the  management  ladder 

►  End  bureaucrat-bashing  rhetoric  from  the  White 
House,  substituting  kinder  and  gentler  words  from  the  top 

DATA:  BW 


Browning-Ferris  Industries  Inc.  as  vice- 
president  for  environmental  policy.  "I 
would  have  stayed  longer  if  I  thought  I 
could  accomplish  what  needed  to  be 
done,"  says  Williams. 

On  the  pay  issue  senior  career  offi- 
cials may  get  relief.  If  Congress  accepts 
a  Reagan  recommendation  for  pay 
raises  for  members  of  Congress,  judges, 
and  political  appointees,  the  lid  will  come 
off  the  salaries  of  Career  bureaucrats, 
whose  pay  CamiOl  exceed  that  of  Con- 
gress and  political  appointees.  Top  pay 


taken  by  the  man  who  occupies  the  Oval 
Office,"  he  says. 

The  contemptuous  tone  of  the  past  12 
years  could  well  change  under  Bush,  a 
longtime  Washington  insider.  One  sign: 
At  the  Republican  convention  last  sum- 
mer, Bush  declared  that  "I  believe  public 
service  is  honorable."  If  Bush  backs  his 
rhetoric  with  deeds,  the  battered  bureau- 
cracy could  start  on  the  long  road  back. 

By  Susan  />'.  Garland,  with  Vicky  Cohan, 
Catherine  Yang,  and  Paula  Dicyer  in 
Washington 


;nmini 


BUSINESS  WEEK/JANUARY  23.  19      61 


PROMOTERS  I 


A  SUPER  SUNDAY  VICTORY 
FOR  JOE  ROBBIE 


They're  playing  the  big  game  in  his  stadium.  Is  baseball  next? 


AVr.~ 


iami  hasn't  hosted  a  Super 
Bowl  in  10  years,  and  city  offi- 
cials know  whom  to  blame:  Joe 
Robbie,  owner  of  the  Miami  Dolphins.  A 
decade  ago,  when  the  National  Football 
League  owners  met  to  pick  sites  for  the 
championship,  Robbie  sank  Miami's  bid 
by  blasting  city  lead- 
ers. He  said  they  treat- 
ed him  shabbily,  and 
he  told  his  fellow  own- 
ers that  the  city  and 
its  Orange  Bowl  didn't 
deserve  the  league's 
premier  event.  But  on 
Jan.  22,  with  Robbie 
leading  the  way,  the 
Super  Bowl  is  coming 
to  town.  Why  has  he 
changed  his  tune?  Be- 
cause the  game  will  be 
played  not  in  the  Or- 
ange Bowl  but  in  his 
PA-year-old  Joe  Rob- 
bie Stadium. 

For  Robbie,  72,  it's 
sweet  revenge.  While 
the  Orange  Bowl  sits  empty,  the  eyes  of 
America  will  focus  on  his  sparkling,  $102 
million  pride  and  joy.  Yet  Robbie,  who 
declined  to  be  interviewed  for  this  arti- 
cle, isn't  the  type  to  sit  back  and  savor 
his  victory  for  long.  Even  as  his  stadium 
is  being  readied  for  the  Super  Bowl,  he 
is  mounting  an  effort  to  lure  a  major- 
league  baseball  team  as  a  tenant.  It 
would  cost  around  $6  million  to  convert 
the  stadium,  but  a  baseball  team  would 
bring  in  additional  revenues  of  about  $13 
million  a  year. 

dues  outstanding.  The  money  could 
come  in  handy.  As  it  stands  now,  Robbie 
is  not  getting  all  that  he  can  out  of  his 
stadium.  He  takes  in  more  than  $13  mil- 
lion annually  from  10-year  leases  on  sky- 
boxes  and  special  "club"  seats.  He  once 
told  business  week  that  in  30  years  the 
revenue  will  have  retired  the  $90  million 
in  tax-free  industrial  bonds  used  to  build 
the  stadium.  With  consistent  sellouts,  he 
might  clear  $5  million  annually  from  reg- 
ular seats,  parking,  and  concessions. 
Problem  is,  Robbie  Stadium  hasn't  been 
selling  out.  Average  attendance  has  de- 
clined in  recent  years  (chart),  and  sever- 


al of  Robbie's  luxury  skyboxes  remain 
unleased.  Making  matters  worse,  his 
Dolphins  just  finished  their  worst  season 
in  19  years,  with  a  record  of  6-10. 

Baseball  would  probably  do  well  in  Mi- 
ami. The  city  has  a  sizable  TV  market, 
and  its  baseball-hungry  Hispanic  and  re- 
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tiree  populations  can't  be  ignored.  How- 
ever, there  are  plenty  of  competitors  for 
a  franchise.  Other  cities,  such  as  Wash- 
ington, Buffalo,  and  Tampa,  have  been 
much  more  visible  in  hunting  for  a 
team — and  for  a  longer  time.  Says  one 
businessman  trying  to  lure  a  team  to  his 
city:  "Robbie  hasn't  paid  his  dues." 

Then  again,  it  has  nev- 
er been  a  good  idea  to 
count  Robbie  out.  After 
growing  up  in  Sisseton, 
S.  D.,  the  son  of  poor 
Lebanese  and  Irish  par- 
ents, he  worked  his  way 
through  the  University  of 
South  Dakota  and  its  law 
school.  He  then  set  up  a 
practice  in  Minneapolis. 
In  1965  the  longtime 
sports  fan  was  awarded  a 
franchise     in     the     old 
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The  Miami  Dolphins  moved  into 
theii  new  75,000-seat  stadium 
in  1987,  but  attendance  remains 
below  its  1985  peak 
84        '85        '86        '87*       '88 
A  THOUSANDS  .  [XCLUD|NG  6AM£  DURING 

DATA:  MIAMI  D01PHIHS  PLAYERS'  STRIKE 


American  Football  League.  Skeptics  said 
the  team  would  never  succeed,  and  when 
Robbie  called  a  meeting  of  prospective 
partners,  no  one  showed  up.  So  he 
turned  to  some  of  his  powerful  friends. 
Entertainer  Danny  Thomas  chipped  in. 


And  the  late  Hubert  H.  Humphrey,  then  I 
Vice-President,  helped  him  secure  a! 
lease  at  the  Orange  Bowl.  Their  pres- 
ence led  to  a  parade  of  other  investors,! 
who  came  up  with  a  total  of  $7.5  million. 
miami  vise.  Robbie  now  owns  100%  of 
the  club,  worth  an  estimated  $80  million. 
But  ownership  hasn't  been  all  sweetness 
and  light.  For  years,  Robbie  and  Miami 
officials  were  at  loggerheads  over  every- 
thing from  beer  sales  to  scoreboards  at 
the  Orange  Bowl.  Says  former  Mayor 
Maurice  Ferre:  "He  never  goes  to  the 
table  without  his  combat  helmet  and 
boots  strapped  on."  Robbie  is  every  bit 
as  tough  with  his  employees.  Says  one 
former  aide:  "His  M.  O.  was  to  make 
everybody  feel  thankful  they  hadn't 
been  fired  that  day." 

But  even  Robbie's 
critics  concede  that  he 
is  an  expert  at  getting 
things  done.  Robbie 
had  long  urged  the 
county  to  use  resort 
taxes  to  build  a  new 
arena.  It  refused,  so  he 
built  it  himself.  First 
he  rounded  up  deposits 
on  skyboxes  and  club- 
seat  leases.  The  depos- 
its got  him  county  ap- 
proval for  industrial 
bonds,  which  he  used 
to  build  the  stadium. 
Says  Thomas:  "Listen, 
kid,  everything  that 
exists  down  there  he 
pulled  out  of  thin  air." 
Not  every  Robbie  project  works  out 
quite  as  planned,  though.  His  family  re- 
cently folded  the  Minnesota  Strikers  of 
the  indoor  soccer  league,  claiming  losses 
of  $5  million  over  four  years.  But  that 
apparently  didn't  shake  his  faith  in  soc- 
cer. Last  year,  Robbie  headed  the  drive 
to  bring  the  sport's  premier  event — the 
World  Cup  tournament — 
to  the  U.  S.  in  1994.  This 
gives  him  an  inside  track 
on  hosting  some  of  the 
World  Cup  matches. 

Still,  what  Robbie  real- 
ly wants  is  baseball  in 
Miami.  And  he  has  little 
doubt  where  the  team 
should  play.  This  fall  city 
leaders  proposed  an  $80 
million  bond  offering  to 
build  a  new,  Miami- 
owned  baseball  stadium. 


AVERAGE 

ATTENDANCE 


But  Robbie  would  have  none  of  that.  He 
led  the  effort  against  the  plan,  and  the 
bond  measure  lost  in  a  landslide.  Now 
all  he  has  to  do  is  deliver  a  baseball 
team  for  the  sweetest  revenge  of  all. 

By  Antonio  N.  Fins  in  Miami 
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Sure  it's 
a  lot  of  money 
to  be  making 
at  your  age. 
But  now  you 
have  to  decide  - 
are  you  going 
to  build  it 
or  blow  it? 


uccess  at  any  age 
from  someone  who's  no  stranger 
to  the  financial  needs  of  success- 
ful people.  And  since  1846,  we've 
built  a  company  and  a  reputation 
around  the  idea  of  blue  chip 
people  giving  blue  chip  advice. 


krMUMMkTJ 


Connecticut  Mutual  Life  Insurance  Compant 

1 1  onnecticut  Mutual  Financial  Services  •  Urbcoe  GroupAmerica  Insurance  Company  •  State  House  Capital  Management 

•  cm  Assurance  •  ( !M  Assei  Advisors  •  '  M  Iransnational  •  Diversified  Insurance  Sir\  ices  ol  America 

Hartford,  Connecticut  06154 


TheO  X  Alliance 


\n  Vlhuiur  of  Blue  (  hcp(  umpanio 


Ti 


} 


m  on  the  phone  with 
a  customer  who  wants  to 
switch  off  AT&T  He  says  he 
can't  save  enough  on  our  long 
distance  rates. 

I  say  how  about  up  to  38% 
with  AT&T  PRCfmTS? 

I  hear  a  thud.  I  think  he 
falls  off  his  chair." 
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-Lance  Zingale,  AT&T  Branch  Manager 
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He  thinks  I'm  joking,  but  I  know  that 
money  isn't  funny  to  guys  like  him, 
sol  launch  right  into  AT&T's  long 
stance  discount  calling  plans. 

He  thinks  that  AI&Tcan't  give  small  and 
tedium-size  businesses  the  kind  of  saving  and 
■atures  that  bigger  companies  get.  I  said  that 
as  nonsense. 

AT&T  PRO  NJCATS  offers  businesses  of  nearh 
by  size  advantages  like  these, 
aid  I  rattled  them  off: 

Nondedicated  lines  with 
o  special  equipment. 

Detailed  billing  so  they 
ould  keep  track  of  each  call. 

Distance-sensitive  pricing. 

International  calling 
liscounts. 

Discounts  on  calls  made 
vith  the  AT&T  Card. 

But  I  say  to  him,  forget  all 
hese  features.  Forget  the  fact 
hat  you  can  saw  anywhere  from 
10%  to  38%  on  your  long  distance 
bills.  Forget  it,.  (He  can't  forget  it,  in  fact,  I  hear 
his  calculator  going.)  I  say,  who  are  you  going  to 
trust  with  your  business?  Somebody  else  or  the 
greatest  long  distance  network  in  the  world? 

He  doesn't  say  anything. 

\\  ith  him,  that's  a  good  sign." 


If  you  would  like  more  information  about 
AT&T's  PRO  WATS  discount  calling  plans 
for  companies  of  nearh'  every  size,  please  call 

1800  222-0400. 


AT&T 

The  right  choice. 
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MANAGEMENT  I 


HAS  WEIRTON'S  ESOP 
WORKED  TOO  WELL? 


Success  causes  new  financial  pressures — and  a  labor  dispute 


As  an  employee-owned  company, 
Weirton  Steel  Corp.  has  made  the 
steel  business  look  easy.  Since 
workers  set  up  an  Employee  Stock  Own- 
ership Plan  (ESOP)  and  bought  the  Weir- 
ton (W.  Va.)  plant  in  1984,  it  has  per- 
formed consistently  better  than  major 
competitors.  But  there's  a  rub.  The  com- 
pany's employee-owners  want  to  keep 
enjoying  the  fruits  of  the  turnaround. 
Management  has  something  else  in 
mind:  getting  employees  to  agree  to  sac- 
rifices to  keep  the  company  competitive. 
The  issue  could  come  to  a  head  within 
two  months  when  employees  are  expect- 
ed to  vote  on  proposals  being  negotiated 
by  management  and  the  Independent 
Steelworkers  Union  (ISU),  which  repre- 
sents 6,670  of  Weirton's  8,000  employ- 
ees. Management  is  proposing  harsh 
measures  such  as  a  reduction  in  profit- 
sharing  payments  to  employees  from 
50%  of  annual  earnings  to  about  33%.  It 
argues  the  cut  is  needed  to  help  raise 


$585  million  for  a  long-delayed  plant 
modernization.  Equally  controversial, 
management  wants  to  sell  up  to  20%  of 
the  company's  6.5  million  shares  to  the 
public — a  move  that  could  lessen  the  de- 
gree of  workers'  control.  Weirton  Presi- 
dent Herbert  Elish  believes  the  changes 
are  "fundamental  to  our  ability  to  be 
competitive  in  the  long  term." 
hard  sell?  But  Elish,  a  former  Interna- 
tional Paper  Co.  executive,  has  a  tough 
selling  job.  He  is  making  these  requests 
to  workers  who  in  1984  accepted  a  20% 
pay  cut  and  a  six-year  wage  freeze  to 
save  the  plant  and  preserve  a  way  of  life 
in  their  West  Virginia  mill  town.  Inter- 
views with  workers,  union  officials,  and 
supervisors  reveal  deep  opposition  to  the 
changes.  "We've  lived  up  to  our  end  of 
the  bargain,"  argues  Dennis  Cost,  40,  an 
instrument  repairman  in  the  mill.  "It's 
like  we  only  own  the  company  when  it 
comes  time  to  pay  the  bills." 
The  outcome  will  have  an  impact  on 


the  nation's  perception  of  employee  own- 
ership. Some  critics  of  ESOPs  contend 
that  employee  control,  especially  when  a 
union  is  involved,  inevitably  conflicts 
with  the  need  for  strong  management  to 
have  a  free  hand  to  make  decisions.  But 
supporters  believe  that  labor  and  man- 
agement can  overcome  the  potential  con- 
flict in  roles.  Joseph  R.  Blasi,  an  ESOP 
expert  at  California  Polytechnic  Univer- 
sity, says  that  "regular  working  people 
really  can  pull  together  and  change 
some  behavior  radically."  Weirton  Steel, 
he  says,  has  a  chance  to  prove  that  con- 
clusively. 

Management  has  more  in  mind  than 
capital  improvements.  The  original  ESOP 
agreement  obliges  the  company  to  re- 
purchase shares  from  employees  who 
want  to  sell  them,  starting  next  summer. 
Lacking  cash,  management  wants  to  cre- 
ate a  market  for  those  shares  by  offer- 
ing up  to  $50  million  in  stock  to  the 
public.  It  is  also  bracing  for  next  Sep- 
tember, when  Weirton's  labor  contract 
expires;  ISU  members  already  are  talking 
of  recouping  the  20%  wage  cut  of  1984. 

The  showdown  comes  at  a  crucial 
time.  In  1989  workers  for  the  first  time 
will  be  able  to  vote  their  shares  in  a 
board  election  and  possibly  change  the 
balance  of  board  power.  Still,  Weirton 
has  avoided  one  problem  faced  by  a  few 
other  ESOP  companies,  where  union  and 
management  engaged  in  battles  on  the 
board.  At  Weirton,  the  ISU's  three  mem- 
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on  the  L8  member  board  have  never 
voted  as  a  block  against  management 
[ndeed,  in  the  Aral  lour  years  of  Weir 
esop,  the  major  conflict  was  be 

tween  tht*  outside  directors  and  the  com- 
pany's first  president,  Robert  L. 
Loughhead.  Some  board  members  dis- 
agreed with  Loughhead'8  focus  on  es- 
tablishing an  employee  participation  pro- 
gram and  building  good  relations  with 
the  isu  and  its  members.  He  believed 
that  giving  workers  a  voice  in  decisions 
would  lend  credibility  to  management's 
warning  that  further  sacrifices  had  to  be 
made  to  keep  Weirton  competitive. 
Loughhead  spent  a  lot  of  time  on  em- 
ployee communications,  attending  fre- 
quent in-plant  meetings  and  listening  to 
workers'  complaints  on  a  tele- 
phone hot  line. 

While  directors  generally  sup- 
ported this  effort,  they  didn't 
want  it  to  take  precedence  over 
weighty  business  decisions.  Most 
important,  some  directors  dis- 
agreed with  Loughhead's  capital 
spending  strategy  and  openly  op- 
posed his  decision  to  build  a  new, 
$250  million,  continuous  caster, 
preferring  instead  to  revamp  an 
existing  one  at  less  cost.  Lough- 
head's go-slow  approach,  com- 
bined with  an  exodus  of  techni- 
cians and  engineers,  delayed 
modernization.  Half  of  Weirton's 
70-person  engineering  depart- 
ment left  in  the  first  two 
years  rather  than  accept  the 
six-year  salary  freeze,  and 
design  work  on  new  projects 
virtually  ceased.  Despite 
Loughhead's  plans  to  spend  $500 
million  in  the  first  five  years, 
Weirton  had  spent  only  $180  mil- 
lion through  1987. 
'bickering.'  In  their  impatience 
for  results,  some  directors  sec- 
ond-guessed Loughhead.  In  fact, 
the  outside  business  directors 
were  put  on  the  board  to  satisfy 
lenders  that  the  company  would 
remain  independent  of  labor  con- 
trol for  the  first  six  years.  Given 
that  role,  these  directors  tended 
to  get  intimately  involved  in  issues  nor- 
mally left  to  management.  They  com- 
plained, for  example,  that  Loughhead's 
telephone  hot  line  forced  supervisors  to 
spend  too  much  time  answering  work- 
ers' complaints.  Indeed,  the  board  only 
agreed  to  allow  the  communications  pro- 
gram to  continue  after  Hill  &  Knowlton 
Inc.,  the  public  relations  firm,  judged  it 
to  be  one  of  the  best  in  U.  S.  industry. 
Those  pressures  played  a  part  in 
Loughhead's  sudden  departure.  At  the 
January,  L987,  board  meeting,  directors 
were  surprised  when  he  announced  his 

retirement.  Several  sources  say  Lough- 
head got   fed  up  with  members  "bicker- 


ing"  over  bit  ded  lion     After  he  left 
Weirton,  Loughhead  complained  thai  the 

board  didn't   share   hit   fervor  for  Creal 
ing   a    radically    new    labor  management 
system. 

In  a  BUSINESS  WEEK  interview,  ho. 

er,  Loughhead  played  down  his  conflicts 

with  the  board  and  maintained  that  he 
had  long  planned  to  retire  early.  He  is 
now  building  a  house  in  Annapolis,  Md., 
and  does  some  consulting  work.  Al- 
though employees  generally  liked 
Loughhead  and  were  disappointed  when 
he  left,  many  saw  a  need  for  a  change. 
"Sometimes  Bob  Loughhead  was  a  bet- 
ter preacher  than  a  practitioner,"  says 
John  Spadafora,  a  union  official. 
Meanwhile,  Elish  has  moved  aggres- 


WEIRTON  IS  OUTPERFORMING  RIVALS... 


A  DOLLARS  PER  TON 
•PROFIT  SHARING  PUN  REDUCED  NET  PROFITS  8Y  33  I/3S  FROM  1985  TO  1987  AND  50*  IN  1988 
DATA;  PAINEWEB8ER  INC  S  W0HD  STffl  DWMCS,  COMPANY  REPORTS 

...BUT  MANAGEMENT  IS  PROPOSING 
PAINFUL  MEASURES 

To  keep  competitive,  Weirton's  top  managers  want 
to  spend  $585  million  on  a  four-year  capital  program. 
To  raise  money  for  that  and  a  buyback  of  employee- 
held  stock,  they  are  pushing  the  employee-owners  to 
approve: 

►  Modifying  profit-sharing  plan  to  lower  payments 
from  current  50%  of  annual  profits  to  about  33% 

or  lower 

►  Eliminating  more  than  1,000  jobs,  some  13%  of  the 
work  force,  by  attrition 

►  Offering  up  to  20%,  or  $50  million  worth,  of 
Weirton's  stock  to  the  public  to  create  a  market 
for  shares  that  employees  want  to  sell 
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sively  to  address  the  unresolved  prob- 
lems. As  soon  as  he  became  CEO  in  July, 
1987,  he  started  focusing  on  Weirton's 
financial  dilemma,  caused  largely  by  the 
company's  good  earnings  record  since 
1984.  When  net  worth  hit  $250  million 
last  June,  the  steelmaker  had  to  raise 
profit-sharing  payments  from  33%  to 
50  of  annual  profits — a  payout  far 
higher  than  most  such  plans.  For  1988, 
bonus  checks  will  average  about  $9,000 
per  worker  based  on  expected  record 
earnings  of  $150  million. 

The  provision  enabling  Weirton's  8,000 
employees  to  cash  in  their  stock — as 
long  as  the  company's  net  worth  doesn't 


drop  below  $260  million    pn  noth 

er  problem  ,\t  yearend,  Weirton'i  ttock 
repurchase   liability   was  an   • 

million,  though  H  is  unclear  how 

many  worker-,  will  offer  their  -hare-  for 
ale.  Actually,  the  buyback  pp. 
rare  for  ESOP  COmpanil  of  which 

repurchase   share-    only    when    workers 
retire. 

Elish  put  in  place  a  new  capital  spend- 
ing strategy  to  reflect  these  financial 
limitations.  He  scrapped  Loughhead's 
plan  to  purchase  a  new  continuous  cast- 
er and  decided  instead  to  revamp  Weir- 
ton's 1968-vintage  caster  at  a  savings  of 
about  80%.  When  the  20-month  project  is 
complete,  100%  of  the  company's  steel 
will  be  continuously  cast,  up  from  65%. 
"We  now  have  focus,  and  we're 
pulling  in  the  same  direction." 
says  Phillip  H.  Smith,  a  director 
and  former  chairman  of  Copper- 
weld  Corp. 

In  addition,  Elish  is  moving 
ahead  with  a  $225  million  project 
to  update  Weirton's  hot  strip  mill. 
The  company  must  open  up  new 
markets  for  its  sheet  products  be- 
cause substitutes  will  eat  into  the 
market  for  its  bread-and-butter 
tinplate — used  for  food  and  bev- 
erage cans.  And  modernization 
projects  at  major  competitors  are 
threatening  Weirton's  future 
market  share,  especially  as  the 
company  loses  the  cost  advan- 
tages it  gained  through  labor  con- 
cessions when  the  ESOP  was  origi- 
nally set  up. 

ironic  salvation?  Despite  these 
looming  threats,  Elish  and  union 
officials  will  have  a  hard  time 
selling  the  rank  and  file  on  a  cut 
in  profit-sharing.  Last  June  work- 
ers voted  out  ISU  President 
Walter  F.  Bish  after  he  advo- 
cated changing  the  ESOP 
terms.  Moreover,  employees  wor- 
ry- that  outsiders  will  gain  control 
of  the  company  if  its  stock  is  sold 
publicly.  "We  don't  want  Weirton 
to  become  a  target  for  some  raid- 
er," warns  Andrew  Cunningham 
Sr.,  a  millwright  for  39  years.  Un- 
der Elish's  plan,  however,  workers  will 
retain  a  large  majority  ownership  stake. 
The  employees'  upcoming  decision, 
says  current  isu  President  Virgil  Thomp- 
son, "is  more  critical  than  the  initial 
ESOP  vote."  It  could  turn  out  that  Lough- 
head's emphasis  on  employee  participa- 
tion may  be  Weirton's  salvation.  Be- 
cause employees  have  had  a  strong  voice 
in  managing  the  company  so  far,  they're 
better  prepared  to  make  the  hard  deci- 
sions ahead.  Faced  again  with  keeping 
their  company  healthy,  they  may  have 
little  choice. 

By  Michael  Sehroeder  in  "• 
\'a..  with  John  Hoerr  in  Annapolis.  Md. 
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STRATEGIES  I 


HOW  CHRYSLER'S  $30,000 
SPORTS  CAR  GOT  SIDESWIPED 


Its  disappointing  venture  with  Maserati  is  now  two  years  late 


It  sounded  like  an  idea  that  couldn't 
miss:  a  sporty,  $30,000  coupe  with 
slick  lines,  a  turbocharged  four-cylin- 
der engine,  lush  leather  bucket  seats, 
and  a  classy  name — Chrysler's  TC  by  Ma- 
serati. So  much  for  good  ideas.  The  TC  is 
looking  less  and  less  like  a  hot  car  and 
more  and  more  like  the  product  of  a 
collaboration  gone  awry. 

The  TC,  created  by  a  joint  venture  of 
Chrysler  Corp.  and  Maserati,  is  just 
starting  to  reach  a  select  group  of 
315  Chrysler  dealers  around  the 
U.  S. — two  years  late.  Unveiled  at 
a  press  conference  in  Los 
Angeles  in  1986,  the  car 
has  been  a  magnet  for 
criticism.  Maserati's  brass 
has  publicly  blamed  Chrys- 
ler for  inelegant  styling. 
Car  magazines  have  com- 
plained that  the  TC  is  under- 
powered, noisy,  and  marred 
by  cheap  plastic  finishes  in 
an  otherwise  rich  interior. 
"Such  inattention  to  detail  in 
a  car  that  costs  almost  as 
much  as  the  Porsche  944," 
raged  Automobile  Maga- 
zine last  June,  "is  gro- 
tesque— like  finding  a  lava 
lamp  in  William  F.  Buck- 
ley's reading  room." 
SOFT  SPOT.  When  the  1984 
pact  was  struck,  Chrysler 
Chairman  Lee  A.  Iacocca 
and  his  buddy  Alejandro 
de  Tomaso,  the  ebullient 
Italo-Argentinian  boss  of 
Maserati,  thought  it  was  a 
marriage  made  in  heaven. 
Chrysler  would  upgrade 
its  image  and  get  a  toe- 
hold in  Europe  with  a 
jointly  developed,  luxury 
two-passenger  coupe.  And  Maserati 
would  get  a  much-needed  infusion 
of  cash. 

By  1986  the  two  companies  had  plans 
to  develop  other  classy  sports  cars,  and 
Chrysler  had  options  to  become  Masera- 
ti's majority  shareholder.  "Iacocca  fig- 
ured Maserati  was  a  shortcut  to  getting 
a  glamorous  sports  car,"  says  Stephan 
Sharf,  a  retired  Chrysler  executive  and 
director.  And  besides,  adds  Sharf,  "Ia- 


cocca had  a  soft  spot  for  Italians." 
It  has  been  an  expensive  shortcut. 
Two  years  and  many  millions  of  dollars 
later,  the  marriage  is  on  the  rocks.  Last 
August,  after  much  wrangling,  Chrysler 
dropped  plans  to  acquire  the  Italian  com- 
pany and  suspended  all  joint  projects  ex- 
cept the  TC.  Instead  of  the  10,000  cars  a 
year  that  Chrysler  had  hoped  to  buy 
from  Maserati,  it  is  now  bound  to  pur- 
chase a  minimum  of  just  7,300  by  mid- 
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1990.  The  partners  also  agreed  to  refrain 
from  making  statements  that  would 
hurt  the  TC's  image.  Chrysler  still  owns 
15.6%  of  Maserati.  But  if  the  TC  isn't  a 
success  by  July,  1990,  the  contract  be- 
tween the  two  companies  is  unlikely  to 
be  renewed. 

That's  bad  news  for  de  Tomaso.  The 
car  and  motorcycle  group  he  oversees 


from  a  posh  hotel  suite  in  sleepy  Mode- 
na,  Italy,  is  in  bad  shape.  Domestic  and 
international  sales  of  Maserati  are  half 
the  levels  of  five  years  ago.  Losses  are 
expected  to  disappear  next  year  thanks 
to  $30  million  in  projected  profits  from 
TC  production — most  likely  a  onetime 
event. 

over  the  top.  A  TC  failure  would  also 
hurt  Chrysler.  "This  was  our  first  ven- 
ture into  class,"  says  a  Chrysler  execu- 
tive. "People  wanted  it  to  work  so  badly 
that  they  closed  their  eyes  to  some 
things."  Iacocca,  who  owns  a  modest  es- 
tate in  Tuscany,  was  so  intent  on  an 
Italian  alliance  that  commercial  realities 
were  ignored,  suggest  industry  insiders. 
Maserati  had  been  having  serious  quali- 
ty and  production  problems  since  1982, 
when  de  Tomaso  rushed  to  bring  out 
models  to  compete  with  the  sporty  BMW 
3  series.  Indeed,  Chrysler  blamed  TC  de- 
lays on  the  time  it  took,  for  instance,  to 
improve  Maserati's  paint  sys- 
tem. And  both  Chrysler  and 
Maserati  say  that  the  collapse 
of  the  dollar  erased  much  of 
the  attraction  of  manufactur- 
ing in  Italy. 

That's  about  all  Maserati 
and  Chrysler  agree  on.  Ma- 
serati insiders  say  that  the 
$76  million  that  Chrysler  ad- 
mits to  investing  in  the  TC  is 
wildly  underestimated.  The 
real    figure,    they    say,    is 
more  than  $200  million. 
That's  too  high — "not  even 
in  the  ballpark,"  counters 
Tony  Richards,  director  of 
Chrysler's  TC  program.   Maserati 
claims  there  were  plenty  of  hidden 
costs.     From    October, 
1986,  to  last  August,  the 
Italian  auto  maker  says 
Chrysler  execs  clocked  a 
mind-boggling  780  official 
trips  to  Italy.  "They  loved 
coming    here,"    says    one 
Maserati  executive. 

Such  trips  don't  seem  to 
have  helped  communica- 
tion, though.  Disputes  be- 
tween Detroit  and  Masera- 
ti's Milan  factory,  for 
example,  meant  that  months 
were  wasted  arguing  over 
what  material  to  use  for  the 
TC's  hardtop.  Chrysler  want- 
ed expensive  composites  of  fiberglass 
and  plastic;  Maserati  argued  for  steel  or 
aluminum.  Chrysler  finally  got  its  way. 
The  cost,  says  Maserati:  more  than  $7 
million  for  tooling,  about  triple  the  origi- 
nal budget.  Chrysler,  though,  says  alu- 
minum would  have  been  impractical  and 
final  costs  were  just  14%  over  budget. 
Maserati  project  managers  claim  that 
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THE  CORPORATION 


Regal.  In  every  way 


^*v> 


r*% 


In  one  short  year,  Regal  has 
become  one  of  the  best- 
selling  Buicks  on  the  American 
road.  It  is  designed  not  just  to 
look  regal,  it  is  engineered  to 
be  regal. 

Regal  features:  a  2.8-litre 
V-6  engine  4 -wheel  inde- 
pendent DynaRide  suspension 

4 -wheel  power  disc  brakes 

Front-wheel  drive     Air  con- 
ditioning    Automatic  trans- 
mission with  overdrive 
Reclining  front  seats     AM-FM 
stereo  with  seek  and  scan. 

See  your  Buick  dealer  to 
test  drive  a  Regal.  You'll  have 
a  very  regal  •— >.   experience. 


The  Great  American  Road  belongs  to 

BUICK 


jyu  aic  icyi; 


npuiei,  II  It,.,  iMdllUK,  i 


WE  HELPED  SHAPE 


In  1914,  production  of  the 
earth's  first  soft  drink  reached 
2  million  bottles  a  year.  Today, 
it's  over  2  million  bottles  a  day. 

And  how  does  Verrerie  de 
Languedoc  (a  subsidiary  of  Perrier) 
maintain  the  consistent  shape 
and  quality  of  this  world-famous 
bottle? 


With  computer  systems  from  Pri  k 
We  gave  Verrerie  de  Languedoc  tllfoi 
capacity  to  design  and  mass  product  ne: 
their  bottle  molds  on  digitally  contrc  stei 
units.  This  integrated  CAD/CAM  C: 
(Computer -Aided  Design/Compute  k 
Aided  Manufacturing)  system  from  p. 
Prime  makes  production  more  efficic ' 
and  the  drafting  board  passe\  d 


FRENCH  REVOLUTION 


And  to  cap  it  off,  we  gave  them  a  high- 
rformance  database  management  system. 
le  that  lets  everyone  share  information  fast  so 
stems  management  flows  more  smoothly. 
Of  course  their  success  is  part  of  Prime's 
:cess.  We're  a  Fortune  500  company  with 
nual  revenues  of  more  than  $1.5  billion. 
If  you'd  like  to  know  more  about  how  Prime 
n  help  your  business  become  a  cause  c&ebre, 


just  call  1-617-275-1800  ext.  5490 
(In  Canada,  1-800-268-4700). 
Prime.  Vive  la  revolution. 


Prime 


Prime  Computer,  Inc. 

Prime  and  the  Johnson  &  Johnson  Family  of  Companies  are 
proud  co-sponsors  of  the  PBS  series  NOVA. 


En  Espana  somos  Espanoles.  i 

In  Deutschland  sind  wir  Deutsche. 
In  Australia,  we  are  Australian. 

In  Canada,  we  are  Canadian. 

In  Nederland  zijn  we  Nederlands. 

In  England,  we  are  English. 

In  der  Schweiz  sind  wir  Schweizer. 

In  America,  we  are  American. 

Dl  SlNGAPURA  KAMI  IALAH  ORANG  SlNGAPURA. 

En  France,  nous  sommes  FRANgAis. 


Around  the  world  we  are  the 

CS  First  Boston  Group 


Announcing  a  worldwide  investment  banking  firm  that  draws  its  strength  from 
established  investment  banks  in  the  world's  financial  capitals. 

Operating  as  First  Boston  in  the  Americas,  Credit  Suisse  First  Boston  in  Europe  and 
the  Middle  East,  and  CS  First  Boston  Pacific  in  the  Far  East  and  Asia,  the  CS  First  Boston 
Group  -  together  with  Credit  Suisse  -  offers  unparalleled  expertise  in  capital  raising, 
mergers  and  acquisitions,  securities  sales,  trading  and  research,  asset  management,  and 
merchant  banking. 

So  regardless  of  what  language  you  speak,  the  words  for  powerful  investment  bank- 
ing are  the  same  all  over  the  world  —  CS  First  Boston  Group. 

CS  First  Boston  Group  first  Boston  Credit  Suisse  First  Boston  CS  First  Boston  Pacific 


acocca  expiouoH  last  August  when 
nil  lion  of  Chrysler  components  were  rjj 

■ovcrcd  piled  up  in  a  Milan  warehou  • 
\n  investigation  was  ordered,  bul   "it 
ook  [Chrysler]  four  weeks  just  to  figure 

>ut  who  had  the  responsibility  for  order 

Dg  them,"  a  Maserati  executive  says. 

lomments  deTomaso:   "Chrysler  is   so 

tig  and  slow.  It's  such  a  bureaucracy.  If 

heir  speed  is   1(1  miles  an  hour,  ours  is 

100."  Chrysler  insists  that  at  most  it  had 

fl7   million  worth  of  inventory  at  any 

'one  time  and  always   knew  where   its 

parts  were. 

With  25  TCs  a  day  rolling  off  Maserati 
assembly  lines,  Chrysler  finally  can  start 
selling  the  sports  car.  Analysts  predict 
the  carmaker  will  never  make  any  mon- 
-ey  on  the  TC — and  widespread  criticism 
could  mean  there  will  be  little,  if  any, 
"halo  effect"  on  other  Chrysler  models. 
"The  important  thing  now,"  says  de 
Tomaso,  "is  for  Maserati  and  Chrysler 


Insiders  say  Iacocca 

wanted  an  Italian  alliance 

so  badly  that  commercial 

realities  were  ignored 


to  stop  arguing  about  who  is  to  blame 
and  to  start  selling  the  TC."  For  Chrys- 
ler, that  means  making  the  best  of  a  bad 
situation.  The  car  will  be  positioned  not 
as  a  great  European  road  car  for  die- 
hard auto  buffs  but  as  a  luxury  touring 
coupe  for  upscale  buyers.  It  will  com- 
pete against  the  Buick  Reatta  and  the 
costlier  Cadillac  Allante.  "The  car  is  now 
absolutely  superb,"  says  Chrysler  Mo- 
tors President  Robert  A.  Lutz.  "It's  go- 
ing to  be  the  absolute  best  there  is  from 
a  quality  and  fit-and-finish  standpoint." 
The  TC  has  been  refined  somewhat  since 
early  reviews,  and  Chrysler  says  praise 
from  buyers  has  started  to  trickle  in. 
Was  it  all  worth  it?  "Ask  me  in  a  year," 
says  TC  overseer  Richards. 

Although  Chrysler  seems  to  be  giving 
up  on  Maserati  in  the  long  run,  it  won't 
be  leaving  Italy.  While  Chrysler  was 
downplaying  its  cooperation  with  Maser- 
ati, Iacocca  scooped  up  luxury  sports  car 
manufacturer  Lamborghini  in  April, 
L987,  for  about  $30  million  and  worked 

OUt  a  deal  with  Fiat  in  October  to  distrib- 
ute All'a-Komeos  in  North  America 
through  Chrysler  dealers.  Does  de  To- 
tnaSO  feel  betrayed  by  his  old  friend  la 

cocca?  "Nol  at  all.  We  don't  let  business 

get  in  the  way  of  our  friendship.  That's 
not  the  Italian  way." 

By  John  Rossant  in  Modena,  Italy,  with 
Wendy  Zellner  in  Detroit 


TTENTION 


Dress  it  up  or  dress  it  down .  Our  portable  display 
system  offers  enough  3-dimensional  versatility 
to  leave  a  lasting  impression.  Strong  and  durable, 
our  technology  is  supported  by  a  worldwide 
service  network.  So  go  ahead  and  design  with 
confidence.  We'll  make  all  your  best  ideas  look 
good  enough  to  eat. 

•  Sets  up  in  minutes. 

•  Sturdy  heavy  duty  cases  with  built  in  wheels. 

•  Lightweight  aerospace  aluminum  frame. 


•  Backed  by  a  5  year  warranty. 

For  trade  shows,  seminars,  recruiting  and 

lobby  displays. 

For  more  information  or  a  demonstration,  call  or  write: 

I/  PROFESSIONAL 
fill DISPLAYS,INC. 

I         Take  a  pro  to  your  next  show. 

738 Arrowgrand Circle.  Covma  CA91722     818-967-1594 


CA  800-843-3533,    U.S. A.  800-222-6838,    Fax  #  818-966-4067 
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THE  PENNY  STOCK 
SCANDAL 

INVESTORS  ARE  BEING  DUPED  OUT  OF  HUNDREDS  OF  MILLIONS  A  YEAR 
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Linda  R.  Hudson  rues  the  day  when 
she  dropped  in  at  the  Deerfield 
Beach  (Fla.)  offices  of  American  As- 
surance Underwriters  Group  Inc.  to  sell 
office  furniture.  It  was  Jerald  J.  Jacolow, 
the  company's  chief  financial  officer,  who 
did  most  of  the  selling.  Jacolow  dazzled 
her  with  a  story  about  the  company's 
plans  to  market  insurance  nationwide  and 
predicted  that  the  stock,  then  trading  for 
15$  a  share,  would  soon  skyrocket. 
Through  American  Capital  Consultants 
Inc.,  a  firm  run  by  Jacolow  and  James 


Laiacona,  Hudson  bought  25,000  shares. 
Bingo.  Five  months  later,  American  As- 
surance stock,  Hudson  was  told,  had 
surged  to  $2.30,  and  she  was  referring 
friends  to  American  Capital  Consultants. 
Over  an  eight-month  period,  Hudson  and 
four  friends  invested  $389,000  in  penny 
stocks — and  ran  up  $819,000  in  paper 
profits.  But  when  they  tried  to  collect 
their  cash,  according  to  a  lawsuit  recently 
filed  in  federal  court  in  Fort  Lauderdale, 
American  Capital  Consultants  refused 
their  sell  orders  and  stopped  taking  their 


calls.  The  investors  later  learned  that 
American  Capital  Consultants  was  not  a 
licensed  broker  and  that  their  holdings 
were  worthless. 

Hudson  and  her  friends  have  plenty  of 
company.  Authorities  calculate  that  the 
epidemic  of  penny  stocks  is  costing 
the  public  hundreds  of  millions  of  dollars 
a  year  in  cold  cash.  Legions  of  smooth- 
talking  brokers  are  working  out  of 
boiler  rooms  dotting  the  map  from  Flori- 
da to  California  to  New  York  and  beyond 
U.  S.  borders  to  Canada  and  Costa  Rica. 
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A  PENNY  SCAM  THADS 

How  do  penny  stock  promoters  ply  their  trade?  Take  a  look  Ic- 
Hughes  Capital  Corp.  The  Securities  &  Exchange  Commiss  ated 
charged  that  Hughes,  F.  D.  Roberts — the  firm  that  brought 
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FIND  A  SHELL  AND  HIDE  THE  OWNERSHIP 

Lionel  M.  Reifler  and  Gilbert  E.  Beall  acquire 
Hughes  Capital  Corp.  for  $10,000  in  Decem- 
ber, 1985,  from  the  estate  of  Richard  L.  Chat- 
ham. Hughes  Capital  is  a  shell  company  with- 
out revenues  or  operations.  They  pay  with 
checks  drawn  on  others'  accounts  to  hide 
their  ownership.  They  also  recruit  John  L. 
Knoblauch  to  serve  as  Hughes  chairman  and 
nominal  owner.  Working  with  Reifler  and 
Beall  is  Frederic  E.  Mascolo,  a  lawyer  and 
business  associate. 


PLAN  AN  INITIAL  PUBLIC  OFFERING 

Hughes  Capital  files  a  registration  statement 
with  the  SEC  to  sell  90,000  units  at  $2  each. 
Each  unit  consists  of  one  share  of  stock  plus 
21  five-year  warrants  to  purchase  stock  at 
prices  from  $2.50  to  $4.50  per  share.  Hughes 
Capital  hires  F.  D.  Roberts  Securities  Inc.  to 
underwrite  the  offering.  Consultant  Dominick 
Fiorese  meets  with  Roberts'  brokers  to  drum 
up  support  for  Hughes.  He  tells  the  brokers 
they  will  not  get  shares  from  the  IPO  but  will 
be  able  to  trade  them  in  the  aftermarket. 


81 


PLACE  THE  STOCK  IN  FRIENDLY  HAHDS 

In  mid-August,  1986,  two  F.  D.  Roberts'  di- 
rectors, Frederick  E.  Galiardo  and  John  Perfk 
fetti,  open  33  brokerage  accounts  to  which 
they  distribute  the  90,000  units  of  the  Hughk 
IPO.  Among  the  names  on  the  accounts  is  L  el 
nel  Lachance,  an  alias  used  by  Reifler.  Othei 
accounts  are  under  the  aliases  of  Reifler's 
wife  and  daughter.  Some  belong  to  corpora 
tions  controlled  by  Reifler  and  Beall.  Check^re 
are  drawn  to  give  the  appearance  that  the 
owner  of  each  account  is  paying  for  his  unit^v 


*  L 
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COVER  STORY 


■"hey  dangle  the  idea  thai  people  can  earn 
heir  inv<  many  times  over.  All 

,i>u  have  in  do,  they  tell  you,  is  ad  with 
llacrity  and  put  a  few  thousand  dollars 

nto  companies  that,  for  example,  mine 

{Old  from  sand  or  cure  AIDS. 

Regulators  are  stepping  up  their  ef- 
forts to  curb  abuses  in  the  penny  stock 
market,  and  the  Securities  &  Exchange 
Commission  has  launched  a  task  force  to 
fight  frauds.  Says  SEC  Chairman  David  S. 
Ruder:  "We  are  not  going  to  stop  until  we 
put  these  people  out  of  business — and  if 
necessary  in  jail."  The  sec's  efforts  are 
long  overdue  to  many  in  the  securities  in- 
dustry. Says  Binkley  Shorts,  portfolio 
manager  of  the  Over-the-Counter  Securi- 
ties Fund:  "Penny  stock  operators  are 
damaging  the  public's  pocketbook  much 
more  than  Ivan  Boesky  or  Mike  Milken." 
low  risk.  Although  stock  scams  have 
been  around  at  least  since  the  California 
Gold  Rush,  the  emergence  of  efficient  te- 
lemarketing, with  computerized  dialing 
and  cheap  long-distance  phone  rates,  has 
turned  what  was  a  nuisance  into  a  nation- 
al plague.  Such  high-volume  brokerages 
as  First  Jersey  Securities  Inc.  and  Blinder 
Robinson  &  Co.  Inc.  became  training 
grounds  for  a  new  generation  of  promot- 
ers who  then  set  up  hundreds  of  copycat 


operations.  Moreover,  the   D  ha   di 

ed  scant  resources  to  policing  the  bu  i 

ncss,  figuring  the  abu  mall  po- 

tatoes compared  with  Wall  Street  insider 
trading.  Word  got  out  among  financial 
■Cam  artists  that  penny  stocks  were  a 
source  of  easy  money  without  much  risk. 
The  telemarketing  technique  is  slick. 
Brokers  don't  usually  solicit  an  order  on 
the  first  call  to  a  prospect.  They  make  a 


Computerized  dialing  and 

cheap  long-distance  phone 

rates  have  helped  bucket 

shops  reach  far  and  wide 


few  calls,  looking  to  build  confidence  and 
feel  out  the  customer.  When  the  bait  is 
set,  it's  an  opportunity  that  "can't  wait." 
Customers  are  warned  that  if  they  take 
time  to  think  about  it,  or  confer  with  a 
spouse  or  adviser,  the  chance  will  be  gone 
forever. 

Cleaning  up  the  penny  stock  business 
will  be  no  easy  chore.  In  the  past  year  the 
SEC  has   sought  25  civil   injunctions 


against  penny  stock  operation     Jo 
Goldstein,  head  of  the    B    task  I 

says    there    are    about.    800    more    • 

pending,  and  the  backlog  keep-,  on  grow- 
ing. Crackdown.,  in  re© 
Ji  t  ey    and    Blinder    Robinson    ha 

made  much  of  8  dent  either.  Broken  and 
managers  just  start  new  firms.  "It's  like 
hitting  mercury  with  a  hammer,"  says  a 
securities  investigator  in  New  Jersey. 
big  day.  Many  of  the  penny  Stock  K 
are  blind  pools  in  which  management  sim- 
ply promises  to  use  the  funds  to  make  ac- 
quisitions. Once  the  promoters  start  hyp- 
ing the  stock,  the  market  price  gets  bid 
way  out  of  proportion  to  what  the  pool  is 
really  worth.  For  example,  the  initial  pub- 
lic offering  of  Hughes  Capital  Corp.  in 
August,  1986,  raised  $135,000  (table).  Yet 
at  the  end  of  the  first  day  of  trading,  the 
stock  had  run  up  to  a  point  where  the 
company  had  a  market  value  of  more 
than  four  times  that  amount.  When  the 
pool  operators  are  ready  for  an  acquisi- 
tion, they  often  buy  companies  that  they 
or  their  friends  control.  All  four  of 
Hughes's  acquisitions  were  companies 
controlled  all  or  in  part  by  Hughes  insid- 
ers and  associates. 

The  penny  stock  promoters  really  hype 
the  company's  prospects  if  it  is  a  going 


»  DS  UP  TO  MILLIONS 

i  *iic — and  12  individuals  associated  with  both  companies  had 
4  ated  securities  laws.  It's  a  textbook  case  in  penny  stock 
ns.  Here's  how  it  worked,  according  to  the  SEC  documents 


IT  TRADING  THE  SHARES 

tolg.  25  the  Hughes  units  are  split  into 
lis  and  wan. mis.  F.  I).  Roberts  then  pur- 
.<■-,  .ill  90,000  shares  of  stock  from  the  ac- 
$2.25  each.  Roberts'  brokers  begin 
■11  the  shares  at  prices  as  high  as  $6.50  by 
■ml  el  the  firs!  day,  $8  by  the  end  of  the 
week.  The  sales  effort  has  been  so  suc- 
rfulthal  Roberts  has  actually  sold  30,000 

e  shares  than  have  been  issued  Roberts 
l  covers  the  "short  sales"  hv  exercising 
wan  ants. 


HYPE! 

Knoblauch  hires  a  public  relations  firm  to  pro- 
mote Hughes  Capital's  acquisitions:  Conser- 
dyne,  Insuranshares  of  America,  Susan  La- 
chance  Interior  Design,  and  Flat  Rock 
Developers.  Press  releases  fail  to  disclose 
that  Knoblauch  has  a  controlling  interest  in 
Conserdyne.  The  Conserdyne  release  claims 
the  company  has  "received  letters  of  intent 
i e|>i  esenting  more  than  $200  million  in  poten- 
tial business."  The  other  three  are  controlled 
all  or  in  part  b\  Reiller,  Beall,  and  Mascolo. 


RAKE  IN  THE  PROFITS 

In  early  1987  the  stock  runs  up  to  $15.  Insid- 
ers sell  nearly  200,000  warrants  for  at  least 
$1.15  million.  The  SEC  suspends  trading  in 
Hughes  Capital  on  Feb.  13,  1987.  When  it  re- 
sumes, the  stock  collapses  and  is  now  worth- 
less. In  December,  1988,  the  SEC  brings 
charges.  Galiardo,  Perfetti,  and  two  others 
sign  consent  orders  and  agree  to  leave  the  se- 
curities business.  Knoblauch  denies  fraud 
charges.  Others  have  not  yet  responds 
mated  loss  to  the  public:  $1.5  million. 


DATA  COMPIAINT  IN  SK  V   HUGHf  S  CAPITAL  C0«P   (T  Al  .  U    S   WSTRKT  C0UD1    NF*  JtRSlY 
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concern.  American  Assurance  was  heavi- 
ly promoted  by  newsletters  and  broker- 
ages, and  its  snares  peaked  at  $4  in  1987. 
That  gave  American  Assurance  a  market 
capitalization  of  $225  million — even 
though  it  had  only  $550,000  in  sales,  a 
dozen  employees,  and  posted  heavy 
losses  for  three  years  prior.  The  stock 
crashed  to  a  few  cents  soon  after  the  SEC 
in  September,  1987,  suspended  trading 
when  it  learned  the  firm  did  not  have  the 
$5.5  million  in  assets  it  reported  in  its  fi- 
nancial statements. 


"It  was  a  scam  from  the  beginning," 
charges  Arnold  Y.  Steinberg,  an  attorney 
for  Linda  Hudson  and  four  other  inves- 
tors suing  Laiacona  and  the  estate  of  Ja- 
colow,  who  -died  last  summer,  for  fraud 
and  racketeering.  Spokesmen  for  Laia- 
cona and  Jacolow's  estate  declined  com- 
ment on  the  allegations. 
badge  of  honor.  Regulators  routinely 
dole  out  $10,000  fines  and  suspensions  of 
trading  licenses.  And  the  SEC  can  suspend 
trading  in  a  stock.  Its  Denver  office  last 
year  issued  108  suspensions  to  companies 


whose  stock  was  traded  by  brokers  in  the 
Rocky  Mountain  region.  The  SEC  accused 
the  companies  of  making  false  state- 
ments about  themselves  and  the  identi- 
ties of  the  inside  shareholders. 

But  while  an  SEC  action  can  tarnish  the 
reputation  of  a  Wall  Street  pro,  it's  just  a 
cost  of  doing  business  for  scamsters. 
"It's  a  badge  of  honor  to  have  an  SEC  in- 
junction," says  one  federal  prosecutor. 
Being  barred  from  employment  in  the  se- 
curities industry  doesn't  even  stop  some 
stock  promoters.  They  resurface  as  "con- 


INVESTORS  CENTER  CALLING— WITH  A  'REALLY  EXCEPTIONAL'  DEAL 


Civilization  as  we  know  it  has  been 
here  only  10,000  years,  just  a  small 
speck  in  the  sands  of  time.  Every 
trick  that's  been  learned  on  how  to 
get  people  to  fall  in  love  with  your 
stocks  can  be  yours.  But  you  have  to 
have  the  right  procedure. 

— Professional  motivator  Nick  Car- 
ter's message  at  the  meeting  of  Inves- 
tors Center  brokers,  Nov.  15,  1988 

Smiling  and  dialing.  And  lots  of  it 
That's  the  procedure,  earnestly 
practiced  at  Investors  Center 
Inc.,  a  booming  penny  stock  firm  based 
in  Hauppauge,  N.  Y. 
From  their  rows  of 
cubicles,  brokers  troll 
through  reams  of 
prospect  lists,  logging 
as  many  as  200  to  300 
telephone  calls  a  day. 
It's  exhausting  work, 
but  those  who  perse- 
vere can  easily  rake  in 
six-figure  incomes. 

Lured  by  newspa- 
per ads  promising 
"guaranteed  draw"  as 
well  as  "unlimited 
leads,"  college  grads 
are  flocking  to  the 
firm  at  the  rate  of 
roughly  100  per 
month.  Some  850  are 
scorching  the  phone 
lines  at  30  branches  in 
six  states. 

DAY'S  CATCH.  So  fast 

is  the  pace  that  bro- 
ker burnout  is  rou- 
tine, and  many  re- 
cruits don't  last-  a 
year.  From  day  one, 
they  learn  to  hammer 
away  at  the  sale,  as 
prescribed  in  ICl's 
"Six-Call  Approach." 
The  "prospecting,"  or 


cold  call,  for  instance,  alerts  the  would- 
be  investor  that  "we  are  going  to  have 
a  broad  range  of  investment  prospects 
in  the  coming  month. . .  "  some  of  which 
will  be  "really  exceptional!"  Most  im- 
portant are  the  "closing  call"  (illustra- 
tion) and  the  "button-up  call,"  in  which 
the  customer  is  urged  to  send  the  check 
via  Federal  Express.  (ICI  pays  Fed  Ex, 
but  recoups  a  $10  "ticket  charge"  from 
its  customer.) 

ICl's  high-pressure  tactics  have  upset 
a  few  of  its  brokers.  "They  tell  you  very 
little  about  the  industry  as  a  trainee," 
says  one  veteran.  "Before  you  realize 


Call  3 — Closing  Call 

Company  Close 

(Get  as  much  information  on  company  as  possible.   Write  out 

interesting  facts  on  company.) 

Hello,  Mr.  ,  this  is  from  Investors  Center. 

How  are  you  today?  Super.   I  told  you  that  I'd  give  you  a 
call  when  I  saw  something  exceptional.  THIS  IS  IT!   The  name 
of  the  company  is  . 


(Talk  about  the  company. 


Right  now  the  stock  is  trading  at  

growth  potential.   Let's  pick  up  20,000  shares 


I'll  put  in  for  shares.   You're  making  a  wise  move. 

Welcome  aboard!   If  you  know  anyone  else  who  might  be 
interested,  have  them  give  me  a  call.   I'll  get  back  to  you 
with  an  account  number  shortly. 


Personal  Close 

1.  Trust  me,  I've  studied  the  stock. 

2.  Give  me  1%  of  your  trust  and  I'll  earn  the  other  99%. 

3.  I'm  not  trying  to  push  you.  I'm  trying  to  lead  you. 

4.  Bottom  line--I  have  to  make  you  money  in  order  for  you  to 
continue  to  do  business  with  me.   Trust  me. 

5.  This  just  the  tip  of  the  iceberg. 

6.  This  is  going  to  come  back  to  us  as  a  wise  move. 

7.  There  is  no  doubt  in  my  mind  this  will  get  us  started  off 
on  the  right  foot. 

8.  Do  you  think  I  would  give  you  a  call  if  I  didn't  think  it 
was  a  top  investment? 

9.  Smart  money  is  getting  involved  now 


IOI:  ICI'S 
TRAINEE  HANDBOOK 


you're  hurting  people,  it's  too  late.  They 
fire  the  people  who  won't  push  the 
'stock  of  the  day.'  " 

ICI  Chairman  Anthony  Stoisich  ac- 
knowledges that  training  initially  focus- 
es on  "communication  and  selling,"  not 
product  knowledge.  After  young  bro- 
kers progress,  he  says,  they  then  learn 
more  about  complicated  securities.  But 
unless  they  can  sell,  Stoisich  adds, 
"they  won't  have  any  reason  to  know 
the  other  stuff."  He  denies  that  there  is 
any  stock  of  the  day. 

A  frequent  ICI  pick  has  been  U.  S. 
Waste  Group,  a  company  specializing  in 
high-tech  recycling. 
The  company  has  a 
demonstration  plant 
chugging  away  in 
Sumter  County^  Fla., 
and  in  1988  brokers 
were  fed  a  steady 
stream  of  encourag- 
ing U.  S.  Waste  press 
releases.  Last  June,  in 
an  internal  ICI  re- 
search memo,  brokers 
were  told  that  U.  S. 
Waste  "is  growing.  It 
has  positioned  itself  to 
be  an  important  play- 
er and  should  be 
around  for  a  long 
time."  Although  the 
stock  was  sliding,  the 
memo  said  it  didn't 
seem  that  insiders 
were  bailing  out. 
Now,  however,  Stoi- 
sich says  U.  S.  Waste 
insiders  were  dump- 
ing their  shares.  The 
stock  lost  about  95% 
of  its  value  in  the  last 
year  and  a  half. 

"Management  lies 
to  us,  and  we  believe 
them,"  says  another 
broker.    "When    the 


It   has   real 
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stock  goes  down,  they  say:  'We  didn't 
get  the  contract.'  "  In  the  case  of  U.S. 
Waste,  "they  told  us  three  times  that 
the  stock  was  going  to  be  listed  on  MAS 
DAQ."  So  far.  that  hasn't  happened. 

"We  don't  lie  to  our  people,  ever" 
Stoisich  retorts.  "If  a  company  loses  a 
contract,  the  stock  goes  down,  just  like 
GM."  U.  S.  Waste  has  an  application 
pending  with  NASDAQ  that  should  be  ap- 
proved in  the  near  future,  he  adds. 

Many  IC1  stocks  go 
through  frequent 
name  changes,  merg- 
ers, and  acquisitions, 
with  healthy  doses  of 
splits  thrown  in.  In 
1985,  for  example, 
Stoisich  took  public  his 
own  firm,  Metro-Na- 
tional Corp.,  which  of- 
fered brokerage  train- 
ing services.  That  firm 
changed  to  Satex  Inc., 
an  office  supply  busi- 
ness, which  begat 
Zephyr  Associates,  a 
developer  of  self-cool- 
ing cans.  But.  before 
the  Satex-to-Zephyr 
switch,  all  of  Satex' 
assets  had  been 
bought  by  Partner's  National,  one  of 
the  "blind  pools"  pushed  by  [CI. 

Joseph  Quinn,  37,  now  an  insurance 
salesman,  spent  a  year  at  the  firm  be- 
fore (putting  over  what  he  termed 
"abuses"  in  the  markup  of  certain  war- 
rants. Quinn  says  id  would  wholesale 
the  warrants  to  other  brokerages  for 
12(f  but  was  charging  its  individual  cus- 
tomers .")ii^.  "When  I  confronted  them, 
the>  lowered  the  price  to  38$,"  says 
Quinn.  "1  wanted  them  to  cancel  the 
trades  for  my  clients,  but  they  wouldn't 

do  that" 

Anthony  Ferru/./.i.  Id  executive  \  ice- 
president,  denies  that  the  firm  offered 

the  warrants  elsewhere  for  1 2<f  and  as- 
serts that  Quinn  himself  was  reaping  a 

huge  commission  from  selling  th. 

brokers  at  HI  keep  as  much  as 
tO      of  such   a  spread,   known   as   "the 


chop."  It  isn't  unusual,  for  example,  for 
the  firm  to  pay  50$  for  a  stock  while 
offering  it  at  $1.  For  every  $1,000  of 
stock  sold,  the  salesman  makes  $300 
and  the  firm  $200.  Quinn  left  ICI  last 
year  and  took  his  documents  to  the  Se- 
curities &  Exchange  Commission,  which 
declines  comment. 

'paper  pyramid.'  While  stocks  in  the 
market  at  large  move  with  supply  and 
demand,  Id's  stocks  are  firmed  up,  at 


CHAIRMAN  STOISICH:  "NOBODY  ELSE  IS  TAKING  CARE  OF  THE  SMALL  ENTREPRENEUR 


least  temporarily,  with  an  in-house  ste- 
roid, according  to  current  and  former 
brokers.  It's  called  a  "two-for-one"  buy- 
ing policy.  Simply  put,  brokers  must 
come  up  with  twice  as  many  purchase 
as  sell  orders.  Indeed,  one  state  securi- 
ties regulator  says  some  ICI  brokers 
have  complained  that  their  commissions 
were  halved  when  they  didn't  adhere  to 
the  policy.  "The  only  way  they  can 
move  these  stocks  up  is  by  not  letting 
people  out"  of  them,  the  regulator 
charges.  "It's  a  paper  pyramid  in  the 
purest  sense." 

One  former  broker  tells  of  the  time 
one  of  his  stocks  was  starting  to  tank: 
"My  people  were  stuck  with  $f>0,(HH) 
worth  of  stock  and  wanted  out.  So  I 
called  up  the  head  trader  to  try  and 
cash  them  out  'Come  on,  you  know  I 
can't  do  that  unless  you  cross  them  into 


something  else.' "  Still,  if  the  client 
persists,  usually  to  the  point  of  threat- 
ening to  inform  regulators,  shares  will 
be  redeemed. 

Stoisich,  who  once  had  a  seafood  res- 
taurant, denies  having  "anything  like  a 
strict  policy"  that  requires  two-for-one 
buying.  "But  we  do  try  to  promote  the 
opening  of  new  accounts."  Ferruzzi 
adds  that  the  emphasis  on  new  accounts 
helps  steer  brokers  away  from  "churn- 
ing," or  needless  trad- 
ing in  established  ac- 
counts. "These  young 
companies  are  invest- 
ments," says  Ferruzzi. 
"To  put  a  client  in  a 
company  and  take  him 
out  a  couple  of  weeks 
down  the  road — yes, 
I'd  want  to  penalize  a 
broker  for  that." 

ici's  alleged  paper 
pyramids  have  attract- 
ed the  scrutiny  of  the 
National  Association 
of  Securities  Dealers, 
the  industry's  self-po- 
licing body.  It  already 
has  gone  beyond  just 
watching — but  not  by- 
much.  In  October  the 
NASD  censured  ICI  for  numerous  super- 
visory and  bookkeeping  infractions  and 
fined  it  $15,000.  The  only  other  penalty: 
The  nasi i  suspended  one  of  the  firm's 
principals  for  30  days  and  fined  him  the 
same  amount  for  the  same  violations. 
The  firm  isn't  planning  to  appeal. 

Stoisich  staunchly  defends  the  penny- 
stock  business.  "Nobody  else  is  taking 
care  of  the  small  entrepreneur,"  he  de- 
"The  Henry  Fords  of  the  future 
will  have  nowhere  to  go  without  us.  The 
major  firms  are  just  turning  money- 
over  and  over  without  having  created  a 
job  or  solved  a  problem." 

"We're  not  doing  it  wrong  or  illegal- 
ly," Stoisich  adds.  "But  we  do  put  pub- 
lic money  at  risk."  On  the  last  point,  at 
least,  [CI  runs  no  risk  of  argument. 

By  David  Zigas,  with  Willian 
in  New  York 


;f(JHY 


BUSINESS.'.  7  7 


TAKEN  TO  THE  CLEANERS  IN  COSTA  RICA 


When  Leonard  Zrnic  went 
looking  for  a  place  to  oper- 
ate a  boiler  room,  he 
couldn't  have  done  better  than  Costa 
Rica.  Once  the  haven  for  fugitive  fi- 
nancier Robert  Vesco,  the  placid  Cen- 
tral American  nation  offers  everything 
a  promoter  could  want:  an  easy  life- 
style, shelter  from  U.  S.  regulators,  a 
pool  of  English-speaking  salespeople, 
and  a  modern  telephone  system. 

Thus  Zrnic,  a  Canadian  stock  pro- 
moter who  sometimes  refers  to  himself 
as  "Count  Saladosh  of 
Hungary,"  launched  In- 
ternational Swiss  Invest- 
ments Corp.  in  1986,  bill- 
ing it  as  a  global  mutual 
fund  organization.  But 
behind  isi's  slick  sales 
brochures,  biweekly 
newsletters,  and  money- 
back  guarantees  was 
nothing  more  than  an 
empty  shell.  By  the  time 
the  "fund"  collapsed 
last  fall,  it  had  raked  in 
some  $50  million,  esti- 
mates an  attorney  for 
some  ISI  customers. 
Cuba  bound?  Peddling 
shares  in  hot-sounding 
commodity  and  real  es- 
tate funds  that  ISI 
claimed  to  be  managing, 
as  well  as  stock  in  ISI 
itself,  teams  of  glib 
salesmen  kept  long-distance  lines  to 
the  U.  S.  humming  for  two  years,  sepa- 
rating 1,500  investors  from  their  mon- 
ey. "They  told  me  they  might  go  public 
on  the  London  Stock  Exchange,"  says 
Deborah  Burton,  a  Connecticut  inves- 
tor who  lost  $31,000  in  several  ISI  ven- 
tures. "I  was  told  that  I  could  buy  [ISI] 
for  $5  a  share  and  that  it  would  come 
out  at  $15.  But  by  the  time  I  called  the 
London  exchange,  my  check  had  al- 
ready cleared  two  days  earlier." 

Burton  and  another  ISI 
client  have  since  filed  a 
class-action  suit  in  Costa 
Rica  seeking  to  recover  $4 
million  in  losses  for  110 
U.  S.  investors.  U.  S.  and 
Costa  Rican  authorities  are 
taking  action,  too.  Zrnic  in 
1988  was  charged  with  civil 
and  criminal  fraud  by  both 
U.  S.  and  Costa  Rican  au- 
thorities investigating  ISI. 
He  is  also  facing  a  1986 
Securities    &    Exchange 


Commission  civil  charge  that  he  helped 
inflate  the  price  of  Golden  Bear  Re- 
sources Ltd.,  a  mining  issue  traded  in 
Vancouver. 

After  being  briefly  detained  by  In- 
terpol agents  in  Panama  last  Septem- 
ber, Zrnic  has  vanished,  perhaps  to 
Cuba.  His  wife,  Jana,  who  was  held 
along  with  her  husband  but  returned 
to  Costa  Rica,  has  also  disappeared. 
Without  elaborating,  Zrnic's  attorney, 
Jose  Maria  Pla,  describes  Zrnic  as  "a 
victim."  And  Burton  says  Zrnic  called 


ISI  COME-ONS:  IT  MAY 

HAVE  TAKEN  $50  MILLION 

FROM  1,500  CLIENTS 


from  an  unknown  location,  offering  to 
settle  the  class-action  suit. 

The  ISI  case  has  focused  attention  on 
what  some  authorities  believe  to  be  a 
loose  network  of  global  stock  manipu- 
lators stretching  from  Central  America 
to  Canada  and  Europe.  Indeed,  the  SEC 
and  Humberto  Pacheco,  the  lawyer 
representing  ISI  investors,  both  say 
that  ISI  in  1986  took  over  accounts  of 
investors  in  two  defunct  London  in- 
vestment outfits  also  linked  to  Zrnic: 
Westar  and  the  London 
Gold  &  Silver  Exchange. 
ISI  told  investors  it  was  at- 
tempting to  recover  their 
money  from  Swiss  bank 
accounts.  Instead,  it  hit  cli- 
ents with  a  barrage  of  of- 
fers for  new  securities.  • 
Authorities  say  that  to 
give  his  ventures  a  veneer 
of  respectability,  Zrnic 
typically  mixed  tidbits  of 
truth  with  outright  lies. 
Take  ISl's  Leverage  Fund. 


ISI'S  LEONARD  ZRNIC 


One  glossy  brochure  claimed  the  fund 
had  agreed  to  assume  control  of  the 
Bounty  Harbor  Marina  in  Rochester, 
N.  Y.,  turning  it  into  "the  classic  sub- 
urban marina  resort."  But  the  SEC 
maintains  that  ISI  had  already  default- 
ed on  its  purchase  contract  even  as 
Zrnic  was  selling  the  fund.  Other  ISI 
mailings  featured  a  Canadian  geolo- 
gist's glowing  assessment  of  a  rich 
Costa  Rican  sulfur  mine  that  ISI 
planned  to  develop.  But  the  company 
had  only  a  minuscule  interest  in  the 
undeveloped  property. 
Despite  that,  ISI  sold 
units  in  the  project  for 
$1,400  and  up. 
A  CATCH.  Although  Zrnic 
has  vanished,  other  Cos- 
ta Rican  investment  op- 
erations continue  to  mul- 
tiply. Investigators  in 
the  Costa  Rican  capital, 
San  Jose,  now  are  pur- 
suing a  half-dozen  other 
ventures,  including  two, 
Shafer  International  and 
Growth  Capital  Securi- 
ties, which  U.  S.  and 
Costa  Rican  authorities 
say  were  started  by  for- 
mer ISI  salesmen.  Shafer 
International  President 
David  Shafer  contacted 
ISI  investors  last  year, 
offering  to  buy  back 
their   stock   in   the   de- 
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funct  firm  "at  your  cost."  The  catch: 
Investors  had  to  agree  to  buy  a  like 
amount  of  other  issues  through 
Shafer,  who  offered  them  "a  33%  guar- 
anteed return"  on  any  stocks  held  for 
a  year.  Government  and  legal  sources, 
meanwhile,  say  that  Interpol  is  in- 
vestigating links  between  ISI  and 
Growth  Capital  and  Shafer.  Repeated 
attempts  to  reach  Shafer  by  telephone 
have  been  unsuccessful.  People  an- 
swering two  phone  numbers  listed  for 
Growth  Capital  claim  never  to  have 
heard  of  the  firm. 

Costa  Rican  officials  admit  the  grow- 
ing number  of  illicit  operations  is  scar- 
ing off  legitimate  investment.  But 
chances  of  a  widespread  crackdown  ap- 
pear slim.  In  the  face  of  investor  com- 
plaints, the  government  now  offers  to 
verify  claims  by  promoters  of  mining 
ventures.  But  in  the  case  of  other 
kinds  of  investments  pitched  from  Cos- 
ta Rica,  it's  still  caveat  emptor. 

By  Gail  DeGeorge  in  San  Jose,  with 
William  Glasgall  in  New  York 


1 0 

\  Mil 

Withe 

ifo 


r  e 

« ! 

'-; 
\  fil 

ie  I 
tofiti 


\  o1 
be 
M \ 
■i  > 
\k 

EEC's 

obe 

!rts 
ig] 

KM 

I  : 

nil 
"i 

faisi 

titv. 


78  BUSINESS  WEEK/JANUARY  23,  1989 


COVER  STORY 


;   issued    59   cease  and  de  lisl    orders 

ainst  penny  stock  (inns  and  brokers, 
at  compares  with  just  three  In  1985. 
ill,  regulators  say  they  are  only  scratch 

the  surface. 

Only   last   month   the  SEC  sued    P.D. 

iberts  and  12  individuals  on  charges  of 

ud   and    market    manipulation   in   the 

iding  of  Hughes  Capital.  The  broker- 

fmain  office,  in  Boca  Raton,  has  a 
all   of   Fame    featuring   brokers   who 

Lve  made  from  $10,000  to  $50,000  in  one 

onth.    F.  D.    Roberts 

eked  up  $32  million  in 

venues    in    the    fiscal 

•ar    ended    last   June, 

id  is  considered  one  of 

\e  penny  stock  indus- 

y's     fastest-growing 

*ms. 

Without      admitting 

jilt,  four  F.  D.  Roberts 

rficials — including 

heldon    G.    Kanoff,    a 

)rmer  SEC  chief  compli- 

ice    examiner    for    its 

ew  York  regional  of- 

ce — agreed   to    resign. 

he   firm   consented   to 

ive    back    $280,000    in 

rofits    from    trading 

lughes  stock.  John  L. 

Knoblauch,  the  chair- 
man of  Hughes  Capital, 

enied  the  charges.  Sev- 

n  others,  including 
hree  individuals  associ- 

ted  with  Hughes  Capi- 
al,  have  yet  to  respond 
o  the  SEC  charges.  The 

ic's  next  move  is  likely 
o  be  to  try  to  recoup  the 
.1.1.")  million  F.  D.  Rob- 
•rts  earned  trading 
lughes  warrants. 
tOYALTY.  The  Hughes 
ttfair  sheds  light  on  re- 
ationships  among  bro- 
Eerage  firms,  companies 
raising     money,     and 

tewsletter  publishers. 
3ne  of  the  most  power- 
ful publishers  in  the  pen- 
iv  stock  newsletter 
?ame  is  Joel  S.  Nadel,  a 
former  broker  who  voluntarily  agreed  to 
leave  the  securities  business  in  1970  un- 
der pressure  from  the  SEC.  Nadel's  Amer- 
ican Media  Group  Inc.  is  a  $25  million 
publishing  empire  that  includes  the  tab- 
loid Personal  In resti fig  Xeies  and  sever 
al  dozen  newsletters  that  go  by  such  ti- 
tles as  Bob  Jennings  Confident  nil 
Reports,    Oak  ley's   A(/</ressi  re   Stock 

Alert,  and  the  Royal  Society  of  Liech- 
tenstein, Nadel  changed  the  latter's 
name  to  the  Oxford  Club  after  the  Better 

Business  Bureau  in  West   palm  Beach 

protested  that  it  was  related  to  neither 
Liechtenstein  nor  it.s  royalty. 


The    SEC    -ays    Nadel    helped    bo 
Hughes  Capital   .lock  by  dispatching  four 
Mailgrams  urging  subscribers  to  buy  the 
stock  shortly  after  he  met  with  the  princi 

pals  in  December,  VM'>.  The  regulators 

say  that  Nadel':-,  recommendations  were 
laced   with    falsehoods   such   as  one   that 

Conserdyne  Corp.,  a  Hughe.,  subsidiary, 

had  an  energy  cogeneration  contract  with 
Southern  California  Kdison  Co.  and  that 
Conserdyne  had  commitments  for  83  oth- 
er plants.  Nadel  doesn't  dispute  the  SKc's 


findings  but  blames  the  misstatements  on 
information  provided  by  Hughes  Capital. 
Several  Nadel  publications  also  raved 
about  Goldcor  Inc.,  a  company  in  Daytona 
Beach,  Fla.,  that  laid  claim  to  mines  and 
technology  that  would  enable  it  to  extract 
gold  from  the  beaches  of  Costa  Rica.  "We 
met  the  principals  of  the  company,  and  I 
thought  it  was  a  compelling  story,"  Nadel 
explains.  He  says  he  sent  an  editor  to 
Costa  Rica  to  verify  Coldcor's  claims.  Af- 
ter the  stock  hit  $17  in  July,  1988,  giving 
it  a  market  capitalization  of  $340  million, 
the  SEC  halted  trading  and  declared  Gold- 

cor  a  hoax  "We  were  the  victims,"  Nadel 


says.  "What  more  could  we  do''"     \i   ofli 

0  tin, ale  the  GoldcOT  deal  CO 
tors  some  $1 1  million 
The   i.i  i .  inve  itigating  whether  Nadel 

ha.-,  played  an  active  role  m  -,to<k  marnpu 
lation  schemes.  Nadel  maintain    I 
tO  Florida  penny  stock  Operators  and 
lead.,  culled  from  subscriber  lists  to  local 
brokerages.    He   also   ha.-,   been   a   major 
stockholder  in  several  blind  pool.-,  bin 
including  one  that  recently  acquired  the 
brokerage  firm  Graystone  Nash.  Another 
is  First  Commonwealth 
Financial   Coqj.,   an   ac- 
quisition   vehicle    that 
sold  for  28<  a  share  in 
1986.  Now  it's  virtually 
worthless. 

First  Commonwealth 
hasn't  filed  a  financial 
statement  with  the  SEC 
in  two  years.  Nadel  says 
it  was  acquired  by  Glob- 
al-Tron  Inc.,  a  seller  of 
used  telephone  equip- 
ment in  Mansfield,  Ohio. 
Global-Tron  executives 
say  the  merger  col- 
lapsed two  years  ago. 
Since  then  they  have 
been  besieged  by  dozens 
of  First  Commonwealth 
investors  asking  what 
happened  to  their  stock. 
pros.  Xadel  insists  nei- 
ther he  nor  his  writers 
endorse  stocks  in  which 
they  have  a  financial  in- 
terest. He  also  says  that 
he  refuses  payments  for 
running  favorable  sto- 
ries. "Anyone  who  tried 
would  be  thrown  out," 
Nadel  says.  "We  are 
professional  journalists, 
and  we  are  damned 
proud  of  what  we  do." 

When  penny  stocks 
collapse,  the  pushers  of- 
ten say  that  they  were 
misled  by  the  compa- 
nies. Morgan  Gladstone 
sold  clients  Hughes  Cap- 
ital stock  just  before  the 
stock  tanked.  Its  bro- 
kers pitched  the  line  that  imminent  merg- 
ers could  make  the  stock  "undervalued  at 
even  $100  per  share."  Morgan  Gladstone 
was  also  a  heavy  backer  of  American  As- 
surance. In  both  cases.  Richard  Glad- 
stone, the  firm's  owner,  says  he  was  bam- 
boozled like  everyone  else.  "As  a  broker. 
you  have  to  be  able  to  believe  financial 
statements  and  press  releases  "  If  his 
firm  independently  checked  out  the 
claims  of  companies  before  mark. 
their  stocks,  he  asserts,  he  might  obtain 
facts  that  were  not  public  and  "!■> 
cused  of  trading  on  inside  information." 
Even  companies  with  real  product.'-  and 
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services  are  not  immune  from  the  penny 
stock  epidemic.  Take,  for  example,  Medi- 
Quip,  one  of  F.  D.  Roberts'  current  hot 
offerings.  The  company  sells  a  pendant 
containing  microfilmed  information  to  be 
used  in  case  of  medical  emergency.  The 
stock  is  quoted  by  F.  D.  Roberts  at  about 
90<f  a  share,  giving  it  a  market  capitaliza- 
tion of  $35  million.  Even  if  the  company 
makes  its  sales  target  of  $300,000  for  the 
year  ending  Jan.  31,  the  stock  trades  at 
117  times  revenues.  That's  revenues,  not 
earnings — which  are  nonexistent . 

How  can  that  be?  F.  D.  Roberts  pro- 
motes the  stock  and  dominates  the  trad- 
ing. In  addition,  as  with  many  penny 
stocks,  there's  nearly  a  100%  difference 
between  the  "bid,"  the 
price  at  which  the  bro- 
ker will  buy  the  stock 
from  an  investor,  and 
the  "ask,"  the  price  the 
broker  takes  from  a 
buyer.  That  means  the 
stock  has  to  double  just 
for  an  investor  to  break 
even. 

It's  no  accident  that 
F.  D.  Roberts  is  hawk- 
ing Medi-Quip,  either. 
Medi-Quip  is  65%-owned 
by  Integrated  Business 
Corp.,  and  Integrated's 
founder  and  biggest 
shareholder  is  Daniel 
Tucker,  whose  brother 
Leonard  is  president  of 
F.  D.  Roberts.  In  fact, 
Daniel  Tucker  was  em- 
ployed as  operations  manager  at  the  bro- 
kerage house  while  he  was  organizing  In- 
tegrated Business  Corp. 
flying  blind.  Since  the  market  for  many 
penny  stocks  is  controlled  by  only  one 
broker,  there  are  few  checks  and  bal- 
ances in  the  system.  Most  penny  stocks 
cannot  be  found  in  the  newspaper  list- 
ings. The  lack  of  visibility  allows  penny 
stock  brokers  to  gouge  investors  by 
marking  up  the  stock  far  beyond  the  5% 
that  regulators  deem  permissible,  the 
markup  being  the  difference  between 
what  the  dealer  paid  to  acquire  the  stock 
and  what  he's  selling  it  for  to  a  customer. 
In  1987,  for  example,  the  SEC  fined  Mor- 
gan Gladstone  $15,000  and  forced  it  to  re- 
fund $30,000  in  profits  for  illegally  mark- 
ing up  stocks  by  as  much  as  150%. 
Gladstone  said  the  high  markups  were 
unintentional. 

Of  course,  what  makes  this  practice  in- 
sidious is  that  unsuspecting  investors 
may  never  know  that  they  have  been 
gouged.  When  stocks  crash,  investors  of- 
ten just  chalk  it  up  to  the  consequences  of 
making  "high-risk  investments."  Sure,  in- 
vestors can  score  profits  if  they  can  un- 
load a  stock  while  it's  still  moving  up.  But 


it's  difficult  to  tell  when  a  company's  hot 
stock  is  about  to  cool.  That's  more  a  func- 
tion of  stock  promotion  than  of  a  compa- 
ny's fundamentals. 

Even  investors  who  manage  to  sell  out 
their  stocks  find  it  difficult  to  bring  their 
cash  home.  Four  former  Morgan  Glad- 
stone brokers  say  their  clients  rarely 
were  able  to  collect  profits  unless  the  bro- 
kerage needed  the  stock  to  cover  short 
positions  or  the  clients  threatened  io  go 
to  authorities.  Instead,  customers  were 
pressured  into  rolling  over  their  gains 
into  other  stocks. 

In  a  lawsuit  filed  in  a  state  court  in 
Florida,  George  Doehring  of  Lakeland, 
Fla.,  claims  he  lost  $30,000  of  his  initial  in- 
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vestment  and  $50,000  in  profits  because 
Morgan  Gladstone  ignored  his  orders  to 
sell  the  now  defunct  Thoroughbred 
Breeders  Inc.  when  it  was  trading  for 
32<f.  It  then  fell  to  2$.  Doehring  claims 
that  when  Morgan  Gladstone  was  urging 
him  to  buy,  TBI's  president  and  other  in- 
siders were  dumping  hundreds  of  thou- 
sands of  shares.  In  addition,  Doehring 
claims,  Morgan  Gladstone  was  selling 
him  TBI  stock  for  far  more  than  the  bro- 
kerage had  paid  for  it.  Gladstone  denies 
the  price-gouging  charge  and  says  he 
wasn't  aware  at  the  time  that  the  insiders 
were  bailing  out. 

Gladstone  claims  the  only  times  cus- 
tomers couldn't  get  their  money  was 
when  the  price  they  were  demanding  was 
too  high  or  when  the  market  for  their 


Unlike  most  publicly  traded 
shares,  the  pennies  can't 

be  monitored  in  the 
daily  newspaper  listings 


stocks  collapsed  for  reasons  beyond  h 
control.  As  for  the  charges  of  misma: 
agement  of  customers'  accounts,  Gla 
stone  says  that  the  real  culprits  we: 
greedy  or  inexperienced  brokers.  The  fo: 
mer  brokers  argue  that  they  only  act< 
under  Gladstone's  orders  and  followe 
scripts  the  firm  provided. 
still  pitching.  Perhaps  the  most  tro 
bling  aspect  of  the  penny  stock  game 
that  those  who  run  afoul  of  the  securitie 
laws  manage  to  ply  their  trade  in  on 
form  or  another.  Take  James  Laiacona 
In  1985  the  SEC  liquidated  R.  H.  Stewart 
his  Deerfield  Beach  brokerage,  accusinj 
him  of  misappropriating  clients'  funds 
doctoring  financial  reports,  and  keeping 
inadequate  records.  ,1 
1987,  without  admittin 
guilt,  Laiacona  agree( 
to  leave  the  securities  in 
dustry  for  three  years 
The  SEC  subsequently 
launched  a  criminal  in 
vestigation  into  his 
activities. 

That,  however,  didn 
stop  him  from  pushing 
stocks.  He  simply  went 
into  consulting.  Laia 
cona  and  Jacolow 
formed  American  Capi 
tal  Consultants  with  the 
stated  purpose  of  advis 
ing  small  public  compa 
nies.  Laiacona  also  re- 
mained a  prinaipal  in  a 
half-dozen  blind  pools. 
And  according  to  the 
lawsuit  brought  by  Hudson,  Laiacona 
continued  to  present  himself  as  a  stock- 
broker. If  so,  he  apparently  was  defying 
the  SEC  ban.  Laiacona,  through  his  attor- 
ney, declined  to  comment. 

Clearly,  the  penny  stock  epidemic  is 
raising  a  clamor  for  more  regulation  and 
enforcement.  But  the  regulators'  appar- 
ent new  zeal  for  fighting  the  penny  stock 
scams  does  pose  problems.  Some  are 
afraid,  if  regulation  goes  too  far,  it  will 
damage  thousands  of  small,  little-known, 
and  often  undervalued  companies.  That 
could  hurt  legitimate  entrepreneurs  by 
making  it  harder  to  raise  equity  capital. 
About  38  states  permit  their  regulators  to 
conduct  a  "merit  review"  on  securities  of- 
ferings, which  effectively  allows  them  to 
ban  stocks  that  don't  meet  certain  crite- 
ria. But  there  is  always  a  danger  when 
regulators  try  to  decide  whether  a  compa- 
ny should  be  brought  to  market  and  at 
what  price. 

Though  blind  pools  are  especially  suspi- 
cious, few  states  ban  them  entirely.  Utah 
has  tried  to  clean  them  up  by  requiring 
that  80%  of  the  funds  raised  be  placed  in 
escrow  accounts  until  the  operators  file  a 
business  plan.  Investors  can  then  with- 
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Guess  when  Jim's  company  got 

a  fax  by  Toshiba. 


Sometime  in  the  middle  of  August. 

Granted,  things  might  not  turn  around  that  fast 
in  your  company 

But  good  things  often  do  happen  when  a  com- 
pany gets  a  Toshiba  facsimile  system. 

Phone  and  courier  bills,  travel  expenses,  and  over- 
time go  down.  Productivity,  morale,  and  sales  go  up. 

Why?  Because  our  complete  line  of  facsimile 
systems  saws  time  and  money  by  using  the  phone 
lines  to  send  words  and  pictures.  Anywhere.  In  as 
little  as  15  seconds* 

Shouldn't  your  company  get  one?  Before  your 

competitors  do?  Our  free  booklet  tells  you  how. 
Send  for  it.  Or  call  l-800-635-1220i 


Free  Booklet.  "Guicfc  to  Facsimile   14  Prow  and 

Monej  with  Facsimile."  Or  Free  Demonstration:  Call  l  Bi 

1 
Blvd.,  Ir 


\. 


Compai 




Toshiba  facsimile.  Now  you  see  it. 


In  Touch  with  Tomorrow 

TOSHIBA 


i  „. 


draw  their  money  if  they  disapprove. 
Still,  promoters  are  trying  to  find  their 
way  around  the  new  rules,  say  regulators 
in  Utah.  Georgia  makes  blind  pool  opera- 
tors keep  the  money  in  escrow  until  they 
make  acquisitions.  In  New  Jersey,  state 
securities  regulators  have  the  authority 
to  prohibit  blind  pools  on  a  case-by-case 
basis. 

Congress  could  plug  various  loopholes 
that  allow  companies  to  claim  exemption 
from  disclosure  rules.  Companies,  for  ex- 


ample, don't  have  to  file  financial  reports 
with  the  SEC  if  they  have  less  than  500 
shareholders  and  $5  million  in  assets. 

More  information  about  the  trading  of 
penny  stocks  would  also  help  investors. 
The  only  price  data  are  now  distributed  in 
the  "pink  sheets"  published  daily  by  the 
National  Quotation  Bureau.  The  National 
Association  of  Securities  Dealers  is  await- 
ing SEC  approval  for  a  pilot  project  that 
would  distribute  market  information  elec- 
tronically. But  in  its  initial  stage,  the  ser- 


vice will  not  be  available  to  the  publi: 
and  dealer  participation  is  voluntary. 

But  it  would  be  foolhardy  to  think  tha 
rules  and  regulations  will  snuff  out  opei 
ators  who  are  raking  in  millions  ever 
day.  The  most  effective  weapon  is  in  tB 
investor's  own  hands.  When  a  slick 
sounding  stock  salesman  makes  his  pitch 
just  hang  up. 

By  Pete  Engardio  and  Gail  DeGeorge  b 
Miami,  with  Jeffrey  M.  Laderman  in  Neu 
York  and  bureau  reports 


Commentary/ by  Gary  Weiss 


MAKE  ROOM  IN  PRISON  FOR  MARKET-RIGGERS,  TOO 


If  there  were  a  stereotype  of  the 
yuppie-turned-felon,  Stanley  Aslan- 
ian  Jr.  would  fit  it.  At  only  29,  he 
had  risen  to  the  presidency  of  a  76- 
year-old  brokerage  firm,  the  now-de- 
funct Haas  Securities  Corp.,  and  was 
one  of  the  last  malefactors  to  fall  be- 
fore the  steely  gaze  of  U.  S.  Attorney 
Rudolph  W.  Giuliani  before  his  resigna- 
tion on  Jan.  10.  But  when  Aslanian 
pleaded  guilty  on  Jan.  6  to  one  count  of 
conspiracy  to  commit  securities  fraud, 
a  standard  element  was 
missing:  insider  trading.  He 
faces  imprisonment  not  be- 
cause he  cocked  his  ear  to 
inside  dope,  but  because  he 
engaged  in  stock  manipula- 
tion— the  modus  operandi 
that  lies  at  the  very  heart  of 
the  penny  stock  scandal. 

Perhaps  the  Aslanian 
prosecution  is  a  fluke,  a  spe- 
cial farewell  gift  from  Giu- 
liani to  his  friends  on  Wall 
Street.  But  instead,  it  may 
well  be  the  start  of  the  lat- 
est prosecutorial  fashion.  If 
so,  the  threat  of  incarcera- 
tion, which  has  worked  so 
well  to  snare  insider  trad- 
ers, will  now  be  used 
against  the  purveyors  of  overheated 
stock — be  they  old-line  firms  like  Haas 
or  fly-by-night  bucket  shops.  Such 
stock  peddlers  have  been  at  about  as 
much  risk  of  being  imprisoned  as  those 
who  expectorate  in  the  New  York  City 
subway  system.  "You  would  have  to 
look  back  pretty  far  before  you  would 
be  able  to  find  a  criminal  complaint," 
remarks  Roger  Dietz,  former  senior 
trial  counsel  for  the  Securities  &  Ex- 
change Commission's  New  York  re- 
gional office. 

Such  a  move  certainly  would  be  wel- 
comed by  investors  who  feel  that  the 


government  has  overemphasized  insid- 
er trading  at  the  expense  of  other 
kinds  of  securities  fraud.  True,  the  in- 
sider-trading crusade  has  had  the  wor- 
thy goal  of  ensuring  that  all  investors 
have  a  "level  playing  field."  Eight 
years  ago,  then-SEC  Chairman  John 
S.  R.  Shad  and  Enforcement  Chief 
John  M.  Fedders  vowed  to  stomp  on 
insider  traders  "with  hobnail  boots" — 
and  their  footprints  can  be  found 
throughout  the  Street.  But  it's  hard  to 
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IE  BROKE  THE  PATTERN 


see  how  their  efforts  have  made  Wall 
Street  a  fairer,  more  "level"  place. 

Indeed,  some  academicians  argue 
that  insider  trading  is  a  benign  practice 
that  makes  the  market  more  efficient. 
But  not  even  the  most  dogmatic  liber- 
tarians defend  stock  manipulation. 
While  inside  information  moves  stocks 
toward  their  true  value,  market  manip- 
ulators profit  by  pushing  stocks  to  arti- 
ficial levels.  Yet  manipulation  is  almost 
always  attacked  through  the  civil  suits 
of  wronged  investors  or  by  SEC  pro- 
ceedings, and  only  rarely  through  crim- 
inal charges. 


One  reason  is  that  it  is  extremely 
difficult  to  prove  stock  manipulation, 
which  usually  involves  phony  sales 
among  related  parties  to  drive  up  the 
price  of  the  stock.  In  the  Haas  case, 
the  charges  are  that  Aslanian  manipu- 
lated, with  unnamed  co-conspirators, 
the  share  prices  of  four  over-the- 
counter  securities:  TS  Industries,  Big  0 
Tires,  Cliff  Engle,  and  Flores  de  New 
Mexico.  Aslanian  is  cooperating  with 
the  authorities,  raising  the  prospect  of 
l  more  criminal  charges.  But 
it  remains  to  be  seen  if 
a  wave  of  prosecutions 
of  stock  promotions,  outside 
the  Haas  orbit,  is.  in  the 
offing. 

new  blood.  One  hopeful 
sign  is  that  SEC  Chairman 
David  S.  Ruder,  unlike  his 
predecessor  Shad,  has  been 
vocal  in  his  imprecations 
against  penny  stock  fraud. 
The  SEC  recently  formed  a 
task  force  to  grapple  with 
the  problem.  While  the  cre- 
ation of  yet  another  Wash- 
ington committee  is  unlikely 
to  cause  attacks  of  grand 
mal  among  stock  manipula- 
tors, at  least  it  is  a  sign  that 


Ruder  may  be  serious.  Certainly,  the 
SEC  has  been  vigorous,  if  not  always 
successful,  in  its  civil  suits  against  a 
few  penny  stock  peddlers  such  as 
Blinder  Robinson  &  Co.  Inc.  and  First 
Jersey  Securities  Inc. 

But  it  will  take  more  than  speeches, 
committees,  and  the  prosecution  of  the 
principal  of  a  single  firm  to  put  a  dent 
in  the  plague  of  shady  stock  promot- 
ers. The  SEC  and  the  Justice  Dept.  will 
be  shirking  their  responsibilities  until 
they  devote  as  much  passion  and  man- 
power to  market  manipulation  as  they 
have  to  insider  trading. 


82  BUSINESS  WEEK/JANUARY  23.  1989 


COVER  STORY 


EXPRESS 

DELIVERS 

24  HOURS 

A  DAY. 
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Whether  you  do  business  with  Los  Angeles  or  London,  Minneapolis  or  Manila,  one  thing  is  certain  —  time  waits  for  no  one. 
That's  why  it's  important  to  go  with  the  air  express  company  that  helps  you  stay  one  step  ahead  of  the  clock  —  Federal  Express. 

Federal  Express  delivers  on  time  to  tens  of  thousands  of  destinations  in  over  100  countries  worldwide,  in  virtually  every 
time  zone  on  earth. 

And  when  you  consider  all  of  oyr  other  international  capabilities  like  our  advanced  COSMOS 
tracking  system,  our  money  back  guarantee,  free  proof  of  delivery  and  our  customs  experience, 
the  choice  becomes  quite  clear.  Call  Federal  Express  for  your  next  package.  When  we  promise 
you  the  world  we  really  mean  it. 

WORLDWIDE  SERVICE  FROM  FEDERAL  EXPRESS. 
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Budget  your  own  data  network's 
monthly  expenses... 


L 


m 


or  budget  with 
Sears  Communications  Company! 


Running  your  own  network 
is  rarely  as  easy  as  it  seems. 

You  never  know  when  costs 
will  fluctuate  and  put  those 
hard  to  explain  spikes  on 
your  data  communications 
cost  charts.  You  may  have 
to  add  temporary  data  pro- 
cessing people  because  your 
regular  staff  has  its  hands 
full  "tuning"  your  network. 
You  could  even  incur 
unanticipated  expenses  to 
send  your  traffic  over  alter- 
nate routes  when  your  net- 
work develops  problems 
you  can't  fix  quickly. 
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But  when  you  connect  to 
the  Sears  Communications 
NetworkfM  budgeting 
becomes  easier.  Much  easier. 
Your  per-site  charge  includes 
modems,  lines,  maintenance, 
management,  back-up  facil- 
ities, personnel.  All  of  those 
cost  items  that  need  to  be 
controlled  but  just  aren't. 

We  base  your  charge  on  a 
per-site  basis  with  usage 
included.  We  help  insulate 
you  from  fluctuating  tariff 
charges.  We  also  submit 
monthly  reports  to  help  you 
manage  your  network. 


It's  just  easier  to  predict 
monthly  costs  using  Sears 
Communications  Network 
than  using  your  own.  Call 
your  Sears  Communications 
Company  Account  Executive 
for  full  details  without  obli- 
gation. (312)  577-7766. 
Outside  Illinois: 
(800)255-3443. 


Sears 


communications 
company' 
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Free  24  »  18  History  <>i  CoinnHinu.uions  poMa  M,nl  your  business  card  to  Sears  Communications  Company.  Attn  Mr  Lorry  Jellen, 
VI'  Marketing  and  Sales  95\}tesl  Algonquin  Road  Arlington  Heights.  IL60005-<i'(01  SM    Service  m,  irk  oi  Se.iis  Roebuck  and  Co' 
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I  VESTMENT  BANKING  I 


:an  shearson  regain 
fhat  old  midas  touch? 


988  was  a  year  the  firm  would  just  as  soon  forget 


LANE:  "AS  A  POKER  PLAYER,  I  LIKE  OUR  HAND  BETTER  THAN  ANYONE  ELSE'S' 


SHEARSON'S  EARNINGS 
TAKE  A  TUMBLE 


For  years,  Shearson  Lehman  Hutton 
Inc.  had  a  Midas  touch.  The  securi- 
ties firm  executed  stunning  take- 
overs  and  earned  enviable  profits.  But 
now,  Shearson  'executives  are  trying  to 
perform  an  unfamiliar  feat — a  come- 
back.  Shear-son's  woes  are  signaled  by 
its  1988  earnings  falloff  (chart).  The  firm 
took  such  a  financial — and  public  rela- 
tions— pounding  that  President  Jeffrey 
B.  Lane  says  that  1988  "was  as  difficult 
a  year  as  1  can  remember." 

It  wasn't  supposed  to  be  this  way  at 
Shearson.  After  all,  it  was  Shearson  that 
BCOred   BUCh   coups   as   the   takeovers   of 

strife-torn   investment   banker   Lehman 

brothers  Kuhn  Loeb  in  1!>S  I  and  of  scan- 
dal clouded  retail  house  E.  F.  Hutton  & 
Co.  in  1987.  Those  deals  made  Shearson 
a  powerhouse  capable  of  upgrading  its 
retail  and  dealmaking  businesses. 

SPREAD  TOO  THIN?  l'.Ul  the  new  capabili- 
ties are  the  source  of  the  linn's  current 
difficulties.  Securities  analysts  contend 
that  Shearson  is  now   spread  too  thin  to 

excel  in  an)  one  area  of  its  highly  cycli- 
cal   industry.    "All    Of   a    sudden,"    says 

Perrin  H.  Lone,-,  an  analyst  with  Lipper 

Analytical  Securities  Corp.,  "they've  gOl 

more  businesses  than  they  can  handle." 
And    maybe    more    worries,    too.    The 
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firm  may  ax  more  than 
1,000  of  its  40,000  work- 
ers in  the  next  few 
months.  It  faces  a  poten- 
tial scandal  at  its  Boston 
Co.  unit,  where  three  top 
executives  were  ordered 
on  Dec.  22  to  take  tempo- 
rary leaves  pending  an 
internal  investigation  of 
whether  profits  were  overstated.  Shear- 
son's  $146.5  million  investment  in  MCorp 
may  be  in  jeopardy  as  the  Texas  bank- 
ing giant's  troubles  deepen.  Striking 
deeper  at  the  heart  of  Shearson's  busi- 
ness, its  brokers  brought  in  an  average 
$195,000  in  commissions  last  vear,  down 
sharply  from  a  cool  8250,000 'in  1987. 

Worse  yet,  Shearson  is  losing  momen- 
tum in  dealmaking.  Although  1988  was 
its  best  year  for  getting  deal  fees — 
around  8:501)  million.  Shearson  says — the 
firm   looked   like  a  loser  in   December 

when  it  failed  to  win  UK  Nabisco  Inc. 
The  defeat  cost  the  firm  more  than  $200 
million  in  potential  fees.  Delighted  Wall 
Street  rivals  blamed  Chairman  Peter  A. 
Cohen  for  initially  bidding  so  low  that 
Shearson   was  easily    heat   out    by    Kohl- 

berg  Kravis  Roberts  &  Co. 

\  top  priority  now  is  heading  off  de 


parturei  of  tar  merger  maker  Wall 
Street  dealmal  the  firm  ikimped 

far  too  much  on  1987  yearend  bon 

Shear  on  pays  19HH  boi 

staffers  may  leave  if  the  firn 

them  again    and  a  bonus  of  a  mere 

$100,000  can  be  take,,  a-  an  msult. 
DEFENSIVE   PLAY.    To    kick    off 

back  effort,  Shear.->on  will  shift  its  em- 
phasis from  helping  raid'  iding 
companies  on  the  defensive.  The  firm 
hopes  to  reap  50!  I  of  its  L989  fees  from 
defensive  work,  up  from  2.7-  last  year. 
Because  there  are  a  lot  more  targets 
than  raiders  around,  Shearson  can  hope 
that  the  sheer  volume  of  deals  will  bring 
higher  profits — and  a  better  image. 

Even  some  of  Shearson's  1988  suc- 
cesses in  mergers  and  acquisitions  were 
PR  debacles — particularly  to  publicity- 
conscious  parent  American  Express  Co. 
Paul  A.  Bilzerian,  whom  Shearson  repre- 
sented in  his  SI  billion  takeover  of  Sing- 
er Co.,  since  has  been  indicted  on  12 
felony  counts.  Bilzerian  has  pleaded  in- 
nocent in  federal  court,  and  the  deals 
didn't  involve  Shearson.  The  firm  was  in 
Beazer  PLC's  camp,  though,  in  the  Brit- 
ish company's  battle  for  Pittsburgh's 
Koppers  Co.  The  Shearson  presence 
touched  such  a  nerve  that  some  Pennsyl- 
^1  vanians  burned  their 
American  Express  cards, 
which  in  turn  alarmed 
Shearson's  parent. 

Shearson  officials  play 
down  the  unhappiness  at 
AmEx,  but  many  on  the 
Street  believe,  as  one  an- 
alyst says,  that  "Shear- 
son  is  changing  its  M&A 
strategy  to  appease 
American  Express. 
AmEx  has  said  it  wants 
to  reduce  its  Shearson 
stake,  probably  to 
which  would  limit  its  exposure  to  the 
securities  industry's  volatility  and  its  in- 
sider-trading scandals.  Shearson  stock, 
first  offered  in  May.  1987.  at  34,  is  down 
to  about  19. 

Shearson  is  banking  heavily  on  its  in- 
novative Unbundled  Stock  Unit  plan, 
which  splits  a  share  of  common  stock 
into  a  bond,  preferred  stock,  and  a  war- 
rant. Four  blue-chip  U.S.  companies 
signed  up  last  month,  and  the  I  SU  con- 
cept could  bring  in  $95  million  in  r 
nues  this  quarter.  But  first  the  plan 
must  overcome  investor  skepticism. 

Shearson  executives  sound  optimistic. 
"As  a  poker  player."  Lani    says,  "I  like 
our    hand    better    than    ai. 
Still.    Shearson    had    pretty    much    the 
same  hand  last  year.  What  it  ma\ 
most  is  a  run  of  good  luck. 


1988  NET  INCOME 
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BY  GENE  G.  MARCIAL 


WILL  SMITHKLINE 
SUCCUMB  TO 
TAKEOVER  FEVER? 


SmithKline  Beckman  still  in- 
trigues the  takeover  crowd. 
Even  after  spinning  off  its  Beck- 
man  Instruments  unit  and  selling  17% 
of  that  division's  stock  to  the  public,  it 
didn't  quiet  the  takeover  rumors. 

Indeed,  SmithKline,  currently  trad- 
ing at  around  52,  may  be  undervalued. 
A  number  of  takeover  pros  are  betting 
heavily  that  a  European  giant  will 
make  a  bid  at  $65  a  share.  They  argue 
that  management  may  then  decide  to 
take  the  company  private  through  a 
leveraged  buyout. 

If  that  happens,  management  may 
have  to  go  much  higher  than  65.  One 
New  York  investment  group  that  has 
accumulated  a  sizable  position  in 
SmithKline  estimates  that  the  compa- 
ny's ethical,  or  prescription-drug,  oper- 
ations alone  are  worth  $60  a  share. 
Here's  how  the  group  figures  the  net 
value  of  the  company's  other  assets: 
Bio-Science  Laboratories,  $11  a  share; 
eye  and  skin  care,  $10;  animal-health 
division,  $6;  an  84%  stake  in  Beckman 
Instruments,  $4  a  share;  and  nonpre- 
scription medicines,  $4.  Total  value,  in- 
cluding ethical  drugs:  $95  a  share. 
no  superdrugs.'  The  talk  among  ana- 
lysts, who  have  been  called  to  attend  a 
meeting  with  management  on  Feb.  2,  is 
that  the  company  will  try  to  head  off  a 
hostile  bid  by  announcing  plans  to  un- 
load more  assets.  The  company  may 
sell  Bio-Science  Laboratories  and  the 
eye-  and  skin-care  units  in  an  effort  to 
recapitalize  further.  Or,  it  might  pay  a 
large  special  dividend.  Management 
has  admitted  publicly  that  it  is  still 
looking  at  several  options  to  enhance 
the  value  of  SmithKline's  stock. 

The  lack  of  substantial  improvement 
in  SmithKline's  core  business  is  hurt- 
ing its  stock,  says  one  analyst.  Earn- 
ings have  been  particularly  dependent 
on  Tagamet,  the  anti-ulcer  drug,  which 
is  estimated  to  contribute  about  56%  of 
per-share  earnings  and  some  26%  of 
sales.  But  it  has  been  losing  market 
share  to  Zantac,  a  competing  product 
of  Glaxo  Holdings,  Britain's  major 
drug  company.  Analysts  don't  expect 
earnings  in  1988  and  1989  to  exceed 
1987's  $4.50  a  share.  And  several  ana- 
lysts think  earnings  actually  fell  to 
about  $3.75  in  1988,  with  a  rise  to  only 
$4.10  expected  for  1989. 


SMITHKLINE  BECKMAN 
CONTINUES  TO  SEESAW 
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SmithKline  has  been  slow  to  develop 
new  drugs  to  boost  earnings,  and  ana- 
lysts don't  see  any  "superdrugs"  in  the 
wings.  "Over  the  short  run,  SmithKline 
is  trapped,"  says  one  money  manager. 
It  must  either  do  more  serious  restruc- 
turing quickly  or  run  the  risk  of  being 
gobbled  up  by  a  larger  company. 


THIS  BIOTECH  BABY 
IS  GROWIHG  UP  FAST 
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lor  a  tiny  biotech  company  that 
I  has  yet  to  make  big  bucks  from 
product  sales,  Applied  Microbiolo- 
gy has  been  hot  stuff  in  the  stock  mar- 
ket. In  barely  a  month  its  stock  has 
zoomed  about  45%,  to  $3V4  a  share. 
Why?  The  company  is  on  the  verge  of 
linking  up  with  several  pharmaceutical 
giants  to  license  its  proprietary  tech- 
nology, aimed  at  the  health  care,  veter- 
inary, and  consumer-product  markets. 

Pfizer  is  expected  to  sign  an  agree- 
ment very  soon  with  Applied  for  exclu- 
sive licensing  in  the  U.  S.  and  Canada 
of  a  mouthwash  using  Applied's  non- 
toxic Ambicin  bacteriocin  formula.  Am- 
bicin,  says  Applied  Chairman  and  CEO 
David  Guttmann,  has  been  shown  to 
fight  bacteria  that  cause  dental  plaque 
on  teeth  and  gums.  Pfizer  will  have  a 
five-month  option  to  evaluate  the  prod- 
uct and  negotiate  the  marketing  of  the 
mouthwash,  and  Applied  will  produce 
it.  Sales  of  mouthwash  in  the  U.  S., 
about  $500  million  annually,  have  been 
increasing  fast,  says  Guttmann.  "Our 
strength  is  in  formulating  antimicrobi- 
al products  that  are  safe  alternatives 
to  antibiotics  and  chemical  germici- 
dals," he  adds. 

Applied  is  also  talking  to  Colgate- 


Palmolive  about  using  Ambicin  in 
toothpaste.  Pfizer  is  said  to  be  interest- 
ed in  a  toothpaste  license,  too.  Another 
major  drug  company  is  talking  with 
Applied  about  soap  and  other  skin-care 
applications.  Shiseido,  a  Japanese 
health-product  company,  is  discussing 
the  use  of  Amibicin  in  Japan. 

American  Cyanamid,  which  owns  a 
7%  stake  in  Applied,  is  negotiating  an 
extension  of  its  exclusive  pact  to  com- 
mercialize Applied's  veterinary  technol- 
ogy. The  product  is  a  genetically  engi- 
neered protein  that  kills  bacteria  that 
infect  cows'  udders.  Cyanamid  may 
also  opt  to  raise  its  stake  to  15%. 


A  POISON-PILL  PLAY 
THAT  MAY  PAY  OFF 
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I  ver  heard  of  poison-pill  investing? 
Look  for  a  company  that  sets  up 
I  antitakeover  devices,  and  then 
buy  the  stock.  It's  almost  certain,  say 
some  pros,  that  when  a  company  starts 
taking  pills,  a  raiding  party  isn't  far 
behind.  Right  now  the  poison-pill  inves- 
tors are  going  after  SPX.  The  company, 
formerly  Sealed  Power,  beefed  up  its 
antitakeover  defense  by  lowering  from 
40%  to  20%  the  threshold  of  stock  own- 
ership that  triggers  its  shareholder 
purchase-rights  plan. 

SPX,  a  maker  of  engines,  piston  rings, 
and  other  auto  parts,  has  ample 'reason 
to  worry  about  a  takeover.  Since  late 
November,  when  the  stock  fell  to  33, 
two  groups  started  accumulating  SPX 
shares.  As  a  result,  the  stock  shot  up 
to  a  high  of  44  in  mid-December  on 
heavy  volume  before  easing  back  to  39. 
In  recent  days  it  pulled  ahead  again  on 
heavy  turnover,  to  about  42. 

The  price  runup  isn't  over,  say  the 
poison-pill  pros.  They  estimate  SPX's 
breakup  value  at  $50  to  $55  a  share. 
One  group  known  to  be  accumulating  a 
big  position,  Gemini  Partners,  is  ex- 
pected to  make  a  13D  filing  soon  re- 
vealing at  least  5%  ownership,  says  one 
investor.  Another  group  is  also  expect- 
ed to  file  a  13D  before  long. 

Without  the  takeover  angle,  howev- 
er, the  stock  is  apt  to  be  just  an  aver- 
age market  performer,  despite  expecta- 
tions of  another  year  of  record 
earnings  in  1989.  For  one  thing,  notes 
an  analyst,  SPX  recently  acquired  Bear 
Automotive  Service  Equipment,  an 
auto-service  supplier  plagued  by  manu- 
facturing problems.  SPX  is  also  in  the 
midst  of  closing  down  nearly  half  of  its 
sales  outlets  to  slash  bloated  costs,  he 
adds.  Gemini  Partners  and  SPX  both  de- 
clined comment. 
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Until  NowThere 
Were  Good  Reasons 
ToCallThem 
BriefCases. 


Because  most  briefcases 
that  look  and  work  great  at  first, 
stay  that  way  for  just  a  "brief 
amount  of  time. 

And  cases  that  were  sturdy 
and  tough  weren't  exactly  great 
looking.  Until  now. 

Introducing  the  Samsonite® 
Classic.  Proof  that  a  briefcase 
can  be  both  durable  and  attract- 
ive. And,  briefly,  here  are  some 
reasons  why. 

Our  cover  and  detailing. 

A  briefcase  shouldn't  have  to 

look  like  a  tool  box  just  to 

stand  up  to  wear  and  tear.  So 

we  t(K)k  a  beautifully  crafted 

covering,  and  wrapped  it 

around  our  iron-tough  case. 

And  areas  that  get  knocked 

an)und  the  most,  like  the 

0  >mers  and  edges,  are  made 

from  a  sturdy  yet  stylish  material  that  won't  become  frayed. 

The  result  is  a  briefcase  you'll  be  proud  to  carry  that  can  take 

a  beating  for  a  long,  long  time. 
Recessed  latches.  Watching 
the  contents  of  your  briefcase 
fall  down  an  escalator  isn't 
exactly  a  great  way  to  start  a 
day.  That's  why  our  latches 
are  recessed,  making  it  hard 
for  the  case  to  pop  open  or 
have  the  latches  knocked  off. 

You'll  also  have  .1  special  l<x-king  system.  And.  our  exclu- 
sive patented  right  side  up  feature  keeps  you  from  opening 

your  case  upside  down. 


©  1 988 .  Samsonite  Corporation 
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Our  full-length  hinge. 
While  most  briefcases  have 
two  small  hinges,  we  gave 
our  case  a  single  long  one  to 
make  it  sturdier.  The  hinge 
runs  the  full  length  of  the 
case  and  is  designed  to  stand 
up  to  abuse— even  if  you 
overstuff  the  case. 

Take  a  look  at  the  Classic*  and  other  Samsonite  brief- 
cases at  your  nearest  luggage  dealer.  We're  convinced 
that  after  a  "brief"  inspection,  you'll  agree  that  sturdiness 
and  style  can  be  easily  combined. 


O  Samsonite 
( )ur  Strengths  Are  Legendary 


PC  power  once  reservea 
and  building  rockets  is  now 
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[or  pondering  physics 
ing  care  of  business,  too. 


People  who  work  with  powerful  386 
|  personal  computers  used  to  be  called 
rocket  scientists.  Now  they're  also 
called  accountants,  engineers,  man- 
agers and  CEO's.  Thanks  to  the  new 
COMPAQ  DESKPRO  386/20e. 

It  delivers  386  power  to  people 
whose  demanding  needs  have  out- 
grown their  286  PC's.  Plus,  it 
packs  this  power  into  a  design 
that  fits  on  your  credenza. 

Start   with   speed. 
Everything  in  the  COMPAQ 
DESKPRO  386/20e  is  opti- 
mized tO  gO  faster.  SO  yOU       introducing  the  COMPAQ  DESKPRO  386/20e.  20-MHz  386  performance 
Can  WOrk  faster.  designed  to  fit  the  increasingly  sophisticated  needs  of  286  users. 


such  as  Microsoft*'  Windows/386, 
MS'  OS/2,  XENIX*  and  UNIX  to  their 
maximum  potential. 

A  long  list  of  high-performance 
features  is  built  in.  One  megabyte  of 
memory.  VGA  graphics.  Standard  in- 
terfaces. And  support  for  5V4"  and 
3V2"  diskette  drives. 

Of  course  you  have  growth 
potential.  Five  expansion  slots 
are  available:  four  for  a  network 
card,  modem  or  other  de- 
vices, and  one  high-speed 
32-bit  slot  to  expand  mem- 
ory in  increments  up  to  16 
megabytes. 


You're  in1 
siness  with  a  20-MHz 
386  microprocessor. 


Its  20-MHz  Intel  386™ 
microprocessor  with  cache  mem- 
ory is  surrounded  by  the  exclusive 
COMPAQ  Flexible  Advanced  Sys- 
tems (Flex)  Architecture.  This 
high-speed  combination  runs  the  world's  largest  li- 
brary of  software  25%  faster  than  the  IBM  PS/2 
Model  70-121  and  other  non- 
cache  20-MHz  386-based 
PC's.  And  50%  faster 
than  the  IBM  PS/2  Model 
70-E61  and  other  non-cache 
16-MHz  386-based  PC's. 

Its  32-bit  design  also  takes  diskette  drives. 

386  software  and  multitasking  operating  systems 

i  trademark  ol  Compaq  Computer  Corporation  Intel"  Intel  38*  and  Intel  387  are  trademarks  ol  Intel  Corporation  Microsoft*  MS*  and  XENIX"  are  traden 
and  MS*  OS/2  are  pro.!  |  Corporation  Product  names  mentioned  herein  may  be  trademarks  and/or  registered  trademarkjoflheir  respective  companies  "Reguitred  US  rHleolatvl 

Compaq  Computer  Corporation.  All  rights  reserved 


Need  options?  Add  two  high-performance 
fixed  disk  drives,  with  110  or  40  megabytes  of  stor- 
age; 135-  or  40-megabyte  tape  backups;  and  high- 
speed Intel  387™  or  Weitek  3167  coprocessors  for 
floating-point  applications. 

All  of  this  perform- 
ance is  integrated  into  a 
sleek   design   that 
makes  the  COMPAQ 
DESKPRO  386/20e 
the  ultimate  space  vehicle. 

For  a  free  brochure  and  the  location  of  your 
nearest  Authorized  COMPAQ  Computer  Dealer, 
call  1-800-231-0900,  Operator  75.  In  Canada, 
1-800-263-5868,  Operator  75. 
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COMPUTERS  I 


APPLE  TURNS  FROM  REVOLUTION 
TO  EVOLUTION 


But  how  long  can  it  prosper  with  'product-line  extensions'  that  just  fill  gaps  in  its  lineup? 


As  it  has  done  every  winter  for  the 
past  few  years,  Apple  Computer 
Inc.  is  kicking  off  the  new  year 
with  splashy  displays  of  its  latest  wiz- 
ardry and  new  marketing  initiatives. 
Starting 'in  January  with  the  semiannual 
Macworld  trade  show,  company  execu- 
tives will  try  to  recreate  the  excitement 
of    the    1984    "marketing    event"    that 


doubled  the  company's  revenues  since 
1986.  Later  in  the  year  analysts  expect 
the  company  to  trot  out  compact  ver- 
sions of  the  bulky  Macintosh  II  as  well 
as  an  even  larger  Mac  II  that  can  serve 
as  a  central  file  system  for  several 
workers.  Apple's  long-awaited  Mac  lap- 
top is  expected  late  in  1989. 

Mainly,  Sculley  is  fine-tuning  the  Mac- 


SCULLEY:  "THE  MAC  CAN  BE  EXTREMELY  COMPETITIVE  WITHOUT  A  RADICAL  HEART  TRANSPLANT' 


launched  the  Macintosh  and  set  Apple 
on  its  current  highly  successful  course. 
On  Jan.  20,  Chairman  John  Sculley  will 
demonstrate  at  Macworld  "HyperTV,"  a 
Macintosh-manipulated  extravaganza  of 
graphics,  text,  sound,  and  video  images 
on  a  giant  projection  screen. 

Offstage,  however,  Sculley  is  mapping 
out  something  a  lot  more  prosaic.  While 
HyperTV  suggests  possible  new  uses  of 
the  Mac,  it  isn't  an  Apple  product — nor 
is  it  likely  to  become  one.  Sculley's  pro- 
gram for  1989  calls  for  "product-line  ex- 
tensions"— new  models  that  fill  gaps  in 
the  line  but  don't  break  new  ground. 
Starting  with  a  souped-up  version  of  the 
Macintosh  SE,  which  is  expected  to  debut 
at  the  same  show,  Apple  will  attempt  to 
sustain   the    Mac   momentum   that   has 


intosh  strategy — buying  and  writing 
software  to  make  it  work  better  in  net- 
works, deploying  more  marketing  and 
support  troops  to  move  it  further  into 
corporations,  and  tapping  new  custom- 
ers in  government  and  engineering.  "A 
lot  of  what  Apple  has  to  do  is  dull  but 
important,"  says  Richard  Shaffer,  pub- 
lisher of  Technologic  Computer  Letter. 
hot  seat.  Dull  but  important?  Can  the 
company  that  once  defined  itself  in 
terms  of  revolution  get  by  on  dull  but 
important?  "That's  one  of  the  key  issues 
facing  Apple,"  says  Douglas  A.  Cayne, 
an  analyst  with  the  Gartner  Group,  a 
market  researcher.  Sculley  himself  pon- 
ders the  question:  "Can  you  still  be  inno- 
vative and  creative  while  following  an 
evolutionary    approach?"    Analysts    say 


that,  at  least  for  the  next  year  or  two, 
evolution  should  keep  Apple  prospering. 
But  after  that  the  company  will  face 
increasing  pressure  to  come  up  with 
something  new,  as  IBM-compatible  PCs 
and  workstations  in  the  office  market 
incorporate  Macintosh's  once-revolution- 
ary "graphical-user  interface" — a  simpli- 
fied method  of  presenting  information 
on  a  computer  screen.  Worksta- 
tion suppliers  such  as  Sun  Micro- 
systems Inc.  and  Digital  Equip- 
ment Corp.  are  perfecting  Mac-like 
interfaces  for  their  machines.  And 
Microsoft  Corp.'s  OS/2  Presenta- 
tion Manager  is  doing  the  same 
for  IBM  PCs.  "The  jig  is  up,"  says 
Ed  Zander,  vice-president  for  mar- 
keting at  Sun.  Once  other  desktop 
computers  begin  looking  like  the 
Mac,  he  predicts,  "Apple  will  find 
it  a  lot  harder  to  compete." 
'the  intangibles.'  Not  according 
to  Sculley.  Even  when  lots'  of  com- 
puters resemble  Macs,  Sculley 
says  Apple  will  continue  to  grow 
rapidly.  And,  without  direct 
clones,  Apple  should  also  be  able 
to  continue  commanding  a  premi- 
um price.  "Selling  the  intangibles 
will  be  a  big  part  of  it,"  he  says. 
"The  differentiation  will  be  what 
the  user's  experience  is."  Mainly, 
the  experience  involves  using  a  set 
of  consistent,  intuitive  commands 
that  work  the  same  way  on  every 
program  and  on  every  size  Macintosh — 
no  matter  how  simple  or  complex  the 
task  at  hand.  That  helps  Apple's  pitch  to 
business  customers,  who  now  buy  70% 
of  all  Macs.  It  will  take  years,  if  ever, 
before  operators  of  IBM  PCs  or  worksta- 
tions will  see  such  consistency  on  their 
machines.  As  a  result,  says  Sculley,  "the 
Mac  can  be  extremely  competitive  with- 
out a  radical  heart  transplant"  through 
the  mid-1990s. 

In  the  meantime,  Sculley  has  made  a 
controversial  decision:  Instead  of  ag- 
gressively pursuing  market  share  while 
the  competition  still  lags,  he  has  chosen 
to  concentrate  on  maintaining  high 
prices  and  margins.  At  517<-,  Apple's 
gross  margin  is  nearly  28%  higher  than 
rival  Compaq  Computer  Corp.'s.  And  in 
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i  OUR  NEW  PRINTERS  MAKE  EVEN 
BAD  WRITING  LOOK  GOOD. 


CHAPTER  ONE 
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We're  sorry  that  our  new  24-wire  Pinwriter*  P5200  and  P5300  printers  can't  do  much  for  the 
quality  of  your  writing.  But  they  can  certainly  do  wonders  for  the  way  it  looks.  The  secret  is  the 
ribbon.  Other  dot  matrix  printers  only  use  a  fabric  ribbon.  Our  Pinwriters  print  with  both  a  fab- 
ric and  a  letter-quality,  multi-strike  film  ribbon— the  same  kind  used  on  executive  typewriters. 

The  NEC  Pinwriters  can  also  enhance  your  writing  in  other  ways.  They  have  seven  resident 
type  styles.  Plus  four  more  are  available  on  plug-in  font  cards.  Which  means  you  can  express 
your  thoughts  with  just  the  right  typeface.  You  can  also  get  an  inexpensive,  user-installed  color 
option.  And  if  graphics  are  part  of  your  story,  these  Pinwriters  produce  the  highest  resolution 
of  any  printer  you  can  buy. 

Call  NEC  Information  Systems  at  1-800-343-4418  to  see  N§CPRWT^TI^_OND[ STC 

how  much  better  our  new  Pinv 


iy  primer  you  can  Duy. 

"all  NEC  Information  Systems  at  1-800-343-4418  to  see 
much  better  our  new  Pinwriter  P5200  and  the  wider 

P5300  can  make  your  writing  look. 
Whether  you're  a  budding 

Hemingway,  or  a 
*      Hemingway  &  Company. 


IWANTTHEMTO. 

NEC 
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NEC  Intormauon  Systems,  Depi.  1610,  1414  Massachusetts  Ave  ,  Boxborough,  MA  01719. 
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September,  Sculley  made  sure  that  mar- 
gins would  stay  where  they  are  by  or- 
dering price  increases  of  as  much  as 
29%.  The  move,  blamed  on  rising  chip 
prices,  doesn't  seem  to  have  hurt  overall 
sales.  Although  some  customers  are 
grumbling  about  the  increase,  demand 
remains  high  for  Apple  machines,  and 
Wall  Street  expects  the  company  to  re- 
port a  40%  gain  in  revenues,  to  $1.4  bil- 
lion, for  the  December  quarter. 

But  some  observers  think  the  move  is 
shortsighted.  While  Apple's  revenues  in- 
creased by  53%  to  $4.1  billion  in  the  year 
ended  Sept.  30,  its  share  of  worldwide  PC 
shipments  grew  only  by  6%  (chart).  "Ap- 
ple has  a  window  of  opportunity  to  sig- 
nificantly expand  market  share,"  says 
Jonathan  Seybold,  publisher  of  the  Sey- 
bold  Report  on  Desktop  Publishing.  "If 
I  were  Apple  I'd  be  going  for  market 
share  at  the  expense  of  profit  margins." 


Jobs's  management  team  are  on  their 
way  out.  Senior  Vice-President  Delbert 
W.  Yocam  will  retire  this  year,  and  Deb- 
orah A.  Coleman  will  take  a  leave  of 
absence  and  is  being  replaced  as  CFO. 
Yocam  was  once  viewed  as  a  likely  can- 
didate for  the  Apple  presidency — a  title 
that  Sculley  retained  when  he  became 
chairman.  Now  the  most  likely  heir  ap- 
pears to  be  Allan  Z.  Loren,  50,  a  former 
insurance  company  executive  who  eame 
to  Apple  in  June,  1987,  to  run  the  compa- 
ny's computer  systems  and  has  been  ris- 
ing ever  since.  Last  summer  Sculley 
made  him  head  of  all  domestic  sales  and 
marketing  activities,  bypassing  Charles 
M.  Bosenberg,  who  announced  his  resig- 
nation on  Jan.  10.  Loren's  rival  is  Jean- 
Louis  Gassee,  44,  the  iconoclastic 
Frenchman  who  wears  a  diamond  ear- 
ring and  heads  product  development. 
The  pair  represent  the  two  poles  of  Ap- 


APPLE  HAS  MADE  TREMENDOUS 
FINANCIAL  STRIDES... 


...BUT  GAINS  IN  MARKET 
SHARE  HAVE  COME  SLOWLY 


DATA:  COMPANY  REPORTS,  VOLPE 


DATA:  DATAQUEST  INC. 


Even  within  Apple,  the  decision  not  to 
grab  market  share  is  controversial.  "I'm 
on  record  against  it,"  says  William  V. 
Campbell,  former  executive  vice-presi- 
dent for  sales  and  president  of  Claris 
Corp.,  Apple's  software  subsidiary. 
growing  pains.  Sculley  is  by  no  means 
averse  to  rapid  expansion.  Indeed,  his 
goal  is  to  make  Apple  a  $10  billion  com- 
pany by  around  1993.  That  would  mean 
25%  annual  growth  at  a  time  when  some 
analysts  predict  that  PC  industry  growth 
will  slow,  dropping  from  last  year's  22% 
to  perhaps  15%  or  less  in  1989.  To  contin- 
ue outperforming  the  market,  Sculley 
has  rebuilt  the  Apple  organization, 
boosting  the  payroll  by  50%,  to  10,000 
employees  in  the  past  year.  He  has  add- 
ed lots  of  young  MBAs  to  middle  man- 
agement and  packed  the  executive  suite 
with  veterans  from  IBM,  DEC,  and  other 
major  computer  makers. 

The  changes,  including  a  major  reor- 
ganization in  August,  has  caused  up- 
heaval. The  last  members  of  Steven  P. 


pie's  culture:  management  discipline  and 
technical  creativity. 

Balancing  both  forces  was  a  challenge 
back  when  Sculley  was  hired  by  Jobs  in 
1983.  It  remains  the  chairman's  chief 
concern.  By  the  time  the  company  hits 
$10  billion,  Sculley  figures  Apple  will 
have  25,000  employees.  Even  so,  he 
wants  to  keep  the  organization  as  flat  as 
possible.  "We  wanted  to  purge  the  early 
signs  of  bureaucracy,"  says  Sculley. 
"We  went  through  more  change  [in 
1988]  than  when  Steve  Jobs  left  in  1985." 
Now  Apple  is  broken  up  into  four  rela- 
tively free-standing  units:  Loren's  Apple 
USA,  Gassee's  Apple  Products,  Apple  Eu- 
rope, and  Apple  Pacific. 

The  master  plan,  dubbed  New  Enter- 
prise, is  a  blueprint  for  Apple's  corpo- 
rate structure  and  internal  communica- 
tions system  through  1992.  Loren, 
consultants,  and  600  Apple  employees 
worked  on  the  plan,  which  calls  for  ev- 
erything from  a  computer  data  base 
available   to   all   employees   to   satellite 


meetings  between  Sculley  and  employ 
ees  around  the  world.  Sculley  wants 
New  Enterprise  to  be  a  model  for  how 
21st  century  corporations  will  work — us- 
ing electronic  communications  to  keep 
diverse,  autonomous  groups  focused  on 
common  corporate  goals. 

Visionary  organizational  design  may 
help  Apple  reach  its  goal  without  spin 
ning  out  of  control,  but  critics  say  that 
Apple  needs  visionary  products,  too. 
"The  real  challenge  will  be  what's  be- 
yond the  current  marketing  momen 
turn,"  says  Hambrecht  &  Quist  analyst 
Bruce  Lupatkin.  "We  haven't  seen 
product  from  the  incumbent  group  that's 
truly  their  own." 

the  status  QUO.  The  one  potentially  sig- 
nificant innovation  Sculley's  team  didn't 
inherit  is  a  software  package  called  Hy 
perCard.  Written  by  Apple  fellow  Bill 
Atkinson,  a  prominent  software  develop- 
er, HyperCard  is  a  primitive  form 
of  so-called  object-oriented  pro- 
gramming that  enables  PC  users  to 
write  rudimentary  programs  by 
assembling  images  that  represent 
prefabricated  computer  code.  "Hy- 
perCard shows  we  can  do  some- 
thing revolutionary  on  the  current 
Mac,"  boasts  Sculley,  who  has  per- 
sonally championed  the  product. 

Maybe.  But  it's  hardly  a  revolu- 
tion by  computer  industry  stan- 
dards. It  is,  however,  an  example 
of  Sculley's  program  of  evolution: 
It  extends  the  capabilities  of  the 
Macintosh  without  destroying  the 
status  quo — the  way  revolutions 
do.  As  IBM's  recent  experience  in 
the  personal  computer  market 
shows,  revolutions  can  create 
problems  bigger  than  those  they 
are  intended  to  solve.  When  Big  Blue 
introduced  a  revolutionary  PS/2  product 
line  that  was  incompatible  with  older 
PCs,  it  set  out  to  clobber  the  PC  doners. 
Instead,  customers  were  confused,  and 
IBM's  market  share  suffered  as  a  result. 
For  now,  Sculley's  approach  is  work- 
ing. But  by  the  early  1990s,  evolving  the 
basic  Mac  won't  be  enough,  says  analyst 
Cayne.  To  sustain  its  claim  to  being  the 
top  technical  innovator  in  the  PC  market, 
Apple  will  have  to  come  up  with  some- 
thing as  revolutionary  as  the  original 
Mac  was  in  its  day,  Cayne  figures.  If  it 
fails  to  do  that,  Apple  won't  go  into  a 
sudden  decline.  Indeed,  it  will  always  be 
able  to  make  a  nice  living  by  selling  new 
Macs  to  its  legions  of  faithful  custom- 
ers. But  it  won't  bear  much  resemblance 
to  that  revolutionary  gang  that  turned  a 
generation  of  youth  on  to  computers  and 
then  took  its  radical  Macintosh  into  the 
heart  of  Corporate  America. 

By  Maria  Shao  in  Cupertino,  with  Geoff' 
Lewis  in  New  York 
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Are  You  Getting 
An  Edge  On 
The  Competition? 

Important  changes  in  the  securities  industry  are  taking  place  every  day. 
Globalization  of  the  marketplace  and  increased  participation  from  banks  are 
making  the  industry  more  crowded  and  competitive.  Changes  are  coming  more 
rapidly  than  at  any  other  time  in  the  business. 

How  can  you  keep  up  with  all  the  latest  developments  and  gain  insight  on  their 
impact  to  your  business? 

By  subscribing  to  SECURITIES  WEEK— the  publication  that  built  its  reputation 
on  providing  dependable,  accurate  news  exclusively  devoted  to  the  securities 
industry. 

SECURITIES  WEEK,  the  premier  industry  newsletter,  offers  a  wealth  of  hard- 
hitting news  on  securities,  futures  and  options,  financial  services,  and  related 
businesses.  For  15  years,  through  bull  and  bear  markets,  SECURITIES  WEEK 
has  been  the  authoritative  source  for  securities  industry  news.  Every  week  our 
staff  of  reporters  brings  you  the  latest  stories  on  new  products,  issues, 
regulatory  changes,  and  staff  changes  in  your  business.  Our  news  reports, 
many  times,  are  ahead  of  the  daily  press.  What's  more,  we  offer  you  the  kind  of 
thorough  analysis  of  your  business  that  is  not  found  elsewhere. 

Every  week  our  reporters  look  for  those  stories  which  help  you  in  your  day-to-day 
decision  making.  In  each  issue,  we  offer  our  readers  more  than  25  reports  on 
news  affecting  the  securities  industry.  Since  1973,  we  have  offered  readers  the 
kind  of  insightful  stories  not  available  from  other  publications. 

Don't  delay!  Take  advantage  of  this  offer  to  subscribe.  Just  fill  out  the  coupon 
below  or  call  our  Circulation  Dept.  (800)  445-9786  or  (212)  512-2184.  If  at  any 
time  you  are  not  satisfied,  we  will  gladly  refund  your  money. 


J  Yes,  sign  me  up  for  a  full  year  subscription  to 
SECURITIES  WEEK  at  $1,025  U.S.  Can.  ($1,035  Int'l.) 


J  Check  enclosed 
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The  $2,000  Portable  Cellular  Telephone 
Used  To  Make  Sense,  Too . 


It's  a  fact  of  life.  When  any  new  elec 
tronic  gadget  hits  the  market,  it  costs  an 
arm  and  a  leg.  Yet  invariably,  somebody 
comes  along,  takes  a  fresh  look,  and  fig- 
ures out  a  way  to  build  an  improved  ver- 
sion for  much  less. 

You've  seen  it  happen  to  video 
recorders.  Pocket  calculators.  Com- 
puters. We've  done  it  ourselves  with 
home  satellite  TV  and  private-air- 
craft avionics.  Now  it's  the  por- 
table cellular  phone  s  turn. 

Introducing  The  CP832 
Portable  From  STS.  $695 
Complete. 

Compare  specs  and 
you'll  find  the  STS  portable 
offers  all  the  features  of  its 
higher-priced  counter- 
parts. Memory  dial.  Call  re- 


striction. Lighted  LCD  display.  Plus  a 

leather  carrying  case,  recharger,  12V 

car  adapter  and  detachable  antenna. 

Others  might  call  these  options. 

But  in  our  minds,  a  portable 

phone  wouldn't  be  portable 

without  them. 


Deal  Direct  With  The 
Experts. 

This  makes  a  lot  of 
sense.  When  you  call  with 
^jjl  a  question,  you  speak 

9^  directly  to  the  people 

who  design  and 
build  the  CP832. 
So  you  get  real  an- 
swers   from    real 
experts. 
Our  approach  to  service  is  just  as  di- 
rect. Should  your  STS  portable  ever  need 
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Features 

STS 
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GE 
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Leather  Case,  Kecharger, 
Auto  Adapter 
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Extra 

Kxtra 
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i  r>-D.t\  Money  Back 
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service,  send  it  straight  to  us.  We  offer  a  48- 
hour  repair  turnaround.  Plus  a  one-year  lim- 
ited warranty  on  parts  and  labor  with  a  no- 
questions-asked,  15-day  money-back  guar- 
antee. Whew. 

Picking  Up  Our  Phone's  As  Easy  As 
Picking  Up  Yours. 

Just  call  1-800-888-4566  toll-free.  We'll 
answer  any  questions.  Including  whether  the 
CP832  is  right  for  you. 

When  you're  ready  to  order,  well  ship 
your  phone  Federal  Express8  within  two 
working  days.  Meanwhile,  we'll  set  you  up 
with  local  cellular  service.  So  when  your  phone 
arrives,  you're  ready  to  go. 

Order  your  STS  portable  cellular  tele- 
phone today.  You'll  wonder  how  you  ever  got 
along  without  it.  But  at  this  price,  you  11  be  glad 
you  waited  till  now. 

CP832 

Portable  Cellular  Telephone 

$695"  Complete 

i  In  Missouri  add  $39. 79  sales  ux) 

ORDER  TODAY  TOLL-FREE 
1-800-888-4566 

(Moa-Fn..  &00a.m.-«:00  prn.  CSD  Visa  MasterCard  accepted 


11601  Lilburn  Park  Road.  St.  Louis.  MO  63146 

Upon  activation  of  your  irlephnnr    fm  *-'  Mm  x-rwe  and  rrothh  bib 
ihiLu  iamei    \  v^i  between  rou  and 

thr  .umrr  once  the  tanvr  approve*  and  activate*  vour  request  for  lemct 
The  terms  of  the  wrvxe  ..onlracl  are  atarfable  upon  n 
IVpt  •l1nieb*»edonce*jtar  tenner  drammed  bv  STS 
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POLICY  I 


SCIENCE  LIGHTS  A  BUNSEN  BURNER 
UNDER  WASHINGTON 


Researchers  are  putting  their  internecine  squabbles  aside  to  lobby  the  Bush  Administration 


The  Reagan  Administration  loved 
Big  Science.  It  launched  a  series  of 
multibillion-dollar  megaprojects,  in- 
cluding the  Superconducting  Super  Col- 
lider (SSC)  and  the  space  station.  But  last 
year  Congress  balked  at  paying  the  full 
tab.  The  ax  was  falling  on  the  federal 
budget,  and  science  was  competing  with 
other  costly  priorities  such  as  a  national 
program  to  treat  AIDS. 

The  scientists  didn't  help.  High- 
energy  physicists  who  wanted  the 
SSC  attacked  the  space  program, 
while  physicists  working  on  high- 
temperature  superconductors  main- 
tained that  the  SSC  could  be  delayed. 
"The  sniping  and  carping  is  disturb- 
ing and  destructive,"  warned  Na- 
tional Academy  of  Sciences  Presi- 
dent Frank  Press  last  spring. 
united  front.  Now,  Press  and  oth- 
er science  leaders  have  decided  it 
was  high  time  for  the  technologists 
to  declare  a  cease-fire.  So  on  Jan.  5, 
the  NAS,  the  National  Academy  of 
Engineering,  and  the  National  Insti- 
tutes of  Health  rolled  out  a  series  of 
recommendations  for  the  Bush  Ad- 
ministration. 

They  call  for  the  Bush  White 
House  to  play  a  more  powerful  role 
in  making  choices  among  big  pro- 
jects. And  they  attempt  to  set  some 
priorities — a  signal  that  the  scientif- 
ic community  is  trying  to  present  a  unit- 
ed front  to  the  new  Administration.  "Un- 
til now,  the  science  and  technology 
community  has  been  utterly  weak  in  its 
political  acumen,"  says  Roland  W. 
Schmitt,  president  of  Rensselaer  Poly- 
technic Institute  and  former  chairman  of 
the  National  Science  Board. 

It  is  clear  that  Congress  will  have  to 
make  draconian  choices  if  the  scientists 
or  the  Administration  can't  decide 
among  themselves.  Last  year,  President 
Reagan  wanted  to  allocate  an  additional 
$3  billion  to  science  and  technology  but 
Congress  shifted  $1  billion  of  that  sum 
back  into  domestic  programs.  That's  be- 
cause all  civilian  science  and  technology 
funding  comes  out  of  the  nondefense 
discretionary  budget — as  does  funding 
for  housing,  health  care,  and  a  wide  vari- 
ety of  other  domestic  programs. 


Meanwhile,  the  National  Science 
Foundation,  which  supports  most  of  the 
basic  research  conducted  at  U.  S.  univer- 
sities, wants  to  double  its  budget  to  $3 
billion  over  five  years.  Over  the  next  six 
years,  funding  for  the  space  station,  the 
SSC,  and  a  project  to  map  the  human 
genetic  code  alone  are  expected  to  total 
more  than  $28  billion. 


ogy,  is  expected  to  back  research  initia- 
tives. And  the  loss  of  American  industri- 
al competitiveness  is  likely  to  push  Bush 
toward  selecting  a  science  adviser  from 
industry  rather  than  from  academe. 
"Science  and  technology  are  the  critical 
underlying  factors  driving  the  world 
economy  right  now,"  says  Assistant 
Commerce   Secretary   D.   Bruce   Merri- 


NAS  PRESIDENT  PRESS:  "SNIPING  AND  CARPING  IS  DISTURBING  AND  DESTRUCTIVE' 


The  scientists  are  hopeful  that  Presi- 
dent-elect George  Bush  will  help  them 
get  a  heftier  share  of  the  budget  pie. 
"We're  impressed  with  the  receptivity  at 
the  White  House  to  some  of  the  ideas 
we've  put  forward,"  says  Press. 

Bush's  Chief  of  Staff,  New  Hamp- 
shire Governor  John  H.  Sununu,  who 
holds  three  engineering  degrees  from 
the  Massachusetts  Institute  of  Technol- 


'Science  and  technology  are 

. . .  driving  the  world 

economy  now.  It's  innovate, 

automate,  or  evaporate' 


field,  who  will  soon  retire  after  seven 
years  of  backing  measures  to  foster 
competitiveness  in  Washington.  "It's  in- 
novate, automate,  or  evaporate." 
cabinet  post.  To  keep  the  U.  S.  competi- 
tive, the  academies  are  urging  Bush  to 
take  his  cue  from  the  Eisenhower-Ken- 
nedy eras,  when  the  Presidential  science 
adviser  was  instrumental  in  formulating 
technology  policy.  During  the  Reagan 
years,  the  science  adviser  had  little  visi- 
ble influence  and  no  authority  to  push 
policy  through.  But  now  the  scientists 
are  asking  Bush  to  elevate  the  post  to 
Cabinet  rank.  In  the  eyes  of  the  science 
community  that  would  give  the  post 
greater  prestige  and  the  science  adviser 
the  power  to  act  more  quickly  on  science 
policy.  "The  times  are  driving  this  ef- 
fort," says  the  science  academy's  Press. 
The  scientific  community  stops  short 
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How  Farsighted  Executives  Are 
Using  Their  PC's  For 
The  Fun  Of  Profit. 


By  William  J.  Spink 

For  years  now  you've  been  hearing 
about  the  wonderful  things  personal  com- 
puter will  do  for  The  Executive  of  the 
80s— at  least  in  theory. 

But  what's  the  reality?  Can  a  PC  help 
you  enjoy  your  work  more  and  show  a 
greater  profit,  here  and  now?  According 
to  your  peers,  the  answer  is  "yes." 

"With  just  a  few  keystrokes,"  says 
Al  Lynch,  Director  of  Corporate  Planning 
and  Research  for  JC  Penney  Company,  "I 
can  screen  companies,  find  possible  ac- 
quisitions or  'scope-out'  competitors.  It's 
a  real  competitive  edge." 

Walt  Casey,  V.P.  of  Communications 
at  ConAgra  says,  "I  spend  a 
lot  of  time  each  day  poking  in- 
to this  and  tracking  that.  It's 
much  easier  when  you  can  im- 
mediately get  the  facts  from  a 
computer,  rather  than  having  to 
make  a  series  of  phone  calls!' 

"One  of  Dow  Jones 
News/ Retrieval's  services, 
QuickSearch,  is  a  Godsend;' 
adds  Jim  Posner,  a  respected 
retail  consultant.  "It  gives  me 
detailed  corporate  reports 
within  minutes— I  don't  even 
have  to  leave  the  office!' 

Instant  information:  the 
executive  advantage. 

To  lead  in  today's  marketplace,  you 
need  information  like  that"  Lynch  says, 
snapping  his  fingers. 

He  recalls  an  example  of  how  Dow 


Jones  News/ Retrieval"— the  business 
and  financial  information  service  from 
Dow  Jones  &  Company,  Inc.— gave 
JC  Penney  Company  a  real  advantage. 

"Let's  just  say  that  a  'major  player' 
in  our  industry  was  being  acquired.  With- 
in a  few  hours  we  knew  more  about  the 
take-over  candidate  than  the  bidder  did. 
Honestly,  we  knew  more  than  some  in- 
vestment bankers  did. 

Decision-making  with 
the  leading  edge. 

"Then  we  started  getting  the  cor- 
porate insider  trading  data,"  Lynch  con- 
tinues. "It  showed  us  some  things  that 
influenced  a  major  deal. 


What  can  you  get  from  your  PC? 
I  )ow Jones  News/Retrieval  w-->  you 

•  Exclusive  online  act  ess  to  the  full 

text  of  The  Wall  Street  Journal 

•  Current  and  historical  stock  quo 

•  Business  news  as  it  happens 

•  10-K  and  10-Q  data 

•  Leading  investment  analysts'  reports 

•  Complete  corporate  profiles 

Over 40  services  including  MCI  Mail; 
the  Official  Airline  Guide   and  more. 


Al  Lynch 

Walt  Casey 

James  Posner 

irector  of  Planning 

\  in' President, 

President, 

and  Research, 

Corp.  Communications, 

James  Posner 

JCPenney  Co. 

ConAgra,  Inc. 

Assoc.  Ltd. 

'This  service  really  makes  a  differ- 
ence in  the  day-to-day7  running  of  your 
business.  It  can  pay  for  itself  very  quickly!' 
Surprisingly  easy. 

All  you  need  to  access  the  service  is 
a  PC  and  modem.  Using  the  service  is 


"No  problem!'  according  to  Posner. 

'There's  no  difficulty  using  the  ser- 
vice. I  ask  for  pointed,  specific  informa- 
tion and  get  exactly  what  I  need.  It's 
much  easier  than  manual  research!' 
Walt  Casey  agrees.  "Dow  Jones 
News/Retrieval  is  simple  enough  for  any- 
one who's  at  all  comfortable  with  com- 
puters to  use  it  effectively  from  their 
very  first  day  online." 

Making  the  right  decision. 

There  are  hundreds  of 
online  information  services, 
many  offering  business  data. 
How  can  you  pick  the  best  one? 
"It  was  apparent  from  the 
first  step  that  the  most  useful 
system  was  Dow  Jones 
News/Retrieval!'  remembers 
Casey.  "It  offers  so  much  of 
the  information  you're  looking 
for— from  general  news  and 
stock  quotes,  to  data  on  our 
company  and  industry.  It  was 
the  best  single  source!' 

"I've  had  other  services, 
but  Dow  Jones  News/Retrieval  has  the 
most  useful  business  information  in  the 
right  form!'  says  Posner.  'The  time  I 
spend  'playing'  on  the  computer  makes 
more  money  for  me— and  for  my  clients!' 
Now  that's  the  fun  of  profit!  ■ 


I 


I 


Experience  the  fun  of  profiting  from  your  PC. 

For  a  free  trial,  or  more  information  on  how  your  business  can  profit 
from  a  Dow  Jones  News/Retrieval  Membership, 
call  1-800-321-7176,  Ext.  135Y  today. 

Or  fill  out  this  coupon  and  mail  to  the  address  below. 


Name 


I     Company 


City/State/Zip . 


.Titie_ 

Address 

Daytime  Phone. 


Dow  Jones  News/Retrieval,  Post  Office  Box  186,  Drexel  Hill,  PA  19026-99/3 

x  Jones  r^fews/RETRiE\Ai; 


D(JKJ( 


n  mi  I K  i\\  l>  mes  &  i  i  impany  Iik 

-  The  information  that  powers  toddy's  business 
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Are  You  Getting 
An  Edge  On 
The  Competition? 


Important  changes  in  the  securities  industry  are  taking  place  every  day.  Globalization 
of  the  marketplace  and  declining  volume  are  making  the  industry  more  competitive 
than  ever.  Changes  are  coming  more  rapidly  than  at  any  other  time  in  the  business. 

How  can  you  keep  up  with  all  the  latest  developments  and  gain  insight  on  their 
impact  on  the  brokerage  business? 

By  subscribing  to  SECURITIES  WEEK-the  publication  that  built  its  reputation  on  pro- 
viding dependable,  accurate  news  exclusively  devoted  to  the  securities  industry. 

CURITIES  WEEK,  the  premier  industry  newsletter,  offers  a  wealth  of  hard-hitting 
news  on  securities,  futures  and  options,  financial  services,  and  related  businesses. 
Our  news  reports,  many  times,  are  ahead  of  the  daily  press.  We  offer  you  the  kind  of 
thorough  analysis  of  Wall  Street  that  is  not  found  elsewhere. 

Don't  delay!  Take  advantage  of  this  offer  to  subscribe  for  a  full  year  at  $1,075  ($1,085 
outside  U.S.  &  Canada).  Just  call  our  Circulation  Dept.  (800)  445-9786  or  (212)  512- 
2184.  If  at  any  time  you  are  not  satisfied,  we  will  gladly  refund  your  money. 


When  Friend  fell,  he  called  for  Help, 


but  Confusion  came  instead. 


At  last  Help  came,  and  Help  knew  what  to  do. 
In  times  of  emergency,  are  you  Help? 
If  not,  learn  Red  Cross  First  Aid  where  you  work 
or  call  your  local  chapter. 


American  Red  Cross 


+ 


(.[HFH  n 


of  suggesting  that  some  big  projects  be 
scuttled  to  free  up  funds  for  others. 
However,  the  NAS  report  suggests  that 
funding  for  the  $24  billion  space  station 
should  not  be  provided  until  the  White 
House  establishes  long-range  goals  in 
space.  It  suggests  that  such  an  under- 
taking would  be  justified  only  if  it  were 
used  as  a  stepping-stone  for  manned 
space  exploration,  not  merely  as  a  lab- 
oratory for  esoteric  scientific  experi- 
ments— the  current  rationale.  Not  sur- 
prisingly, Congress  agrees.  It  has 
delayed  the  release  of  $515  million  for 
the  project  until  May,  giving  the  new 
Administration  time  to  clarify  the  objec- 
tives of  the  space  program. 

The  scientists  have  also  embraced  a 
Reagan  Administration  idea  of  privatiz- 
ing some  federal  research  facilities  to 
leverage  research  dollars.  The  white  pa- 


Scientists  have  embraced  the 

Reagan  Administration  idea 

of  privatizing  some 

federal  research  facilities 


pers  suggest  turning  several  of  NASA's 
research  centers  over  to  universities, 
and  they  recommend  funding  more  coop- 
erative research  consortiums  of  industri- 
al and  academic  scientists.  A.  recent 
Presidential  commission  suggested  us- 
ing consortiums  to  conduct  long-term  re- 
search on  the  commercial  applications  of 
high-temperature  superconductors. 
bickering.  It's  unclear,  however,  how 
long  the  spirit  of  rapprochement  will 
last.  While  the  scientific  community 
agrees,  for  example,  that  science  educa- 
tion must  be  strengthened  even  if  some 
large-scale  projects  lose  their  funds, 
some  insiders  say  that  the  effort  is  just 
papering  over  differences  that  will 
emerge  as  the  budget  process  gets  into 
high  gear.  Physicists,  for  example,  are 
expected  to  continue  to  be  at  odds  with 
their  fellow  scientists  over  the  need  for 
the  SSC.  "It's  not  going  to  end  any 
squabbling,"  says  a  congressional  aide. 
Nevertheless,  the  cooperation  indi- 
cates that  the  scientific  community  real- 
izes it  can  no  longer  afford  ivory-tower 
bickering  over  research  funding,  but 
must  work  more  closely  together  and 
cooperate  with  industry.  Says  Com- 
merce's Merrifield:  "The  Academy  is 
saying,  'Let's  wake  up  now  and  get  our 
act  together.'  "  In  an  era  of  escalating 
international  competition  and  tightening 
restraints  on  the  budget,  there's  very 
little  time  to  waste. 

By  Fiances  Seghers  in  Washington 


AN 
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The  advertisers  listed  here  are  making  information  available 
with  their  compliments.  For  type  of  information,  see 
categories  below.  To  obtain  information,  see  adjoining  page. 
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1.  Anritsu  Corporation 
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PULL     DOWN 


You  can  spend  $500,000  on  an  elaborate 
fire  protection  system.  But  if  you  neglect  to 
replace  a  $50  battery  somewhere  in  that  sys- 
tem, you  may  not  be  fully  protected. 

Your  property  could  be  in  danger.  As  well 
as  your  employees. 

A  dead  battery.  A  blocked  sprinkler.  A  dis- 
connected phone  line.  Those  are  just  a  few  of 
the  potentially  catastrophic  oversights  that  are 
detected  on  a  regular  basis  by  CIGNA  Loss 
Control  Services  professionals.  Oversights  that 
turn  up  in  about  30%  of  the  fire  protection  sys- 
tems we  survey. 

But  fire  isn't  the  only  risk  a  business  may 
encounter.  Which  is  why  we  have  loss  control 
professionals  in  every  area  from  product  safety 
to  building  construction. 


All  in  all,  we  have  over  500  of  these 
specialists-each  with  the  experience  and 
depth  of  knowledge  they  need  to  find  the 
problems  you  don't  need. 

But  our  people  don't  just  point  out  prob- 
lems. They  point  out  solutions.  Solutions  tailored 
to  the  unique  characteristics  of  your  business. 

Unfortunately,  too  many  businesses  wait  for 
a  loss  to  occur  before  they  decide  to  imple- 
ment a  loss  control  program.  Don't  be  one  of 
them.  Write  CIGNA  Loss  Control  Services,  Inc., 
Dept.  R14,  One  Logan  Sq„  Philadelphia,  PA  19103. 

Pinpointing  dangers  before  they  become 
disasters.  It's  just  one  more 
example  of  CIGNA's 
commitment  to  person- 
alized service  to  business. 


CIGNA 
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TED  BY  EMILY  T    SMITH 


S  HALFTIME  FOLKS 

PUT  OH  YOUR  3-D  GLASSES 


Ialftime  during 
Super  Bowl 
XXIII  will  unleash  a 
new  dimension  in  TV 
viewing — a  three-di- 
mensional show  fea- 
turing laser  beams 
and  pyrotechnics. 
Also,  Coca-Cola  USA 
will  air  a  Diet  Coke 
commercial  in  3-D. 
To  gain  a  sense  of  depth,  TV  watchers  must  wear  special 
yeglasses  that  Coca-Cola  is  giving  away  with  purchases  of 
*iet  Coke.  But  viewers  without  the  glasses  won't  notice  any- 
thing unusual.  That's  why  the  TV  industry  is  excited  about  the 
echnique,  which  was  developed  by  Nuoptix  Associates  Inc.,  a 
Vestlake  Village  (Calif.)  startup. 

Fifties  flings  with  3-D  movies  involved  two  side-by-side  im- 
,ges  on  the  screen.  Colored  glasses  filtered  the  images  so  only 
>ne  came  through  to  each  eye,  creating  an  illusion  of  depth. 
■Vithout  the  glasses,  the  picture  was  so  fuzzy  that  some 
•iewers  got  dizzy.  But  Nuoptix  exploits  the  so-called  Pulfrich 
iffect:  A  sense  of  depth  is  produced  if  the  light  from  a  moving 
)bject  arrives  at  one  eye  slightly  after  it  reaches  the  other, 
rhe  problem  with  this  technique  is  that  it  only  works  with 
notion.  If  there  is  little  or  no  movement  in  the  scene,  the 
camera  must  pan  back  and  forth  constantly. 


1MED-RELEASE  FLAVOR 
>R  CHOOSY  GUM  CHEWERS 


Mfht'ti   it  comes  to  chewing  gum,  there's  just  one  big 

WW  question,  asked  in  an  old  song:  "Does  your  chewing 

,  gum  lose  its  flavor  on  the  bedpost  overnight?"  Unfortunately, 

[mint,  cinnamon1,  and  other  gum  flavors  often  lose  their  zip 

long  before  bedpost  time,  after  just  five  minutes  of  chewing, 

because  the  flavorings  dissolve  so  easily  in  saliva. 

Now  a  startup  based  in  Redwood  City,  Calif.,  believes  that  a 
technology  it  developed  as  a  drug  and  cosmetic  delivery  sys- 
tem can  prolong  the  life  of  flavorings  in  gums  and  candies. 
Advanced  Polymer  Systems  Inc.'s  tiny,  inert-polymer  "micro- 
sponges"  trap  flavor  in  nooks  and  crannies,  then  release  it 
slowly  "every  time  you  squeeze  or  chew,"  says  Sergio  Nacht, 
vice-president  for  research  and  development.  Wm.  Wrigley  Jr. 
Co.,  makers  of  the  venerable  Wrigley's  brand,  has  exclusive 
rights  to  adapt  microsponges  for  chewing-gum  products. 


IT  TAKES  A  TOUGH  METAL 
TO  MAKE  A  TIHY  MACHIHE 


Ant-sized  robots  and  pin-size  Roto-Rooters  are  just  two 
"micromachines"  that  may  one  day  help  manufacture 
products  or  unclog  arteries.  West  Germany's  Karlsruhe  Nucle- 
ar Research  Center  has  spent  eight  years  and  $30  million 
pioneering  methods  tor  making  microscopic  metal,  plastic,  and 
electronic  machine  parts.  Now  Wolfgang  Ehrfeld,  who  once 
headed  thai  research,  has  joined  Steag,  an  Essen-based  compa- 
n\.  to  begin  creating  tomorrow's  microtool-and-die  industry. 
Mosl  micromachine  research  now  relies  on  silicon  and  the 

fabrication  techniques  developed  for  making  computer  chips. 


But,    aj    Ehrfeld,  silicon  isn'1  a  •■<■,-,  versatile  material,  and 
chipmaking  methods  can'1  produce  thick,  three-dimensional 

parts.  So  he  uses  high-energy  X-rays  to  carve  deep  cavitii 
special  polymers,  then  fills  these  minuscule  molds  with  metal, 
using  Standard  electroplating  techniques.  The  resulting  parts 
can  be  up  to  400  or  500  microns  thick,  nearly  10  times  the 
depth  achievable  with  chipmaking  processes. 

Ehrfeld's  ideas  have  recently  been  picked  up  by  researchers 
at  the  University  of  Wisconsin  at  Madison.  Because  metal 
parts  conduct  electricity,  microswitches  will  be  a  good  applica- 
tion, says  Professor  Henry  Guckel,  head  of  the  Wisconsin 
effort.  Tiny  accelerometers  are  another:  They  could  detect  a 
sudden  decrease  in  a  car's  speed  and  trigger  airbags  to  inflate. 


HITTING  THE  BULL'S-EYE 

OF  CANCEROUS  CELLS 


Zapping  cancers  with  radiation — gamma  rays,  electron 
beams,  or  X-rays — would  be  a  lot  more  beneficial  if  it 
didn't  also  kill  nearby  healthy  tissue.  Now  a  radiation  tech- 
nique developed  by  Fermi  National  Accelerator  Laboratory 
and  Loma  Linda  University  Medical  Center  may  overcome  that 
drawback.  Fermilab  researchers  have  designed  a  machine  that 
can  precisely  direct  a  barrage  of  protons  at  a  tumor — without 
serious  harm  to  surrounding  tissue. 

"Proton  beams  deposit  very  little  energy  and  therefore 
cause  very  little  damage  to  healthy  tissue,"  explains  Lee  Teng, 
the  Fermilab  physicist  who  spearheaded  development  with 
funding  from  Loma  Linda  and  the  Energy  Dept.  Moreover, 
protons  can  be  focused  in  a  tight  beam,  and  the  energy  of  the 
beam  can  be  regulated  so  that  it  penetrates  just  to  the  cancer 
and  not  beyond.  "That  makes  it  particularly  good  for  deep 
cancers  in  internal  organs  or  bones,"  says  Teng. 

Loma  Linda  will  begin  treating  patients  this  summer  at  a 
new,  $40  million  center  in  Loma  Linda,  Calif.  Science  Applica- 
tions International  Corp.  in  La  Jolla,  Calif.,  has  licensed  the 
technology  and  will  build  accelerators  for  other  hospitals. 


NOW  PARALYZED  PEOPLE 
CAN  SPEAK  WITH  THEIR  EYES 


It  sounds  like  something 
out  of  a  science  fiction 
movie:  planting  electrodes 
in  the  human  skull  and 
hooking  them  up  to  a 
computer.  But  research- 
ers at  San  Francisco's 
Smith-Kettlewell  Eye  Re- 
search Institute  are  do- 
ing just  that — to  help  se- 
verely paralyzed  patients 
communicate. 

With  the  Brain  Re- 
sponse Interface  (BRD,  people  who  can't  speak  can  spell  words 
and  compose  sentences  just  by  looking  at  a  computer  screen. 
"Most  paralyzed  people  can  still  move  their  eyes,"  notes  Dr. 
Erich  E.  Sutter,  head  of  the  project.  And  since  the  user  has  to 
look  at  a  letter  or  word  for  only  about  a  second,  entire  sen- 
tences can  be  printed  out  fast  enough  to  cam-  on  a  conversa- 
tion. The  computer  screen  is  divided  into  64  boxes,  each  con- 
taining a  letter,  number,  or  commonly  used  word.  When  the 
person  stares  at  one  box,  the  electrodes  pick  up  a  signal  and 
relay  it  to  the  computer.  So  far  the  BRI  has  been  implanted  in 
only  one  subject,  an  Oregon  doctor  suffering  from  Lou  Geh- 
rig's Disease.  He  has  been  able  to  resume  part  of  his  practice 
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Can  A  Better 
Image  Improve 

Customer  Service? 

BankOnIt. 
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Customer  comes  in  for  a  mortgage. 
Has  a  loan  application,  lax  returns. 


Bank  appraiser  mails  in  photos  of 
property,  plot  plan  and  comparables. 


Broker  provides  offer  to  purchase, 

preliminary  title  report, 
andP&S  agreement  by  FAX. 
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Credit  information  arrives,  added 
to  client  portfolio. 


Actual  Wang  computer  screens  shown  here. 
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Entire  package  -Jala,  text,  image - 

is  setu  to  originating  office  via  electronic 

mail  for  committee  approval. 

Dtcisionismademhalfthetmi. 

That's  Integrated  Imaging  from  Wang 
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Paper  and  patience. 

Until  now,  you  couldn't  process  a  loan 
application  without  them. 

But  with  Wang's  Integrated  Image  System,  you 
can  now  process  a  loan 
from  start  to  finish  right 
at  your  desk  in  half  the  time. 

WHS  gives  loan  officers  immediate  access  to  all 
the  information  they  need ,  where  they  need  it ,  when 
they  need  it. 

With  the  press  of  a  button  up  comes  an  image 
window,  text  window  and  data  window.  Simultane- 
ously. And  it's  integrated  information.  With  your 
FAX  machine.  Your  electronic  mail.  Your  company's 
computer  system. 

Wang's  Integrated  Image  System. 

It  will  not  only  improve  your  image,  it  will 
improve  your  customer  service.  And  you  can  take 
that  to  the  bank. 


WANG 


Makes  It  Work 

For  more  information, contact  youi  local  Wing  Sales  Ofl 
Orwrite^ngLabontorie$,Attn:InquiryService,M  S  0144)3C,OneIndujtrialAvtnue,Lowdl,MAl  • 
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HOUSING  I 


WHAT'S  PULLING  THE  RUG 
OUT  FROM  UNDER  HOUSING 


Demographics.  And  the  coming  slump  will  crimp  GNP 


ome  sweet  home.  To  most  Ameri- 
cans, that  means  shelter,  a  tax 
deduction,  a  place  to  hang  their 
hat.  But  it's  also  something  else:  a  linch- 
pin of  America's  postwar  economy. 

Generating  nearly  $220  billion  last 
year,  housing  is  one  of  the  largest  indus- 
tries in  the  U.  S.  In  the  1990s,  though, 
homebuilding  is  likely  to  play  a  dimin- 
ished role  in  the  economy.  And  that  will 
mean  housing  could  be  a  drag  on  eco- 


ly  to  be  first-time  home  buyers — will  fall 
to  36.2  million  in  the  year  2000,  from  43.3 
million  in  1987. 

Other  factors  will  also  dampen  hous- 
ing demand.  People  are  marrying  at  an 
older  age,  divorcing  less  frequently,  and 
staying  in  their  parents'  homes  longer. 
And  today's  two-income  families  are  less 
likely  to  pick  up  and  move  clear  across 
the  country,  so  relocations  will  have  less 
of  an  impact  on  the  housing  market. 


$300  billion  in  home-related  purchaser 
such  as  furniture,  carpeting,  and  appli- 
ances. Indeed,  when  such  consumer  pur- 
chases are  added  to  residential  invest- 
ment, the  housing  sector  accounted  form 
11%  of  GNP,  or  about  $520  billion,  in| 
1988.  As  direct  demand  for  housing  units 
slows,  so  too  will  demand  for  home  fur^ 
nishings  and  other  items. 

With  fewer  homes  changing  hands, 
the  1990s  will  be  a  tough  time  for  mort- 
gage bankers.  Wooten  notes  that  in 
1986,  when  mortgage  rates  fell  sharply, 
bankers  opened  new  branches  and  hired 
more  employees  to  handle  the  demand 
for  mortgage  refinancings.  Now  the  in- 
dustry could  be  stuck  with  overcapacity. 
buyers'  market.  Hardest-hit,  though, 
will  be  the  70,000  homebuilding  compa- 
nies now  operating  in  the  U.  S.  For  start- 
ers, developers  have  overbuilt  apartment 
units  in  some  regions,  says  H.  Erich 
Heinemann,  chief  economist  at  Laden- 


A  SLUMP  IN  NEW  HOUSEHOLDS 
WILL  DAMPEN  HOUSING  GROWTH 


MILLIONS  OF  HOUSEHOLDS, 
AVERAGE  ANNUAL  INCREASE 


REAL  ANNUAL  GROWTH 
OF  RESIDENTIAL  INVESTMENT 


1990s 
0.4% 


DATA:  CENSUS  BUREAU 


•ESTIMATES 


DATA:  COMMERCE  DEFT,  LABOR  0EPT. 


nomic  growth.  A  100,000  swing  in  hous- 
ing starts  translates  into  $12.5  billion  in 
output.  So  if  starts  drop  from  their  1986 
level  of  1.8  million — the  peak  so  far  this 
decade — to  1.4  million  in  the  early  1990s, 
that  400,000  decline  in  starts  could  cut 
gross  national  product  by  $50  billion,  or 
1.25  percentage  points  over  the  period  of 
a  few  years. 

DROP  IN  demand.  The  main  reason  that 
housing's  role  in  the  economy  is  expect- 
ed to  decline  in  the  1990s  is  that  there 
simply  won't  be  as  many  young  people 
demanding  homes.  The  Census  Bureau 
figures  that  new  households  will  be 
formed  at  a  rate  of  just  1.17  million  a 
year — down  300,000  from  the  last  half  of 
the  1980s.  The  biggest  reason:  the  num- 
ber of  Americans  aged  25  to  34 — the 
group  most  likely  to  set  up  their  own 
households  and  also  the  group  most  like- 


For  all  these  reasons,  housing  experts 
expect  that  fewer  new  homes  will  be 
needed  in  the  1990s.  James  H.  Wooten  of 
Lomas  Mortgage  USA  estimates  that 
housing  demand  will  fall  to  1.46  million 
units  a  year  in  the  first  half  of  the  1990s 
and  to  just  1.38  million  from  1995  to 
2000. 

Moreover,  the  Bureau  of  Labor  Statis- 
tics calculates  that  inflation-adjusted  in- 
vestment in  residential  construction  will 
increase  just  0.4%  annually  in  the  next 
decade,  compared  with  a  3.9%  pace  in 
the  1970s  and  1.2%  so  far  in  the  i980s. 
Such  a  decline  would  shrink  residential 
investment's  share  of  GNP  from  a  cur- 
rent 57<  to  3.9%  in  the  year  2000. 

The  ensuing  ripple  effects  will  be 
widely  felt.  An  even  larger  market  ex- 
ists for  all  the  things  that  go  into  a 
home.  Last  year  consumers  spent  about 


burg,  Thalmann  &  Co.,  which  could  help 
cause  multi-unit  housing  starts  to  fall  to 
about  200,000  a  year  in  the  early  1990s 
from  their  current  rate  of  about  400,000. 

Builders  of  smaller  single-family 
homes  are  also  in  for  some  lean  times, 
forecasts  Wooten.  Newly  built  smaller 
homes,  he  says,  won't  be  able  to  com- 
pete on  price  with  older  startup  homes. 
"The  existing  home  market  will  gradual- 
ly evolve  into  a  buyers'  market,"  says 
Wooten. 

With  fewer  people  competing  for 
homes,  first-time  buyers  will  have  a 
greater  selection  and  an  easier  time  bar- 
gaining. That's  one  reason  Edward  E. 
Yardeni,  chief  economist  at  Prudential- 
Bache  Securities  Inc.,  sees  home  prices 
rising  only  at  about  2%  to  4%  a  year. 
Last  year  the  average  price  for  both 
new  and  existing  homes  increased  about 
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AFTER  SPENDING  12  YEARS  IN  THE  EMERGENCY  ROOM, 
HE'S  GLAD  HE  DRIVES  A  VOLVO. 

Harry  Selker  bought  his  first  Volvo  like  the  anti-establishment  thing  automobile  accidents.  Dr.  Selker  has 

because  it  was  a  tough,  durable,  re-  to  do.  discovered  another  reason  for  driving 

liable  car.  But  after  12  years  of  working  in  a  Volvo. 

And  because  back  when  he  bought  emergency  rooms  and  hospitals.        It  seems  like  the  only  intelligent 

it,  in  the  1960s,  driving  a  Volvo  seemed  seeing  the  results  of  numerous  thing  to  do.  VOLVO 

c  • .      A  car  uhi  can  hcliexo  in. 


Ask  us  how  an 
IRA  can  help 

you  retire  with 
more  money. 

Even  with  the  new  tax  laws,  a 
Twentieth  Century  Investors 
Individual  Retirement  Account  is 
still  a  very  smart  investment, 
because  it  can  make  you  more 
money.  How?  Through  the 
power  of  tax-deferred  com- 
pounding and  no-load  investing. 
Let  us  show  you  how. 

For  IRA  information, 
call  toll-free: 

1-800-345-2021  exL  828 


P.O.  Box  419200,  Kansas  City,  MO  64141-6200 

£  1989  Twenuelh  Century  Investors.  Inc 

Please  read  the  Prospectus  carefully 
be/ore  investing. 


FIGHT 


Support 

the  American 

.Diabetes 

Association. 


Diabetes  is  a  major  contributor 
to  heart  disease,  kidney  disease 
and  blindness.  So  when  you 
support  the  American  Diabetes 
Association,  you  fight  some  < 
of  the  worst  diseases  of 
our  time. 
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87<.  The  expected  price  increases  in  the 
1990s  are  even  lower  than  many  econo- 
mists' expectations  for  income  growth. 
So  housirig  could  become  more  afford- 
able for  some  young  people — although 
many  seeking  to  buy  their  first  home 
todav  remain  shut  out  of  the  market 
(box). 

Not  everyone  believes  housing  will 
slow  quite  so  dramatically  in  the  1990s. 
For  one  thing,  some  argue,  the  potential 
home-buying  market  may  be  larger  than 
it  now  seems.  The  average  age  of  home 
buyers  has  risen  steadily  to  31.5  years  in 
1987  from  28  in  1979,"  as  buyers  wait 
longer  to  save  up  money  and  qualify  for 
a  mortgage.  If  you  consider  25-  to  39- 
year-olds  as  the  new  age  group  for  first- 
time  home  buying,  says  Barbara  K.  Al- 
len, housing  analyst  at  Pru-Bache, 
"instead  of  a  peak  of  44  million  in  1990, 
you  get  over  60  million  peaking  in  1995." 

Even  if  there  are  more  first-time  buy- 
ers waiting  in  the  wings  to  enter  the 
market,  bankers  will  have  to  be  accom- 
modating. Indeed,  lenders  are  looking 
for  new  ways  to  reach  out  to  more  home 
buyers.  Adjustable-rate  mortgages  are 
gaining  fast   in   popularity — accounting 


for  60'a  of  all  new  mortgages  last  year, 
compared  with  407<  in  1983.  Other  new 
types  of  financing  are  being  tried  to 
make  mortgages  both  more  affordable 
to  home  buyers  and  less  risky  for  lend- 
ing institutions. 

trading  up.  And  homebuilders  will  hav4 
to  scramble  for  new  market  niches  td 
survive  in  the  1990s.  Complexes  geared; 
toward  retirees  will  be  in  demand  be- 
cause the  population  aged  65  and  older 
will  grow  rapidly  in  the  1990s.  The 
"trade-up"  market  should  also  be 
strong,  with  builders  offering  bigger 
and  better-equipped  homes  to  people 
looking  for  their  second  or  third  homes, 
and  families  outgrowing  starter  homes. 
Homebuilders,  though,  will  be  hard 
put  to  fight  the  overwhelming  demo- 
graphic trends.  The  business  fallout  of 
slowing  household  formation,  however, 
is  a  problem  not  only  for  those  working 
in  housing-related  industries.  Declining 
housing  demand  will  take  a  few  pistons 
out  of  one  of  the  main  engines  of 
growth.  And  that  could  spell  trouble 
when  the  economy  hits  some  rough 
patches  in  the  1990s. 

By  Kathleen  Madigan  in  New  York 
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TRYING  TO  BUY  A  FIRST  HOME? 
GOT  A  RICH  UNCLE? 


iome  prices  may  ease  in  the 
1990s  as  demand  slackens,  but 
that's  small  consolation  for  to- 
day's home  buyers.  In  recent  years 
prices  have  soared  in  such  hot  cities  as 
Boston,  New  York,  and  Los  Angeles. 
And  even  places  such  as  Buffalo  are 
experiencing  increases.  Although 
prices  in  some  of  the  highfliers  have 
stabilized,  with  family  incomes  stag- 
nant it's  harder  and  harder  to  buy  a 
home.  "The  decline  of  homeownership 
among  young  middle-class  families  is 
one  of  the  most  explosive  political  is- 
sues facing  the  American  public,"  says 
Boston  Redevelopment  Authority 
Housing  Director  Peter  Dreier. 

First-time  home  buyers  are  especial- 
ly hard  hit.  According  to  the  National 
Association  of  Realtors,  the  average 
first-time  home  buyer  last  year  had 
only  77'a  of  the  income  needed  to  quali- 
fy for  a  mortgage  on  the  typical 
$76,670  starter  home.  That  first  home 
is  out  of  reach,  says  Andre  Kenne- 
brew,  an  Atlanta  bank  manager,  "un- 
less your  grandmother  dies  and  leaves 
you  $50,000." 

Experts  cite  several  reasons  for  the 
current  crisis:  sharp  cuts  in  federal 
housing  subsidies,  slow  growth  in  in- 


comes, bidding  wars  that  boosted 
prices,  and  zoning  that  drove  up  land 
values.  The  consequences  can  be  far- 
reaching:  In  Massachusetts  the  labor 
shortage  is  worsened  because  prospec- 
tive out-of-state  employees  balk  at 
housing  prices. 

bidding  adieu.  Companies  are  respond- 
ing. Lillian  Vernon  Corp.  and  Mobil 
Corp.  are  moving  operations  out  of  the 
pricey  New  York  area.  Colgate-Palm- 
olive Co.  picks  up  the  mortgage  fees  on 
some  loans  of  up  to  $168,000.  A  brick- 
layers' local  in  Boston  bargained  for 
construction  companies  to  finance 
about  200  moderate-income  units. 

Local  governments  are  acting,  too. 
New  Jersey  will  provide  matching 
funds  to  employers  offering  housing 
benefits  to  workers  with  family  in- 
comes lower  than  $50,000.  In  Washing- 
ton, Democratic  lawmakers  want  to  let 
first-time  home  buyers  tap  Individual 
Retirement  Accounts  for  downpay- 
ments  on  homes.  And  there's  a  plan  for 
a  $2  billion  National  Housing  Trust 
that  would  offer  below-market  loans  to 
first-time  buyers.  The  1990s  may  prom- 
ise more  affordable  housing,  but  many 
buyers  can't  wait  that  long. 

By  Ron  Stodghill  II  in  Washington 
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This  is  some  of  the  most  productive 

binci  in  fn^cjoiintrv  itis^^^TheL^dofThep^pie'theNavai°peoPie- 

/ *    It  is  wild  and  beautiful.  And  harsh. 

Growing  corn  in  this  land  also  grows  character  in  The  People.  They  know  about  husbanding 
resources  carefully,  and  about  hard  work.  Their  skilled  hands  make  beautiful  rugs  and  jewelry. 

They  also  make  intricate  electronic  assemblies. 

About  400  Navajo  workers  and  managers  in  Fort  Defiance,  Arizona,  are  building  upon  a  partner- 
ship with  General  Dynamics  that  stretches  back  twenty  years. 

Year  after  year,  our  Navajo- made  electronics  have  proven  to  be  first -rate.  Our  Navajo  workers  have 
proven  to  be  able  and  dedicated.  And  our  Navajo  plant  has  proven  to  be  profitable,  for  us  and  for  the  Navajos. 

In  1989  we  will  open  our  second  plant  on  Navajo  land,  employing  nearly  200  more  Native 
American  workers.  The  land  of  the  Navajo  may  look  wild  and  harsh. 

But  for  business,  it  is  some  of  the  most  productive    GENE RAL   DYNAMICS 
land  in  the  country.  A  Strong  Company  For  A  Strong  Country 
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America  has  awakened. 

As  the  world  questions  our  ability  to  compete, 
we  are  responding  with  a  renaissance  of 
innovation.  It  is  a  resurgence  of  profound 
economic  consequence  to  corporate  America. 
So  this  June,  Business  Week  will  introduce  an 
important  new  bonus  issue-/w70vaf/on  In 
AVner/ca-comprehensive  coverage  of  science, 
technology,  R&D  spending,  and  managing 
and  financing  innovation. 

Innovation  in  America.  The  first  major  report 
on  our  nation's  new  "revolution."  Include  it  in 
your  media  plan.  And  profit  from  another 
innovation  from  BuSifteSSWeek 

For  more  information  about  Innovation  In  America  and  the  new 
Bonus  Issue  Discount  Plan  contact  your  local  Business  Week 
representative. 
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Normally  advice  from  all  of  these  experts 

would  be  out  of  reach. 

Now  it's  yours  for  just  $37  out  of  pocket. 


Beat  the  averages  or  let  the  mar- 
ket beat  you.  Winning  boils  down  to 
dividing  your  assets  between  the  most 
profitable  investments  and  moving 
them  at  the  right  time. 

Now,  instead  of  reading  the 
trends  yourself,  be  advised  by  Wall 
Street's  best  minds  every  month  in 
Stariger's  MoneyManager  Newsletter 

The  same  experts  who  are  paid 
millions  to  set  the  investment 
strategies  for  15  of  Wall  Street's 
leading  fimu  tell  you  bow  to 
capture  the  greatest  opportunities 
and  control  the  risks. 

Every  month  we  bring  you  their 
individual  recommendations  for  the 


percentage  of  assets  to  place  in 
stocks,  bonds  and  cash.  And,  we  put 
their  advice  to  the  test  by  comparing 
their  recommendations  with  the 
market  averages. 

Use  the  formulas  in  Stanger's 
Money  ManagerNewsletter  to  check 
your  own  decisions.  To  check  on 
your  broker,  investment  advisor  or 
financial  planner.  Or  to  manage 
your  investments  in  mutual  funds. 

To  receive  the  premiere  issue, 
free  of  charge,  just  call  toll-free, 
1-800-631-2291,  or  complete  the 
coupon.  You'll  also  receive  the 
opportunity  to  subscribe  at  the 
special  charter  price  of  just  $37, 


regularly  a  $49  value.  Don't  wait 
You'll  be  getting  million  dollar 
investment  intelligence  at  a  price 
that  doesn't  insult  yours. 

| 1 

Send  me,  free  of  charge,  the  premiere 
iss  ie.  I'll  pay  $37,  for  the  next  12 
issues  or  write  cancel  on  my  invoice 
when  you  bill  me. 

Name 

Address 

City, 

State,  Zip 


ROBERT  A.  STANGER  &  CO. 

1129  Broad  Street 

Shrewsbury  \.J  07702 
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Executive  Suite 


YOU  GOT  THE  AX. 
NOW  WHAT  SHOULD  YOU  DO? 


He  in1 


piws, 


on  Trapani  was  expect- 
ing a  promotion  when 
he  walked  into  a  meet- 
ing with  his  boss  on  July  1, 
1987.  The  General  Electric 
vice-president  for  fleet  opera- 
tions says  he  had  been  told 
repeatedly  that  "there  would 
be  a  place  for  me"  in  the  larg- 
er automotive-leasing  opera- 
tion GE  was  then  acquiring. 
But  that  morning  his 
boss  had  a  different 
message.  "I  was 
fired  and  instructed 
to  leave  immediate- 
ly," a  bitter  Trapani 
recalls.  "I  couldn't 
believe  it." 

It's  a  common  sto- 
ry in  today's  corpo- 
rate world.  By  con- 
servative estimates, 
more  than  500,000 
middle  managers  and 
senior  executives 
have  gotten  the  ax  in 
the  last  decade.  "I 
don't  care  who  you 
are,"  says  Robert 
Hecht,  co-chairman 
of  Lee  Hecht  Harri- 
son, a  large  outplace- 
ment firm.  "The 
chances  your  job  will 
disappear  are  one  in 
three,  and  those  odds 
increase  as  you  go 
up  the  ladder." 

PLAN     AHEAD.      The 

good  news  is  that  if 
you  are  holding  a  re- 
sponsible, well-pay- 
ing job — and  aren't  fired  for 
an  egregious  violation  like 
embezzlement — you  should  be 
able  to  land  on  your  feet.  The 
key  is  handling  the  disaster  in 
a  mature,  professional  man- 
ner. All  the  experts  agree  on 
one  key  point:  Develop  a 
strategy  now,  even  if  your  job 
seems  secure. 

Such  preparation  can  help 
brace   you   for   what  is   still 


likely  to  be  the  most  traumat- 
ic experience  of  your  career. 
"You  feel  out  of  control," 
says  William  Morin,  chairman 
of  Drake  Beam  Morin,  the 
country's  largest  outplace- 
ment firm.  "They've  taken 
away  everything — your  of- 
fice, your  responsibilities, 
your  status."  Even  with  a 
well-planned   search,    experts 


ment  are  almost  nil,"  says 
Joel  Aron,  senior  vice-presi- 
dent of  Right  Associates, 
which  counsels  fired  execu- 
tives. "The  company  has  al- 
ready made  up  its  mind." 
And,  adds  William  Arnold,  a 
Denver  outplacement  consul- 
tant: "If  you  make  derogatory 
remarks,  you  may  lose  a  key 
reference." 


Pie 


Resist  the  temptation  to  lash  out  at  the  boss 

or  the  company.  Then  talk  to  someone  you 

trust — your  spouse,  a  friend,  a  counselor 


estimate  that  managers  earn- 
ing $50,000  to  $100,000  will 
need  about  six  months  to  land 
a  new  job — longer  if  you're 
earning  more  than  $100,000. 

When  your  boss  hands  you 
the  pink  slip,  you'll  be  tempt- 
ed to  lash  out  at  him  or  her — 
and  the  company.  That's  natu- 
ral. But  whatever  your  feel- 
ings, hold  your  tongue.  "Your 
chances  of  winning  an  argu- 


You'U  probably  be  too  an- 
gry or  disoriented  to  handle 
any  negotiations  with  your 
company  right  after  you've 
been  fired.  So  press  for  a  fol- 
low-up meeting  within  the 
next  day  or  two.  At  that  time 
you  should  review  the  details 
of  your  severance  package 
and  discuss  what  the  compa- 
ny has  to  offer  in  the  way  of 
outplacement  services.  GE,  for 


instance,   paid   for   Trapani'!  ices.  I 
outplacement  counseling. 

You  may  be  tempted  to  trj  >»  st; 
to   find  a  new  job  on   youi  i 
own,  but  if  your  company  of 
fers  help,  take  it.  Remember 
it   has   probably   been   years  suit,  v 
since  your  last  job  interview. 

If  you  work  for  a  large  cor  lo 
poration,  chances  are  you'll  b*  us 
able  to  get  some  form  of  jot 

counseling.  About  o» 
75%  of  the  nation's  he  co 
top  1,000  companies  if  tte 
now  provide  out  i$k  at 
placement  consulting  ^  ba 
to  at  least  some  fired  tent 
managers. 

stay  cool.  Many 
managers  feel  an  al- 
most irresistible  urge 
to  get  on  the  phone 
to  associates  at  other 
companies  as  soon  as 
they've  been  fired. 
But  you  may  be  too 
distraught  to  help 
your  cause.  "The 
first  thing  I  wanted 
to  do  was  to  call 
friends  and  say:  'I've 
been  screwed,' "  says 
Trapani.  "But  my 
counselor  was  very 
anxious  that  I  not 
contact  people  for  a 
while  until  I  had  my 
feet  on  the  ground. 
His  feeling  was  that 
if  you  did  this,  oppor- 
tunities might  be  lost 
forever." 
Instead,  seek  out 
someone  you  can  trust — your 
spouse,  a  close  friend,  a  pro 
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fessional  counselor — and  talk 
out  your  anger  and  despair. 
"You  need  to  deal  with  all 
your  negative  emotions,"  says 
Howard  Figler,  director  of  the 
Career  Center  at  the  Universi- 
ty of  Texas  at  Austin,  "or 
your  anger  will  undermine 
your  job  search." 
If   your   company   has   ar- 
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ged     for     outplacement 
nseling,  evaluate  the  ser- 
before    committing    too 
ch  time  and  effort  to  it.  A 
od  outplacement  guide  will 
wide  invaluable  assistance 
analyzing  your  skills,  defin- 
l  what  you  want  to  do  next, 
signing  a  marketing  cam- 
,  and  training  you  for  in- 
iews.  Some  firms  also  pro- 
e  office  space,  secretaries, 
i    other    ser- 
es.    But    be- 
There   are 
standards, 
the  industry 
us    quadrupled 
mce  1982.  As  a 
isult,  warns  Ar- 
old:  "There  are 
lot   of   charla- 
uns  out  there." 
The  overriding 
onsideration   is 
he    competence 
f  the  counselor, 
isk  about  his  or 


and    telephones.   The    fee    is 

minimal,  but  joining  usually 
means  devoting  at  least  a  day 
a  week  to  helping  other  mem- 
bers locate  jobs. 

Even  if  you  end  up  working 
with  one  of  the  best  outplace- 
ment firms,  you  need  to  un- 
derstand that  they  won't 
place  you  in  a  new  position — 
you  will.  "There's  no  magic  in 
what  we  do  for  people,"  ad- 


'ier  background  in  outplace- 
ment and  previous  business 
■xperience,  advises  Robert 
Chapman,  president  of  the 
Association  of  Outplacement 
Consulting  Firms.  Also  ask  to 
alk  to  previous  clients.  Then 
ask  yourself  whether  you  are 
willing  to  trust  your  career  to 
this  person.  "If  you're  not  sat- 
isfied," Chapman  urges,  "go 
to  the  head  of  the  firm." 
magic  You  face  a  far 
ore  difficult  challenge  if 
your  company  hasn't  provided 
outplacement  counseling. 
Many  of  the  best  outplace- 
ment firms  won't  accept  walk- 
in  business.  Some  that  do 
charge  top  dollar — and  the 
quality  of  their  advice  can  be 
uneven.  Before  you  agree  to 
anything,  do  some  compari- 
son-shopping. To  get  started, 
you  might  call  local  university 
placement  offices,  which  can 
often  suggest  competent  job- 
search  counselors.  Or  pur- 
chase  the    1988-89    Directory 

of  Outplacement  Firms.  It's 
$39  from  Kennedv  Publica- 
tions (G03  585-2200). 

You  might  also  want  to  ex- 
plore less-expensive  options 
such  as  the  Forty  Plus  clubs. 
These  self-help  groups  for  un- 
employed managers  and  pro- 
fessionals over  the  age  of  40 
pro\  ide  training  and  camara 
derie,   as   well   as   office   space 


mits  James  Challenger,  presi- 
dent of  Challenger  Gray  & 
Christmas,  one  of  the  nation's 
oldest  outplacement  firms. 
Counselors  can  teach  you  how 
to  go  about  finding  a  job,  but 
you'll  have  to  do  much  of  the 
work  yourself. 

Your  job  search  should 
start  with  an  aggressive  re- 
view— stretching  over  two  to 
four  weeks — of  your  options. 
Morin  advises  cli- 
ents to  begin  by 
listing  all  of  their 
major  career  ac- 
complishments. 
This  helps  uncov- 
er the  skills  and 
interests  most 
likely  to  attract 
future  employ- 
ers. Combined 
with  psychologi- 
cal testing,  your 
income  goals,  and 
preferences  on 
where  to  live,  it 
will  also  help  you  define  the 
sort  of  job  you  want  next.  The 
vast  majority  of  fired  manag- 
ers ultimately  aim  for  some- 
thing pretty  similar  to  what 
they  were  doing.  Even  so,  a 
good  counselor  will  help  you 
expand  your  options. 

Sandra    Weis    considered 
several  different  careers  after 

GTE  abolished  her  planning 
post    in    L985.   Weis,   now   44, 


enrolled  in  a  program  run  by 

New  York  based  Crystal- 
Barkley,  an  alternative  ca 

reers  specialist.  Through  a 
batter  tionnaires,  she 

identified  three  roles  she 
would  like:  TV  journalist,  en- 
trepreneur, or  planner  at  a 
different  company. 

The  firm  advised  Weis  to 
embark  on  an  extensive  sur- 
vey of  the  new  fields.  "I 
spoke  to  a  wom- 
an who  was  a 
news  anchor," 
she  recalls,  "and 
she  told  me  she 
started  at  $12,000 
a  year" — quite  a 
comedown  from 
Weis's  salary  at 
GTE.  "I  put  to 
rest  that  fanta- 
sy." After  ruling 
out  the  entrepre- 
neurial path  as 
too  risky,  Weis 
decided  that  what 
she  wanted  to  do  next  was 
pretty  similar  to  what  she  had 
done  before.  Even  though  the 
process  took  her  down  a  few 
dead  ends,  she  feels  that  "if 
you  don't  know  what  you 
want  to  do  next,  it's  an  excel- 
lent way  to  get  in  touch  with 
your  real  skills  and  goals." 

Virtually  all  the  experts 
recommend  devoting  the  bulk 
of  your  time— 70%  to  80%— to 


networking:  calling  people 
who  might  be  able  to  help  you 
find  a  job.  The  rest  of  your 
time  should  be  channeled  into 
less-productive  but  still  neces- 
sary tasks  such  as  answering 
ads  and  sending  resumes  to 
executive  recruiters. 

Successful  networking  re- 
quires expanding  your  hori- 
zons beyond  people  you  know. 
If    you've    been    fired    by    a 


large  corporation,  for  i 
pie,  you'll  almost  certainly 

need  to  consider  working  for 

a  small-  to  medium-size  com 
pany.  New  contacts  can  be 
cultivated  by  calling  people 
who  are  doing  what  you  hope 
to  do  and  asking  them  for  ad- 
vice and  information.  You 
should  also  press  them  for  ad- 
ditional leads.  Ultimately,  this 
process  will  lead  to  people 
who  can  hire  you. 
discipline  helps.  Be  pre- 
pared for  a  cool  reception  in 
the  marketplace.  "The  es- 
sence of  the  search  is  that 
you  will  be  told  'no'  again  and 
again,"  says  Weis.  "You've 
got  to  be  enthusiastic  to  be 
effective."  Keeping  up  your 
morale  may  be  the  biggest 
challenge.  Discipline  helps: 
Get  up  at  your  normal  time, 
get  dressed  as  if  you  were  go- 
ing to  work,  and  put  in  a  full 
day.  But  it's  equally  impor- 
tant to  maintain  outside  inter- 
ests. Trapani,  for  instance, 
kept  up  his  regular  golf  game 
after  he  was  fired  "to  keep 
my  sense  of  perspective." 

If  your  initial  leads  go  no- 
where, don't  blindly  take  the 
first  offer  that  comes  along. 
Many  people  panic,  take  an  in- 
appropriate offer,  and  then 
are  back  on  the  streets  again. 
Arnold  advises  clients  facing 
financial  pressures  to  take  an 
interim  job  to  pay 
the  bills  while 
searching. 

If  you  do  all 
this,  chances  are 
good  that  your 
diligence  will  pay 
off.  Weis  is  earn- 
ing more  than 
she  did  at  GTE  in 
her  new  job  as 
head  of  govern- 
ment affairs  for 
Prodigy  Sendees, 
an  IBM-Sears 
joint  venture  that 


provides  on-line  shopping  and 
information  for  PC  users.  Tra- 
pani did  well,  too.  He's  now 
director  of  marketing  at  Den- 
ver's Republic  Financial,  a  job 
he  found  through  friends  in 
the  industry.  Weis  and  Trapa- 
ni gained  an  intangible  bene 
tit.  too:  the  confidence  that 
comes  from  surviving  the 
worst  Corporate  Amerii 
do  to  you  Bill  Symonds 
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Smart  Money 

HOW  TO  SKIP  THE  MIDDLEMAN 
WHEH  BUYIHG  A  T-BILL 


u 


sually,  the  longer  you 
lock  away  your  mon- 
ey— in  a  bond  or  in  a  bank — 
the  higher  the  return.  But 
these  are  strange  times 
when  it  comes  to  interest 
rates.  Since  December,  short- 
term  rates  on  Treasury  bills 
have  been  rivaling  those  on 
long-term  bonds  (BW— Jan. 
16).  Recently,  one-year  T-bills 
posted  a  9.14%  yield — actual- 
ly outperforming  the  9.05% 
on  the  30-year  bond.  And 
yields  on  three-month  and 
six-month  bills  weren't  far 
behind. 

Many  investors  who  want 
to  take  advantage  of  these 
rates  pay  their  bank  or  bro- 
ker from  $25  to  $60  to  make 
the  purchase.  But  you  can,  in 
effect,  increase  the  return  by 
buying  directly  from  the 
government. 


You  can  do  it  by  mail. 
The  Fed's  one-page 
form  does  the  trick 


All  you  have  to  do  to  get 
started  is  locate  your  local 
Federal  Reserve  Bank.  The 
Fed  has  banks  or  branches  in 
37  major  cities.  Write  or  tele- 
phone the  one  nearest  you 
and  request  a  tender  form. 
Unless  you  want  to  try  out- 
guessing the  pros,  check  the 
box  for  making  a  "noncom- 
petitive" bid.  That  way  you 
can  get  your  T-bills  at  the 
average  price  and  yield. 

The  form  doesn't  take  long 
to  fill  out:  It's  only  one  page. 
Enter  the  amount  of  T-bills, 
at  least  $10,000,  with  further 
increments  of  $5,000.  You'll 
need  to  include  your  bank  or 
thrift  account  number. 
That's  because  after  the  Fed 
mails  you  your  first  return, 
any  money  due  you  will  be 
deposited  directly  into  your 
account.  This  so-called  Trea- 


sury Direct  system  replaces 
T-bill  certificates,  which  are 
no  longer  issued.  You  can 
also  choose  to  roll  over  your 
maturing  T-bills  into  new 
ones  automatically. 

After  the  exact  price  is  set 
at  the  auction,  you  get  a 
check  back  for  the  difference 
between  the  face  value  of 
the  T-bill  and  the  price.  For 
example,  if  you  ordered  a 
$10,000,  three-month  T-bill  at 
the  Jan.  9  auction,  you  would 
have  sent  in  a  check  (certi- 
fied or  cashier's)  for  $10,000. 
To  return  the  average  yield 
of  8.36%,  the  price  was  set  at 
$9,788.70.  In  about  two 
weeks  you  would  receive  a 
refund  check  for  $211.30. 
And  on  Apr.  13,  the  com- 
bined principal  and  interest, 
$10,000,  would  be  wired  to 
your  account. 

For  federal  income  tax 
purposes,  you  receive  T-bill 
interest  as  of  the  maturity 
date.  The  income  is  exempt 
from  state  and  local  taxes. 
in  person.  Auctions  of  three- 
and  six-month  T-bills  usually 
take  place  every  Monday, 
and  one-year  T-bill  auctions 
are  held  every  fourth  Thurs- 
day. Your  written  request 
must  be  postmarked  before 
midnight  the  day  before  the 
auction  date.  If  it's  conve- 
nient, you  may  deliver  your 
bid  and  your  check  (or  cash) 
in  person  until  1  p.m.  New 
York  time  the  day  of  the 
auction. 

Drawbacks?  It  does  take 
time  and  money  to  sell  a  T- 
bill  before  maturity.  A  "secu- 
rity transfer  request"  form 
allows  you  to  transfer  a  T- 
bill,  for  a  fee,  to  your  bank 
or  brokerage  account  so  that 
it  can  be  sold.  The  whole  pro- 
cess can  easily  take  two 
weeks.  But  for  do-it-yourself 
types  who  expect  to  hold 
their  T-bills  until  maturity, 
getting  to  know  the  local 
Fed  could  prove  to  be  a  bar- 
gain. Leah  Nathans 
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JUST  ONE  CD-ROM  HAS  AS  MUCH  INFORMATION  AS  1,500  FLOPPY  DISKS 


Software 


COMPACT  DISKS  FOR  PCs  PUT 
A  LIBRARY  AT  YOUR  FINGERTIPS 


Finally,  compact  disks  are 
coming  to  your  personal 
computer.  The  silvery, 
five-inch  platters  that  brought 
new  depth  to  Mozart  and  Ma- 
donna can  also  put  reams  of 
data  and  pictures  on  comput- 
er monitors. 

Just  one  CD  holds  as  much 
information  as  1,500  floppy 
disks,  and  retrieving  data  is  a 
lot  faster  than  pulling  it  off 
an  on-line  data  base.  Software 
publishers  have  been  slow  to 
find  applications  that  take  ad- 
vantage of  that  capacity.  But 
now  the  market  for  CD-ROMs 
(short  for  Compact  Disk 
Read-Only  Memory),  though 
small,  is  growing  quickly,  and 
as  many  as  150  titles  are 
available  for  the  general  busi- 
ness and  consumer  markets. 

CD-ROMs  look  just  like  the 
CDs  you  play  in  audio  sys- 
tems. But  you'll  need  a  spe- 
cial kind  of  CD  drive  that 
plugs  into  a  port  on  your  com- 
puter. The  drives,  made  by 
Hitachi,  Sony,  and  other  elec- 
tronics manufacturers,  typi- 
cally sell  for  between  $600 
and  $800. 

The  most  powerful  CD  appli- 
cations usually  are  sold  by 
subscription:  You  pay  an  an- 
nual rate  and  receive  a  disk 
with  updated  information 
each  week,  month,  or  quarter. 
Lotus  Development's  One 
Source  line  is  the  most  popu- 
lar: Its  CD/Investment  disk, 
for  example,  contains  10 
years  of  detailed  financial  in- 
formation and  5  years  of  daily 


stock  prices  for  each  of  10,000 
public  companies.  The  data, 
revised  weekly,  are  easy  to 
retrieve,  manipulate,  and 
graph  from  within  Lotus'  1-2- 
3  spreadsheet.  One  Source 
isn't  cheap:  Subscriptions, 
which  include  installation  and 
use  of  a  Hitachi  drive,  start  at 
about  $10,000  a  year. 
30,000  articles.  Nonsub- 
scription  CD  products  usually 
aren't  as  impressive.  Many  ti- 
tles published  by  tiny  startup 
companies  are  programming 
tools  geared  to  serious  com- 
puter jocks.  A  few  are  aimed 
at  broader  markets,  however. 
Microsoft's  $295  Bookshelf 
crams  onto  a  single  disk  a  dic- 
tionary, thesaurus,  almanac, 
and  spelling  checker,  as  well 
as  Bartlett's  Familiar  Quo- 
tations, the  Chicago  Manual 
of  Style,  and  a  Zip-code  direc- 
tory. While  working  in  your 
word-processing  package,  you 
can  get  to  the  reference  mate- 
rials through  a  pop-up  menu. 
Stat  Pack  ($125),  also  from 
Microsoft,  allows  the  same 
sort  of  access  to  reams  of  de- 
mographic, industrial,  and 
economic  data. 

Also  on  disk  is  the  Grolier 
Electronic  Encyclopedia,  $395. 
It's  the  equivalent  of  20  vol- 
umes and  30,000  articles.  And 
for  those  who  need  just  the 
right  word,  there's  the  CD  ver- 
sion of  the  12-volume  Oxford 
English  Dictionary,  with 
252,000  main  entries.  It's  $950 
from  Oxford  University 
Press.  Keith  Hammonds 
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John  Elway.  Cardmember  since  1984. 


Membership 
Has  Its  Privileges: 


Don't  leave  home  without  it 
<  nil  I-800-THE  (   UtDtoappfy 


'THE  HASH': 
JOGGING,  BEER, 
AND  SONG 


When    I    first    read 
about    the     Hash 
House  Harriers  in 
a  spy  novel,  I  assumed  they 
were  the  author's  invention. 
He  portrayed  the  group  as  a 
pack  of  seemingly  demented 
Caucasian  men  who  regular- 
ly and  noisily  jog  through 
the  streets  of  Hong  Kong. 
Then  about  six  years  ago 
at    a    party    in    Tokyo,    I 
learned  that  the  Hash  was 
for  real  when  I  met  a  Brit- 
ish insurance  executive  who 
described  himself  as  head  of 
the   Tokyo   Hash.    It   wasn't 
long  before  I  had  joined  what 
could  be  the  fastest-growing 
"club"  of  the  1980s. 

With  close  to  750  loosely  or- 
ganized chapters  (including 
about  90  in  the  U.  S.)  spread 
throughout  more  than  100 
countries,  the 
Hash  is  dedicated 
to  weekly  non- 
competitive runs, 
beer-drinking, 
and  irreverence. 
A  very  informal 
group  that  wel- 
comes visitors, 
the  Hash  can  be  a 
great  antidote  to 
loneliness  when 
you're  in  a 
strange  city.  It's 
an  easy  way  to 
meet  new  people 
in  your  own  baili- 
wick, too.  I  have  even  found  it 
valuable  for  making  business 
contacts,  since  it  attracts  the 
likes  of  bankers,  stockbro- 
kers, diplomats,  and  law- 
yers— men  and  women  from 
their  mid-20s  to  mid-60s. 


A  TIME-HONORED 
TRADITION  HITS  NEW  YORK 


The  Hash  was  founded  in 
1938  in  Kuala  Lumpur  by  a 
grab  bag  of  bored  expatriates 
whose  favorite  hangout  was  a 
restaurant  affectionately 
called  the  Hash  House.  Hash- 
ing itself  is  based  on  the  old 


RUNNING  WILD:  CHAPTERS  EXIST  IN  MORE  THAN  IOO  NATIONS 


English  game  of  hares  and 
hounds.  Two  hares  mark  the 
trail  in  advance  with  flour, 
chalk,  or  shredded  paper.  To 
slow  down  the  fast  runners 
and  give  the  laggards  a 
chance  to  catch  up,  the  hares 


set  lots  of  checkpoints,  false 
trails,  and  loops.  When  the 
hounds  are  sure  they're  on 
the  right  trail,  they  yell,  "On! 
On!"  and  the  Hash  Horn  toots 
his  bugle. 
A  well-set  run  covers  about 
five  miles  in  rela- 
tively unfamiliar 
territory,  lasts  an 
hour,  and  gets 
the  entire  pack  to 
the  "On  In"— the 
destination,  usu- 
ally a  bar  or  a 
park — at  almost 
the  same  time.  So 
at  an  average 
pace  of  12  min- 
utes a  mile  even  a 
barely  fit  jogger 
can  make  it. 
Waiting  at  the  On 
In  are  plenty  of 


cold  beer  and  ribald  songs. 

Hashing  was  interrupted  by 
World  War  II  while  it  was 
still  confined  to  Malaysia.  But 
it  was  revived  in  the  1950s, 
and  by  1962  the  pastime  had 
reached  Singapore. 


It  slowly 
spread  to  other  Asian  commu- 
nities, with  Western  expatri- 
ates taking  the  activity  home 
with  them — and  to  subse- 
quent postings.  Last  July 
more  than  2,500  Hashers 
flocked  to  Bali  for  the  bienni- 
al Interhash. 
GUYS  and  gals.  Once  stag, 
most  Hash  groups  are  now 
coed,  and  some  are  organized 
by  women.  A  typical  weekly 
run  ranges  in  turnout  from  as 
few  as  a  dozen  runners  to  80 
or  so.  Depending  on  the  loca- 
tion and  the  season,  the  run 
could  be  on  a  weekday  eve- 
ning or  a  weekend.  Expect  to 
pay  a  flat  $5  to  $8  for  refresh- 
ments. 

For  a  directory  of  Hash 
clubs  in  the  U.  S.,  send  a  $4 
check  to  John  Martin,  10871 
Charbono  Pt.,  San  Diego, 
Calif.,  92131.  A  worldwide  di- 
rectory is  available  by  airmail 
for  $6  from  Tim  Hughes,  GPO 
Box  1670,  Bangkok  10501, 
Thailand.  Both  men  publish 
Hash  newsletters.       Bob  Neff 


Worth  Noting 

■  TRAVELING  TAX.  If  you  use 

a  company  car  to  get  to  the 
office,  it  can  mean  having  to 
report  as  taxable  income  the 
commuting  costs  you  save. 
But  what  if  you  install  a  car 


phone  and  a  fax  machine  and 
conduct  business  on  the 
way?  Sorry,  say  the  IRS  and 
Laventhol  &  Horwath's 
Small  Business  Tax  Plan- 
ning Guide  ($8.95,  Avon). 
You're  still  commuting. 
■  new  sounds.  Early  vcrs 
had  an  "audio  dub"  switch  to 


permit  the  recording  of  a 
new  soundtrack  on  any  vid- 
eotape, but  manufacturers 
later  dropped  the  feature  to 
cut  costs.  Now  it's  back  on 
two  new  RCA  camcorders 
(about  $1,500),  so  you  can 
add  narration  or  music  to 
home  videos. 


■  KNIFE  LIFE.  Lost  the  twee- 
zers or  toothpick  to  your 
Swiss  Army  knife?  San  Die- 
go's Swiss  Armory  (619  696- 
9841)  has  replacements — and 
knives  at  discount:  $79.50  for 
the  $90  SwissChamp,  with 
two  blades,  five  screwdriv- 
ers, pliers,  and  a  magnifier. 
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Match  the  market  to  your  ad  We  offer  an 
extraordinary  range  of  targeted  circula- 
tion to  give  you  flexibility  and  economy. 
You  can  direct  your  message  to  your  geo- 
graphic or  demographic  market-and  do 
it  within  your  budget  requirements. 
When  you  buy  one  or  any  combination  of 
metro,  state,  regional  or  international 
areas,  you  get  precisely  the  top  manage- 
ment readers  you  want,  and  you  get 
them  more  efficiently  than  with  any 
other  business  magazine.  Put  your  ad  in 
its  proper  place;  place  it  in  BusinessWeek 


Worldwide 
North  America 
International 
Industrial  Technology 

U.S.  Regional  Editions 

Mid-Atlantic 
Midwest 
Northeast 
Southeast 
Southwest 
West 
California 
Florida 
Michigan 
Texas 
Chicago  Metro 
New  York  Metro 
Washington/Baltimore  Metro 

International  Regional  Editions 

Asia 
Europe 
Latin  America 
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What  you  see  here  is  a  sensitive, 
two-way  communication  device 
found  in  the  seat  pockets  of  every 
Alaska  Airlines  plane. 

It's  called  a  passenger  comment 
card.  Otherwise  known  as  the 
moment-of-truth  card. 

Because  while  all  airlines  talk 
about  giving  you  good  service, 
we're  one  airline  that  actually 
wants  to  hear  how  we're  doing. 

So  we  take  the  time  to  read 
and  answer  every  card.  And  should 
there  be  a  problem,  we  do  some- 
thing about  it.  Pronto. 

Granted,  it's  a  rather  simple 
system.  But  it  seems  to  be  working. 
Because  over  90%  of  the  passengers 
who  fill  out  a  card  rate  our  service 
"good"  or  "excellent." 

Next  trip  to  or  from  California, 
the  Northwest,  Arizona  or  Alaska, 
call  your  travel  agent  or  Alaska 
Airlines.  And,  please,  tell  us  exactly 
what  you  think  of  us.  We're  all  ears. 


>u  raise  your  gl; 

tk  more  you  may  k 
raising  your  blood  pressure. 

If  you  have  high  blood  pressure, 

your  blood  pressure  can  go  up  with  the 

amount  of  alcohol  you  consume. 

So  remember,  take  it  easy  on  the  alcohol. . . 

if  you  want  your  high  blood  pressure 

to  take  it  easy  on  you. 


The  National  High  Blood  Pressure  Education  Program;  The  National  Heart,  Lung,  and  Blood  Institute; 
National  Institutes  ot  Health;  Public  Health  Service;  U.S.  Department  ol  Health  and  Human  Services 


Why  build  a  printer 
you  can  stand  on,  when 
all  it  will  ever  carry  is 
a  full  office  workload? 

The  answer  is  reliability. 

We  built  the  best  track  record  in  the  industry 
by  demanding  a  lot  more  from  our  products 
than  you  ever  will.  OKIDATA  engineers  call  this 
"championship  specs."  Over  3  million 
OKIDATA  users  call  it  rugged  reliability.  And  it 
shows  in  the  quality  and  performance  of  every 
printer  and  modem  we  make. 

You  can  see  it  in  our  new  300  series  of  9-pin 
and  24-pin  printers.  Their  speed,  print  quality 
and  sheer  versatility  can  carry  a  ton  of  paper- 
work. With  day  in,  day  out  reliability. 
OKIDATA  wouldn't  have  it  any  other  way. 
Why  should  you? 

Call  1-800-OKIDATA  for  the  dealer  near  you. 


okidm  \  li  .1  registered  trademark  ot  <>ki  Kmerict,  Inc . 
Marque  dlpotte  de  Oki  Vmerica,  Inc 


OKIDATA 

^k    an  OKI  AMERICA  company 


We  put  business  on  paper. 


How  to  avoid  three 

expensive  mistakes  when 

you  buy  a  fax  machine. 

Because  you  need  to  know  precisely 
what  to  look  for  when  you  buy  a  fax,  we're 
going  to  tell  you  the  facts  about  fax.  And 
when  you  add  them  all,  we  think  you'll 
agree  the  new  Panasonic  FAX+  System 
may  be  exactly  what  you're  looking  for. 
1. Don't  buy  a  fax  machine 
that  just  faxes  words. 

The  Panasonic  FAX+  System  handles 
graphs,  charts,  documents,  and  letters 
with  ease.  But  that's  not  all.  It  also  handles 
photographs  spectacularly  because  this 
system  has  a  printer  with  16  different 
shades  of  gray.  So  you  can  count  on  your 
photos  looking  great  every  time. 

The  FAX+  System  will  also  hold  up  to 
five  printed  pages  of  facts  and  automati- 
cally fax  them  in  the  evening  when  phone 
rates  may  be  lower. 

2.Don't  buy  a  fax  machine 
that's  just  a  fax  machine.    — 

The  Panasonic  FAX+  System  has 
a  built-in  copier  function,  a  built-in 


speaker-phone  with  speed-dialing,  one- 
touch  dialing,  and  auto  redial.  Plus  an 
Auto-Logic™  one-button  answering  system. 

It  also  has  an  automatic  telephone/ 
facsimile  switching  feature,  so  you  can  . 
switch  between  phoning  and  faxing  without 
hanging  up  and  redialing.  And  it  does  all . 
this  on  a  single  line. 

3.Don't  buy  a  fax  machine 
from  a  company  you  don't  know. 

Why  buy  a  fax  machine  from  a  com- 
pany you  don't  know,  when  you  can  buy 
one  from  a  company  that's  already  known 
for  its  telecommunications  equipment— 
from  telephones  to  answering  machines 
and  now,  the  FAX+  System. 

So  if  you're  looking  for  a  way  to  avoid 
costly  mistakes,  we  think  the  Panasonic 
FAX+  System  is  exactly  what  you're 
looking  for. 

Panasonic 

just  slightly  ahead  of  our  time 
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THE  PRESIDENCY 
STANDS  TALL  AGAIN 


onald  Reagan  is  leaving  office  much  the  way  he  came 
in — through  a  crossfire  of  wildly  conflicting  opinion. 
As  he  prepares  to  pass  the  reins  of  power  to  George 
Bush,  Reagan's  chroniclers  have  taken  to  arguing  loudly 
over  his  legacy. 

To  liberals,  the  genial  Californian  was  a  glib  song-and- 
dance  man  whose  paeans  to  American  exceptionalism  dis- 
tracted us  from  his  true  legacy:  monstrous  budget  deficits, 
shrinking  global  economic  might,  and  a  swelling  underclass. 
Exit,  stage  right.  To  conservatives,  things  look  different. 
Reagan's  stubborn  resistance  to  taxes  cured  the  govern- 
ment's endless  appetite  for  revenues.  His  devotion  to  the 
free  market  helped  turn  the  tide  of  statism  in  the  U.  S.  and 
the  West.  And  his  assertive  foreign  policy  buried  America's 
post- Vietnam  malaise,  let  the  U.  S.  "stand  tall"  around  the 
world,  and  eventually  brought  the  Soviet  bear  to  heel. 

Both  sides  have  a  point.  But  the  toting  up  of  pluses  and 
minuses  misses  a  key — perhaps  the  key — accomplishment  of 
the  Reagan  years.  In  a  fundamental  way,  Reagan  strength- 
ened the  institution  of  the  Presidency,  which  had  been  bat- 
tered by  the  successive  failures  of  Presidents  Nixon,  Ford, 
and  Carter.  During  those  frustrating  years,  it  frequently 
was  said  that  the  Presidency  contained  the  seeds  of  its  own 
failure.  The  job  simply  had  grown  too  immense,  too  complex, 
too  demanding  for  any  leader  to  succeed  at  it. 

You  don't  hear  that  kind  of  talk  anymore,  and  that's  due 
largely  to  Ronald  Reagan's  success  in  restoring  the  powers 
of  the  Executive.  By  repeatedly  proving  the  pundits  wrong 
and  by  doing  what  was  thought  undoable — winning  enact- 
ment of  his  1981  tax  and  budget  cuts,  mobilizing  support  for 
a  big  defense  buildup,  muscling  tax  reform  to  passage,  and 
launching  a  new  detente  with  the  erstwhile  Evil  Empire — 
Reagan  shattered  the  conventional  wisdom  of  a  shackled 
Presidency.  Yes,  he  was  shallow,  physically  and  intellectual- 
ly somnolent,  and  detached.  But  as  he  leaves  office  with  the 
economy  humming  and  his  personal  popularity  at  a  record 
level,  Ronald  Reagan  can  take  satisfaction  in  a  major  accom- 
plishment: He  recreated  the  image  of  a  strong  and  decisive 
Presidency  that  Americans  hunger  for. 


CLEAN  UP  THE 

PENNY  STOCK  CESSPOOL 


Since  the  heyday  of  mining,  oil,  and  gas  companies,  the 
U.  S.  has  had  an  active  market  in  penny  stocks,  securi- 
ties sold  for  peanuts  to  investors  pining  for  a  pachy- 
derm-sized reward.  This  market,  well-removed  from  main- 
stream Wall  Street,  can  raise  capital  for  entrepreneurs  and 
small  businesses.  But  penny  stocks  long  have  attracted  the 
interest  of  fast-buck  operators — and  the  situation  is  getting 
worse.  These  snake-oil  sellers,  many  of  them  based  in  Flori- 
da, threaten  to  swamp  the  reputation  of  legitimate  dealers  in 


an  Okefenokee  of  fraud  and  unscrupulous  high-pressi 
sales  tactics  (page  74). 

Much  of  this  activity  may  just  be  the  transfer  of  resourci 
from  the  greedy  to  the  dishonest.  Yet  there  are  plenty  I 
victims  who  need  protection:  legitimate  entrepreneurs,  hot 
est  broker-dealers,  and  credulous  consumers — some  of  them 
elderly — who  swallow  a  penny  stock  telephone  pitch  as 
quickly  as  they  buy  substandard  aluminum  siding  or  ovej 
priced  health. insurance. 

Into  this  quagmire  the  authorities  must  wade,  paying 
much  more  attention  to  criminal  prosecution.  The  knee-jerl 
reaction  of  some  is  to  call  for  stepped-up  enforcement  by  the 
Securities  &  Exchange  Commission,  but  the  SEC's  hands  ari 
so  full  and  its  funds  so  scant  that  it  could  not  bring  chargq 
in  the  $2  billion  Washington  Public  Power  Supply  Syste: 
bond  scandal.  The  place  to  zing  these  crooks  is  in  their  o 
backyards.  The  fast-money  operators  flourish  in  statej 
where  enforcement  of  securities  laws  is  lax,  which  ought  to 
make  them  a  tempting  target  for  local  officials  with  a  rJ 
formist  bent.  To  make  sure  the  bad  guys  get  caught,  all 
states  should  monitor  penny  stock  specialists  more  closely] 
There  should  be  better  exchange  of  information  aboul 
known  miscreants,  with  the  SEC  providing  an  additional  laye^ 
of  coordination.  Local  prosecutors  have  a  big  advantage  ovei 
the  SEC.  Unlike  the  commission,  which  has  no  criminal  aul 
thority,  local  prosecutors  can  throw  criminals  in  jail. 


USE  BIGGER  GUNS 
AGAINST  DEFENSE  FRAUD 


espite  the  negative  publicity  that  Pentagon  procure-' 
ment  outrages  have  spawned  in  the  past  few  years, 
defense  contractors  don't  seem  to  have  gotten  the! 
message.  According  to  the  Defense  Dept.  Inspector  General, 
the  number  of  investigations  of  the  nation's  top  100  Penta- 
gon suppliers  actually  is  rising.  The  number  today  stands  at 
452,  up  from  356  last  March. 

The  explanation  may  not  be  simply  that  more  companies 
are  crossing  the  line  of  impropriety  but  also  that  after  years 
of  fumbling,  the  Pentagon  and  the  Justice  Dept.  are  finally 
getting  tough.  The  first  indictments  in  the  Operation  111 
Wind  defense  procurement  investigation  (page  34)  and  the 
Sundstrand  case  (page  35)  do  suggest  a  new  attitude. 

But  relying  on  government  action  to  clean  up  the  mess 
has  its  limitations.  When  a  supplier  is  the  sole  manufacturer 
of  a  key  component  or  a  critical  weapon,  government  sanc- 
tions— suspensions  or  debarments — could  harm  national  se- 
curity. As  a  result,  the  penalties  are  all  but  toothless. 

The  government  needs  more  arrows  in  its  quiver  to  deter 
wrongdoing.  Fines,  while  substantial  in  the  Sundstrand  case, 
should  be  even  higher.  Suspensions  that  prevent  companies 
from  getting  new  Pentagon  business  but  permit  the  military 
to  continue  to  receive  key  items  should  be  imposed  for 
substantial  periods  of  time.  And  in  particularly  egregious 
cases,  the  Feds  should  seek  the  replacement  of  directors 
who  aren't  doing  their  jobs  in  overseeing  management.  The 
combination  of  sanctions  is  one  way  to  make  sure  defense 
contractors  get  the  message. 
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WEHAVE 

THE  LEADERSHIP, 

THE  KNOW-HOW 

AND  THE  CARS  TO 

TAKE  ON  THE  WORLD. 


The  last  time  a  major  domestic  brand  of 
automobile  was  introduced,  Ike  was  in  the 
White  House.  People  were  driving  Packards, 
Studebakers.  And,  yes,  the  brand-new  Edsel. 

So  why  has  the  management  of  Chrysler 
dared  to  fly  where  others  have  feared  to  go? 

Why  now?  Less  than  a  year  after  the  Bears 
roared  and  the  Bulls  ran  for  cover. 

Why  now?  When  Americans  have  almost  600 
different  car  models  to  choose  from.  Produced 
by  almost  every  country  in  the  world  capable  of 
putting  up  an  assembly  line. 

Because  Chrysler's  management  is  doing 
more  than  building  cars.  We're  building  cars 
that  inspire  driver  confidence.  We're  so  proud 
of  the  cars  we're  building,  we're  selling  them 
alongside  American  classics— the  legendary 
Jeerj  vehicles. 

THERE  IS  NO  SHORTCUT 
TO  EXCELLENCE. 

Every  Eagle  is  built  carefully,  meticulously, 
from  the  inside  out.  Eagle  engineering  and 
design  draw  from  a  large  pool  of  the  world's 
most  forward  automotive  thinking. 

The  result  is  a  new  line  of  sophisticated, 
aerodynamic,  technologically  advanced  auto- 
mobiles. Automobiles  that  represent  the  next 
step  for  the  American  driver  and  for  Chrysler. 

THE  NEXT  STEP. 

►UIET  POWER  THAT  IS 
.  IAKING  A  LOT  OF  NOISE 
IN  ENGINEERING  CIRCLES. 

Any  car  claiming  to  be  a  "driver's  car"  must 
have  credentials  under  the  hood.  In  the  engine 
compartments  of  Eagles,  you'll  find  things  like  a 


SUMMIT  1.6L  ENGINE* 


hemispherical  combustion  chamber.  Multi-port 


itW4^'»uw>jTMrri7^rr?:T«i*->Mt.-iwg«iMA'/-ii 


per  cylinder.  These  are  what  make  Eagles  fly. 
And  what  give  drivers  the  confidence  to  handle 
the  hundreds  of  driving  decisions  they  must 
make  day  in  and  day  out. 

THE  NEXT  STEP. 
ROOM  WITH  A 
POINT  OF  VIEW. 

The  Eagle  Premier  has  more  usable  room  than 
any  car  in  its  class.  And  no  car  in  its  class 
surpasses  the  Eagle  Medallion  or  the  all-new 
Summit  for  roominess*  *  Every  Eagle-Premier, 


•Optional.         *  *  Interior  comparisons  based  on  EPA  Interior  Volumes  and  Ward's  Intermediate  Standard,  Compact  Standard,  and  Subcom- 
pact  Classes.  1988  competitive  model  data  used  where  1989  data  not  yet  available.         tOptional  leather  seats  with  vinyl  trim.  Late 
availability.         t+Protects  engine  and  powertrain  for  7  years  or  70,000  miles  and  against  outerbody  rust-through  for  7  years  or  100,000 
miles.  See  limited  warranty  at  dealer.  Restrictions  apply. 
All  listed  features  not  available  on  all  Eagle  models.  Jeep  is  a  registered  trademark  of  Jeep  Eagle  Corporation.  Buckle  up  for  safety. 


K» 


30 


int  voi  DISEASE'  ►  WHAT'S  NEXT  FOR  I 


I!  LU  I!  II  1 1 

3  904?  01/^7904   5 


t  iy 


JANUARY  30,  1989 


A  McGRAW-HILL  PUBLICATION 


BURUNGAME 
JAN  2  0  \ 


TELEVISION 

igh  Stakes  in  High-Definition  TV 


Hod 

B9HM 


mm 

WBtii 


■- 


*flfr 


■F7 


/ 


k 


EPSON  LQ-500 


Epson, LQ-500.  24-pin  dol  matrix,  IHO  CPS/draft,  60  Cl'S/letter  quality,  standard  parallel  interface,  one  year  limited  warranty.  SK  buffer,  optional  cut  sheet  feeder. 

Epson  is  .1  registered  trademark  of  Seiko  Epson  Corporation.  Epson  America,  Inc.,  2780  Lomita  Blvd., Torrance,  CA  90505  (800)  922-8911. 
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i  knew  what  I  wanted.  My  new  printer  would  have  nice,  letter  quality 
type,  great-looking  graphics,  a  low  price,  and  be  built  to  last  until  I  retin 
Is  that  too  much  to  ask?  Epson  didn't  think  so.  Listen,  it's  a  competitive  world, 


inexpensive  doesn't  have  to  mean  compromise!' 


Especially  with  the  Epson"  LQ-500.  Any  resemblance  between  it  and  a 
low-priced  printer  ends  at  the  price  tag.  One  look  at  the  quality  and  clarity 
of  the  printing  will  tell  you  that. 

You'll  get  letter-quality  text,  and  graphics  even  an  art  department  would 
love.  Switching  typestyles  is  easy,  too.  Just  push  a  button  on  Epson's  exclusive 
SelecType  panel. 

Actually,  the  Epson  LQ-500  is  just  one  in  a  full  line  of  letter  quality 
printers  from  the  undisputed  leader  in  24-pin  printing.  Of  course,  with  all 
this  to  offer,  you  may  forget  how  little  you  paid  for  the 

But  you'll  never  forget  it's  an  Epson. 


LQ-500. 


WHEN  YOU'VE  GOT  AN  EPSON, 
YOU'VE  GOT  A  LOT  OF  COMPANY. 
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PRODUCTION 

Change  from  last  week:  0.5% 
Change  from  last  year:  6.0% 
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The  production  index  rose  for  the  week  ended  Jan.  7.  Increases  in  the 
seasonally  adjusted  output  of  lumber,  electric  power,  and  crude-oil  refining  offset  a 
drop  in  steel  production.  Because  of  plant  closings  for  the  Christmas  and  New  Year's 
Day  holidays,  weekly  changes  in  auto  and  truck  production  could  not  be  calculated. 
Data  on  coal,  paper,  paperboard,  and  rail-freight  traffic  were  unavailable.  Before 
calculation  of  the  four-week  moving  average,  the  index  surged  to  177.7  from  173.2. 
BW  production  index  copyright    1989  by  McGraw-Hill   Inc. 


The  leading  index  declined  slightly  for  the  week  ended  Jan.  7,  its  first  drop  in 
five  weeks.  Higher  bond  yields  and  a  slower  growth  rate  for  real  estate  loans  offset 
higher  stock  prices  and  faster  growth  in  M2.  The  increase  in  materials  prices  was 
unchanged  from  the  previous  week,  and  data  on  business  failures  were  unavailable. 
Before  calculation  of  the  four-week  moving  average,  the  index  fell  to  203.5  from 
204.1    in  the  prior  week. 

Leading  index  copyright   1989  by  Center  for  International  Business  Cycle  Research  , 
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Latest 
week 

Week     %  Change 
ago      year  ago 

STEEL  (1/14)  thous.  of  net  tons 

1,937 

1,839# 

5.3 

AUTOS  (1/14)  units 

154,455 

lll,703r# 

38.3 

TRUCKS  (1/14)  units 

91,169 

68,008r# 

11.5 

ELECTRIC  POWER  (1/14)  millions  of  kilowatt-hours 

56,080 

53,862  # 

-3.7 

CRUDE-OIL  REFINING  (1/14)  thous.  of  bbl./day 

13,513 

13,488r# 

4.8 

COAL  (1/7)  thous.  of  net  tons 

NA# 

13,833 

NA 

PAPERBOARD  (1/7)  thous.  of  tons 

NA# 

674.0r 

NA 

PAPER  (1/7)  thous.  of  tons 

NA# 

679.0r 

NA 

LUMBER  (1/7)  millions  of  ft. 

405.1  # 

312.3 

-6.3 

RAIL  FREIGHT  (1/7)  billions  of  ton-miles 

NA# 

14.6 

NA 

latest 
week 

.    Week 
ago 

%  Change 
year  age 

STOCK  PRICES  (1/13)  S&P  500 

282.08 

278.85 

14.1 

CORPORATE  BOND  YIELD,  Aaa  (1/13) 

9.69% 

9.66% 

-3.1 

INDUSTRIAL  MATERIALS  PRICES  (1/13) 

102.6 

101.5 

5.0 

BUSINESS  FAILURES  (1/6) 

NA 

285 

NA 

REAL  ESTATE  LOANS  (1/4)  billions 

$308.0 

$308.2r 

12.0 

MONEY  SUPPLY,  M2  (1/2)  billions 

$3,070.5 

$3,062.2r 

5.5 

INITIAL  CLAIMS,  UNEMPLOYMENT  (12/31)  thous 

332 

319 

3.1 

Sources:  Standard  &  Poor's,  Moody's,  Journal  of  Commerce  (index:  1980=  100),  Dun  & 
Bradstreet  (failures  of  large  companies),  Federal  Reserve  Board,  Labor  Dept.  CIBCR  season- 
ally adjusts  data  on  business  failures  and  real  estate  loans. 


Sources:  American  Iron  &  Steel  Inst.,  Ward's  Automotive  Reports,  Edison  Electric  Inst.,  Amer- 
ican Petroleum  Inst.,  Energy  Dept.,  American  Paper  Inst.,  WWPA1,  SFPA2,  Association  of 
American  Railroads. 
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EnmEBHEH 


Latest 
week 

Week 
ago 

Year 
ago 

JAPANESE  YEN  (1/18) 

129 

126 

128 

GERMAN  MARK  (1/18) 

1.87 

1.83 

1.67 

BRITISH  POUND  (1/18) 

1.75 

1.78 

1.79 

FRENCH  FRANC  (l/i 8) 

6.39 

6.22 

5.62 

CANADIAN  DOLLAR  (1/18) 

1.19 

1.20 

1.29 

SWISS  FRANC  (1/18) 

1.59 

1.55 

1.35 

MEXICAN  PESO  (1 /l 8)3 

2,292 

2,286 

2,232 

Sources:  Major  New  York  banks.  Currencies  expressed  in  units  per 
British  pound  expressed  in  dollars. 

U.  S.  dollar, 

except  for 

[U 

Jim   ■       **  mm  •  mmmm 

latest 

week 

Week 
ago 

%  Change 
year  ago 

GOLD  (1/18)  $/troyoz. 

402.500 

403.800 

-15.7 

STEEL  SCRAP  (1/17)  #1  heavy,  $/ton 

120.00 

119.00 

11.6 

FOODSTUFFS  ( 1  / 1 6)  index,  1 967  =  1 00 

229.5 

237.5 

2.3 

COPPER  (1/14)  ?/ib. 

152.5 

158.1 

12.0 

ALUMINUM  (1/14)  <?/lb. 

109.5 

1  14.5 

21.0 

WHEAT  (1/1 4)  #2  hard,  $/bu. 

4.40 

4.42 

38.4 

Latest 
month 

Month 
ago 

%  Change 
year  ago 

INDUSTRIAL  PRODUCTION  (Dec.)  total  index 

140.2 

139.8r 

4.7 

CAPACITY  UTILIZATION  (Dec.) 

84.2% 

84.1% 

2.2 

RETAIL  SALES  (Dec.)  billions 

$138.0 

$137.8r 

7.4 

PRODUCER  PRICE  INDEX  (Dec.)  finished  goods 

110.0 

109.6 

3.9 

Sources:  Federal  Reserve,  Census  Bureau,  BLS 


r.M.'UllVll.'I.HI.W.I:,.- 


COTTON  (1/14)  strict  low  middling  1-1/16  in.,  p/lb.  55.63  55.89  -5.9 

Sources:  London  Wed.  final  setting,  Chicago  mkt.,  Commodity  Research  Bureau,  Metals 
Week,  Kansas  City  mkt.,  Memphis  mkt. 


latest 
week 

Week 
ago 

%  Change 
year  ago 

MONEY  SUPPLY,  Ml  (1/2) 

$793.1 

$786.4r 

4.8 

BANKS' BUSINESS  LOANS  (1/4) 

307.5 

306.3r 

5.9 

FREE  RESERVES  (l/iD 

151 

741r 

NM 

N0NFINANCIAL  COMMERCIAL  PAPER  (1/4) 

99.6 

98.9 

13.7 

Sources:  Federal  Reserve  Board  (in  billions,  except 
a  two-week  period  in  millions). 

for  free  reserves, 

which  are  expressed  for 

I'l.l'Ul'MJ'UlJUiViliftttttttti^ltttttttH 

Latest 
week 

Week 
ago 

Year 
ago 

FEDERAL  FUNDS  (1/17) 

9.26% 

9.15% 

6.89% 

PRIME  (1/18) 

10.50 

10.50 

8.75 

COMMERCIAL  PAPER  3-MONTH  (1/18) 

9.05 

9.07 

6.94 

CERTIFICATES  OF  DEPOSIT  3-MONTH  (1/18) 

9.28 

9.25 

6.92 

EURODOLLAR  3-MONTH  (l/H) 

9.31 

9.21 

7.23 

> 

i 


Sources:  Federal  Reserve  Board,  First  Boston 


#  Raw  data  in  the  production  indicators  are  seasonally  adjusted  in  computing  the  BW  index  (chart);  other  components  (estimated  and  not  listed)  include  machinery  and  defense  equipment. 
1      Western  Wood  Products  Assn.  2  =  Southern  Forest  Products  Assn.  3  =  Free  market  value  NA  =  Not  available  r  =  revised  NM  =  Not  meaningful 
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produci  unlike 

Uiy  other  von  may 
have  heard  about 
|  in  the  past. 

Because  this  is 
L  ad  BASK  product 
i  hat  otters  an  entirely  new  way  to  help 
ou  manage  your  information. 

Its  dBASE  I\V" from  Ashton-'latc. 
Think  ofa  single,  simple,  and  log- 
callv  arranged  window  on  your  screen. 
\  consistent  display  from  which  you 


perform  all  your  tasks  ol  storing, 
organizing,  searching,  anil  retrieving 
information.  The  same  easy  way, 
every  single  time. 

Think  ofa  "Control  Center." 
Because  that's  precisely  what  dBASl 
IV  fitters  as  a  new  view  of  your  data. 

dBASK  I  Vs  Control  Center  lets 
you  case  into  the  world  of  database 
management  by  giving  you  a  familiar, 
comfortable  environment  in  which  to 
work.  It  shows  you  all  ofyour  available- 
options  through  the  use  of  simple,  pull- 
down menus,  and  it  does  away  with 
complex  programming  procedures  for 


Common  tasks  like  linking  tiles,  writmi 

reports,  or  creating  labels. 

What  COUld  DC  easier' 

Nothing,  unless  its  getting  more 
information,  just  visit  yout  local 
authorized  Ashton-Tate  dealer  tor  a 
demonstration,  or  call  800-437-4329' 
cxt.  2934  for  details  on  videotapes, 
demo  disks,  upgrades,  and  more. 

A  AshtonTate" 

INTRODUCING     dBASE     IV 


CC 


Frankly,  I  didn't  think  Fd  be  able 
to  handle  dBASE  software.55 


-• 


t 


'In  Colorado  call  (303)  799-4900.  Trademark/owner:  dBASE.  dBASE  IV, 
Ashton-Tate.  and  Ashton-Tate  Logo/Ashton-Tate  Corporation, 
c  1989  Ashton-Tate  Corporation.  All  rights  reserved. 
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'WHEN  WE  RUN  OUT  OF  MONEY, 
WE  NEED  TO  STOP  SPENDING' 

Regarding  "Will  the  economy's 
strength  be  its  own  worst  enemy?" 
(Business  Outlook,  Jan.  16):  We  need  to 
see  Presidential  support  not  only  for  no 
new  taxes  but  also  for  no  new  spending. 
The  "flexible  freeze,"  if  followed  by 
Congress,  could  be  effective  in  giving 
the  economy  time  to  reduce  govern- 
ment's high  percent  of  consumption  of 
the  gross  national  product.  The  line-item 
veto  also  would  strengthen  the  Presi- 
dent's ability  to  attack  wasteful  spend- 
ing without  vetoing  otherwise  beneficial 
legislation. 

Government  can't  pay  anyone  for  any- 
thing until  it  has  first  taxed  someone. 
The  economy  produces,  government 
spends.  Legislators  need  to  understand 
that  it  is  not  in  the  public  interest  for 
government  to  make  spending  decisions 
that  most  responsible  citizens  would  re- 
ject as  unaffordable.  Individuals  and 
business  recognize  the  reality  of  budget 
constraints:  When  we  run  out  of  money, 
we  need  to  stop  spending.  Obviously, 
choices  have  to  be  made.  We  must  insist 
on  the  same  fiscal  responsibility  from 
our  legislators. 

Now  is  the  time  for  President  Bush, 
through  forceful  leadership,  to  encour- 
age Congress  to  bring  its  spending  un- 
der control. 

J.  E.  Rutherford 

Managing  Director 

K  mart  Mexico 

Bosques  de  las  Lomas,  Mexico 

A  BRICKBAT  AND  A  BRAVO 

FOR  BECKER 

Regarding  your  article  "Social  Securi- 
ty should  benefit  only  the  elderly 
poor"  (Economic  Viewpoint,  Jan.  16): 
How  about  presenting  the  other  side? 

Our  entire  welfare  system  is  out  of 
control,  thanks  to  this  type  of  thinking. 
We  have  developed  several  generations 
of  "welfare  families"  whose  numbers 
continue  to  grow.  The  system  rewards 
people  for  being  lazy  through  benefits, 
and  it  penalizes  those  who  work  hard  by 
increasing  taxes  to  pay  for  these  bene- 
fits. I  would  be  willing  to  help  the  poor 


luiient; 


through  a  time  of  need  if  I  thought  thq 
would  use  this  help  to  improve  their 
in  life.  But  I  am  not  willing  to  provid 
for  them  from  birth  through  childhooj 
adulthood,  and  a  life  of  retirement.  Ifl 
am  expected  to  contribute  to  Social  Seel 
rity  for  40  years,  I  feel  I  have  more  of 
right  to  get  something  back  in  retir  " 
ment  than  someone  who  has  contribute  P'r 
little  or  nothing. 

I  sincerely  hope  that  someday  soo 
people  such  as  Mr.  Becker  will  realiz 
that  if  we  continue  to  follow  our  curren 
path,  the  welfare  rolls  will  continue  t  ^ 
grow,  and  the  rewards  for  doing  nothinj 
will  someday  be  greater  than  the  n 
wards  for  working  and  being  a  respons 
ble  person.  When  this  happens  we'll  un 
doubtedly  all  go  on  welfare,  but  who  wil 
pay  the  bill?  I  suggest  that  then  an< 
only  then  will  people  such  as  Mr.  Becke 
realize  that  there  really  is  no  free  lunch 

Gary  R.  Crilt 
Fayetteville,  Ga 

I  applaud  Mr.  Becker  for  taking  a  posi 
tion  publicly  that  I  have  advocated  ir 
discussions   (arguments?)   with   my   c© 
workers  and  friends.  If  more  people  be 
gin  public  discussions  on  this  sensibl 
course,  maybe  our  politicians  will  some 
day  have  the  courage  to  address  it,  too 
Ray  W.  Ridlo: 
Vice-Presiden 
Rico  Packaging  Materials] 
El  Cajon,  Calif, 

ADD  NUTS-AND-BOLTS  BOOKS 
TO  THE  BUSINESS  WEEK  LIST' 

Your  choices  of  "The  10  best  busi-j 
ness   books   of  the  year"   (Books,! 
Dec.  19)  reflect  what  I  believe  to  be  alll 
the  wrong  emphases  on  the  American! 
business  scene  today.  Only  one,  In  the\ 
Age  of  the  Smart  Machine,  deals  with 
the  nuts-and-bolts  operation  of  business. 
The  rest  deal  primarily  with  business 
"horror   stories"    {Breaking   the  Bank 
and  Who  Killed  CBS/),  perceived  finan- 
cial crises  (Buying  into  America),  and 
tangential   human-relations   issues  (The 
Hero's  Farewell). 

Your  list  should  have  had  a  broader 
representation  of  books  addressing  oper- 
ational issues.  One  that  I  would  have 
chosen  is  At  America 's  Service,  by  Karl 


Bl? 


Mi 
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It's  a huge  prod 
net.  We  admit  it. 
But  dBASE  IV," 

t^^—^^^  I  ii  more  than  its 
*^^^^Tj  predecessors,  u lines 
with  a  tundamen 

*    tallv  different,  tun 

lamcntally  easier  way  to  get  up  to 
peed  quickly. 

Especially  tor  people  who've  never 
ised  a  database  before. 

It  starts  with  a  simple  routine 
.ailed  "Quick  Install"  that  walks  you 


through  the  entire  set  up  process. 
And  an  on  disk  tutorial  that  helps  vou 
become  comfort. iblc  with  the  basics 
of  the  program. 

Then,  there's  a  completely  new 
"home"  screen  -called  the  Control 
Center— that  makes  it  simple  tor  vou 
to  navigate  through  information. The 
Control  ('enter  is  your  constant,  famil- 
iar window  for  performing  all  of  your 
key  database  tasks  like  searching,  sort- 
ing, and  printing  information. 

Need  help?  Its  right  on  the  screen, 
and  it  always  corresponds  to  where  you 


.in  m  the  program  Or.  il  s  just  a  phone 
(.ill  away,  through  our  telephone  sup 
port  I  UK- 
It's  easy  to  learn  more,  too:  just 
visit  your  local  authorized  Ashton  late 

dealer  tor  a  demonstration,  or  call 
800-437-4329' cxt.  2934  for  details 
on  videotapes,  demo  disks,  upgrades, 
and  more. 

, A  AshtonTate 

INTRODUCING     dBASE     IV 


I  kejrt  hearing  that  dBASE 
software  would  take 


a  lot  longer  to  learn'5 


*  In  Colorado  call  (303)  799-4900.  trademark/owner:  dBASE,  dBASE  IV, 
AshtonTate,  and  AshtonTate  Logo/AshtonTate  Corporation. 
1989  AshtonTate  Corporation.  All  rights  reserved. 
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Albrecht.  In  his  book,  Mr.  Albrecht  not 
only  lays  a  philosophical  framework 
within  which  to  examine  the  day-to-day 
operations  of  service  businesses  but  also 
lays  out  a  very  specific  plan  of  attack. 
Gary  T.  Moore 
Denver 

ARCO'S  REFINED  MARKETING 

SELLS  A  LOT  OF  CRUDE 

Regarding  "A  whale  of  a  tale"  (The 
Best  of  1988,  Jan.  9):  Your  refer- 
ence to  "cheap"  Alaskan  oil  as  being  the 
reason  for  Arco's  marketing  success  on 
the  West  Coast  is  somewhat  off  the 
mark.  While  the  North  Slope  provides 
Arco  with  a  reliable  source  of  crude  oil, 
it  is  our  streamlined  refining  and  innova- 
tive marketing  that  make  Arco  the  No.  1 
gasoline  retailer  in  the  West. 

L.  M.  Cook 

Chairman 

Arco 

Los  Angeles 

ESCORT  IS  THE  GIANT 

OF  SUBCOMPACT  CARS 

Your  article  "Hyundai  is  cooling  off 
after  its  hot  start"  (Top  of  the 
News,  Dec.  26)  states  that  the  Honda 
Civic  and  Toyota  Tercel  are  the  "market 
leaders"  in  the  subcompact  market. 
Sales  data  from  Ward's  Automotive  Re- 
ports, the  statistical  journal  of  the  U.  S. 
auto  industry,  list  the  following  January- 
through-November  U.  S.  sales:  Ford  Es- 
cort, 356,076;  Honda  Civic,  157,386;  and 
Toyota  Tercel,  92,788. 

No  subcompact  car — import  or  domes- 
tic— approaches  Escort's  sales.  Escort  is 
clearly  the  market  leader,  not  only  in  the 
subcompact  segment  but  also  among 
cars  of  all  sizes. 

L.  R.  Windecker 

Research  and  Analysis  Manager 

Ford  Motor  Co. 

Dearborn,  Mich. 

DON'T  SELL  MARIETTA  SHORT 

ON  ITS  SYSTEMS  SUCCESS 

'I  Bnc'e  Sam  hangs  up  on  Martin  and 
%#mci"  (In  Business  This  Week,  Dec. 
19)  says  the  loss  of  the  FTS  2000  con- 
tract could  "demolish  Martin's  push  into 
systems  integration,"  further  propagat- 
ing the  fallacy  you  first  reported  this 
summer  that  systems  integration  is  a 
new  concept  invented  by  Arthur  Ander- 
sen &  Co.  Systems  integration  is  what 
the  aerospace/defense  industry  has  been 
doing  since  electronics  became  integral 
to  weapons,  resulting  in  their  now  being 
called  weapons  systems. 

Martin  Marietta  Corp.'s  leadership  as 
a  systems  integrator  on  the  grand  scale 


was  underscored  by  its  win  this  summer 
of  the  Strategic  Defense  Initiative's  Na- 
tional Testbed  contract,  the  ultimate  sys- 
tems integration  project  for  the  coun- 
try's most  advanced  and  technically 
challenging  system. 

It  is  true  that  Andersen  and  other  con- 
sultants helped  transfer  solutions-driven 
approaches  as  well  as  the  technology 
learned  on  aerospace/defense  projects 
into  commercial  and  civil  applications. 
But  among  the  masters  they  learned 
from  indisputably  is  Martin  Marietta. 

Esther  T.  Smith 

Editor 

Washington  Technology 

Vienna,  Va. 

STOCKS  WERE  CHOPPED  UP 
LONG  BEFORE  UNBUNDLING' 

The  "unbundling"  of  stocks,  which 
Shearson  Lehman  Hutton  Inc.  is  ad- 
vancing, is  but  a  takeoff  of  an  idea  de- 
veloped a  decade  ago  by  A.  Joseph 
Debe,  president  of  Americus  Share- 
owner  Service  Corp.  ("Shearson  may 
have  a  hot  new  way  to  sell  stocks,"  Fi- 
nance, Dec.  19).  That  proposal  has  al- 
ready been  implemented  with  respect  to 
quite  a  number  of  blue-chip  stocks.  The 
unbundling  process  consisted  of  separat- 
ing each  blue-chip  share  of  the  affected 
companies  into  two  shares,  one  denoted 
as  "prime,"  which  would  receive  all  divi- 
dends, and  the  other  as  "score,"  which 
would  receive  all  appreciation  beyond  a 
fixed  and  determined  price  for  the  origi- 
nal unbundled  stock.  While  Shearson's 
proposal  is  a  variation  of  the  Americus 
formula  (the  "prime"  and  "score"  units 
are  already  trading  on  the  major  ex- 
changes), the  only  element  of  difference 
is  that  dealing  with  the  tax  deductibility 
of  interest  (in  lieu  of  dividends)  on  one 
of  three  pieces. 

Daniel  A.  Bruno 
Flushing,  N.  Y. 

Editor's  note:  While  Mr.  Bruno's  point 
is  well  taken,  unbundled  stock  units 
are  sponsored  by  the  issuing  compa- 
nies themselves,  not  by  an  outside  or- 
ganization. Thus  they  directly  affect 
both  financial  and  tax  reports. 

MCl'S  NETWORK  IS 
STATE-OF-THE-ART 

We  would  like  to  correct  a  conclu- 
sion reached  in  "A  pleasant  sur- 
prise from  the  great  communicators" 
(Industry  Outlook,  Jan.  9).  Referring  to 
MCI  Communications  Corp.,  the  article 
states:  "Its  network,  based  heavily  on 
microwave  transmission,  is  no  match  for 
AT&T's  system  or  Sprint's  optical  fiber 
highway."  That  statement  simply  is  not 


true.  MCI  has  one  of  the  most 
diverse,  and  technologically  advanc 
networks  in  existence  today.  More  th 
80%  of  our  network  has  been  constru 
ed  in  the  past  four  years  using  the  moi 
advanced  technology  available. 

Your  article  mistakenly  equates  an  e: 
clusively  fiber  optic  system  with  efficiei  'tK 
cy  and  effectiveness  and  assumes  ths  «n  hull' 
microwave  is  inferior  to  fiber.  It  ignore  [inltlti! 
the  single  most  important  aspect  of  mo(  u, 
ern  communications:  digital  transmit 
sion.  Digital  technology  guarantee  i*'1* 
high-quality  transmission  whether  i  induf 
travels  over  fiber  or  microwave. 

We  feel  strongly  that  microwave  radi 
in  our  system  is  an  asset,  not  a  liability  (C 
We  have  no  intention  of  ever  having  ai 
all-fiber  network.  Digital  microwave  i: 
far  more  efficient  and  cost-effective  ■  ii 
areas  with  lower  traffic  volume,  withou 
sacrificing  quality.  In  addition,  digita 
microwave  systems  provide  a  reliable  re 
dundancy  to  our  major  fiber  highways 
protecting  our  customers  from  majoi 
disruptions  of  long-distance  service. 

Also  noteworthy,  we  have  more  thaij 
15,000  miles  of  fiber  in  our  42,000-mil 
network.  We  carry  more  calls  on  oui| 
fiber  system  every  day  than  does  U.  S, 
Sprint  Communications.  Also,  we  are 
partner  in  the  recently  completed  TAT-8 
fiber  cable  linking  the  U.  S.  and  Europe 
and  are  carrying  traffic  on  this  system 
Richard  T.  Liebhaber 
Executive  Vice-President 
MCI  Communications  Corp. 
Washington 


CORRECTIONS 


ii 
■ 

M 


"Slowly  but  surely,  the  U.  S.  is  buying 
into  Japan"  (International  Business, 
Dec.  19)  mistakenly  identified  the  loca- 
tion of  a  chemical  factory  being  built  by 
GE  Plastics  Pacific  Ltd.  and  Mitsui  Petro- 
chemical Industries  Ltd.  The  factory  will 
be  built  in  Chiba,  Japan,  not  China. 


, 


"Drilling  Against  the  Odds"  (Industry 
Outlook,  Jan.  9)  erroneously  stated  that 
Union  Texas  Petroleum  Corp.  expects  to 
increase  its  Gulf  of  Mexico  reserves  to 
more  than  160  million  cubic  feet  this 
year.  The  sentence  should  have  said 
"production,"  not  "reserves." 

The  BUSINESS  WEEK/Harris  Poll  on  air 
travel  (Cover  Story,  Dec.  19)  gave  the 
wrong  dates  for  when  the  polling  took 
place.  The  survey  of  1,052  air  travelers 
was  conducted  from  Dec.  2-6. 


Letters  to  the  Editor  should  be  sent  to  Readers 
Report.  Business  Week,  1221  Avenue  of  the  Ameri- 
cas, New  York,  N.  Y.  10020.  Fax:  (212)  512-6875, 
Telex:  12-7960,  Intl.  4998204.  All  letters  must  in- 
clude an  address  and  daytime  and  evening  tele- 
phone numbers.  We  reserve  the  right  to  edit  letters 
for  clarity  and  space. 
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Considering 
thai  there  are  over 
LOyOOO  diverse 

dBASE*  applica- 
tions already  avail- 
able, the  chances 
•arc  good  that  one 
'them— if  nor  dozens,  or  possibly 
(Cn  hundreds— will  come  pretty  close 
i  meeting  your  specific  needs. 

That's  because  from  generating 

ists  to  writing  reports  to  tracking  sales 

id  virtually  everything  in  between), 


dBASK  IV  builds  upon  the  industry 
standard  m  PC  database  management 

systems. 

And,  because  dBASE  IV  is  part  of 

a  family  of  products  that  are  currently 
being  used  by  more  than  two  million 
others,  its  also  a  good  bet  that  vou 
won't  have  any  trouble  finding  books, 
user  groups  and  training  courses  to 
help  vou  improve  your  skills  even 
further. 

All  of  which  boils  down  to  your 
guarantee  of  being  able  to  find  power- 
ful applications  that  are  practical, 


simple  to  use,  ami  reliable. 

W.mt  to  see  how  all  this  support 
starts^  Just  visit  your  local  authorized 
AshtonTate  dealer  lor  a  demonstra 
tion,  or  call  800-437-4329' ex t.  2934 
for  details  on  our  third-party  appli 
tions  directory,  videotapes,  demo  disks, 
upgrades,  mk\  more. 

.A  AshtonTate' 

INTRODUCING    dBASE    IV 


CI  never  imagined  thereU  h^fll  ■  4 
a  program  already  written 

forme.         #  y 

* 


•  In  Colorado  call  (303)  799-4900.  Trademark/owner  dBASE,  dBASE  IV. 
Ashton-Tate.  and  Ashton-Tate  Logo/AsHon  Tan  Corporation. 
1969  AshtonTate  Corporation.  Al  rights rwrvd. 


IS  AS  CONCERNED 
WITH  SAFETY  AS 
THEY  ARE  WITH 
LOOKING  GOOD 

?       ?       ?       ?       ? 


At  Daewoo,  high  technology  is  part  of 


our  very  chemistry.  Like  the  develop- 


ment of  a  dioxin-free  germicide  for 


cosmetics  and  pharmaceuticals, 


which  has  helped  make  vanity  just  a 


little  less  dangerous.  But  chemistry 


isn  t  the  only  thing  that  makes 


Daewoo  so  attractive.  The  same 


technical  talent  is  applied  to  aero- 


nautics and  automotives,  construction 


and  shipbuilding,  electronics  and 


telecommunications.  For  informa- 


tion on  how  Daewoo's  high-tech 
expertise  could  make  your  company 
look  its  best,  call  212-909-8200. 

DAEWOO 


THAT'S 
WHO! 


JlJUi 
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ROTHSCHILD:  THE  WEALTH  AND  POWER  OF  A  DYNASTY 

By  Derek  Wilson 
Scribners*  490pp«  $27.50 


THEY  MAKE  THE  ROCKEFELLERS 
LOOK  LIKE  ARRIVISTES 


The  uncertain  days  following  the  tri- 
umph of  Francois  Mitterrand  and 
his  Socialist  Party  in  1981  sent  a 
collective  shudder  through  the  ranks  of 
France's  haute  bourgeoisie.  As  some  of 
the  younger  Rothschilds  like  to  tell  it, 
members  of  the  clan  assembled  hurried- 
ly at  one  of  their  sumptuous  vine- 
yards near  Bordeaux.  Fearing  the 
worst  from  a  vengeful  left  threat- 
ening to  nationalize  them  out  of 
existence,  they  consumed  bottle  af- 
ter bottle  of  priceless  wine  from 
the  chateau's  cobwebbed  cellar.  It 
might  be,  they  thought,  the  last 
time  to  savor  such  luxuries. 

Ultimately,  the  Rothschilds  kept 
their  vineyards — but  lost  their  160- 
year-old  Paris-based  Banque  Roth- 
schild, nationalized  along  with  35 
other  banks.  That  turned  out  to  be 
just  an  inconvenience,  however. 
Three  years  later  a  new  Rothschild 
bank  emerged  in  France  under  sev- 
enth-generation scion  David  de 
Rothschild.  Across  the  Channel,  in- 
vestment bank  N.  M.  Rothschild 
has  become  Margaret  Thatcher's 
favorite  financier,  orchestrator  of 
much  of  Britain's  multibillion-dollar 
privatization  program.  And  on  the 
other  side  of  the  Atlantic,  upstart 
Rothschild  Inc. — owned  jointly  by 
the  family's  French  and  English 
branches — is  becoming  a  key  play- 
er in  the  mega-stakes  leveraged 
buyout  and  takeover  game,  most 
recently  scooping  up  Macmillan 
Inc.  for  client  Robert  Maxwell.  The 
Rothschilds — the  greatest  banking 
dynasty  of  all  time — are  back. 

That  they  have  survived  at  all  is 
testimony  to  the  remarkable  clan's 
perseverance,  intelligence,  and 
competitiveness.  In  the  history  of 
merchant  capitalism,  no  other  fam- 
ily has  held  on  to  so  much  for  so 
long.  The  Rockefeller  dynasty,  by 
way  of  example,  is  only  half  as  old  and 
no  longer  controls  the  banks  and  oil 
companies  it  created. 

The  Rothschilds  got  their  start  in  the 
cruel,  sunless  world  of  Frankfurt's  Jew- 
ish ghetto  at  the  end  of  the  18th  centu- 
ry. The  clan's  founding  father,  Mayer 
Amschel  Rothschild,  began  lending  mon- 
ey to  fellow  Jews  and  was  soon  serving 
minor  German  princes.   In  the  chaotic 


Europe  that  followed  the  French  Revolu- 
tion, his  sons  put  down  banking  roots  in 
Paris,  London,  Naples,  and  Vienna" — cre- 
ating the  first  financial  multinational. 

As  Derek  Wilson  relates  in  Roth- 
schild: The  Wealth  and  Power  of  a  Dy- 
nasty, the  family,  in  a  sense,  created 


MAYER  ROTHSCHILD  MADE  HIS  EARLY  FORTUNE 
LENDING  TO  SUCH  ROYALTY  AS  PRINCE  WILLIAM  OF 
HESSE.  IN  FRANCE,  DAVID  DE  ROTHSCHILD  HAS  KEPT  THE 
FAMILY  IN  BANKING  DESPITE  NATIONALIZATION 


19th  century  Europe.  The  richest  and 
most  influential  bankers  of  the  age,  they 
discreetly  backed  many  of  the  century's 
key  developments,  from  the  growth  of 
railways  to  the  Suez  Canal,  from  Cecil 
Rhodes's  conquest  of  Southern  Africa  to 
the  rise  of  modern  European  banking. 

That  Jews  wielded  such  awesome 
power  provoked  anti-Semitic  reactions 
everywhere    the    family    had    influence. 


But  the  Rothschilds  were  able 
that  power  to  soften  repression  and  ar; 
Jewish  legislation.  In  the  1830s,  as  W 
son  points  out,  their  lending  agreemen 
with  the  Vatican  included  concessions  \ 
the  Pope  to  do  more  for  Rome's  benigl 
ed  Jews.  Decades  later  the  family  ga\ 
massive  financial  and  political  support  t 
early  Zionists,  paving  the  way  for  mo< 
em  Israel. 

Wilson,  a  British  broadcaster  and  ai 
thor,  provides  tales  of  colorful  19th  cei 
tury  Rothschilds — such  as  Charlotte, 
confidante  of  Chopin  and  Rossini — thi 
make  terrific  reading.  But  his  otherwis 
detailed  portrait,  probably  the  most  e: 
haustive  and  anecdotal  study  of  the  fanj 
ily  yet,  is  marred  by  his  limited  fei 
for  economic  history.   He  doesri 
fully  bring  out  the  family's  crucial 
role  in  the  development  of  moderi 
finance.    Wilson   fails   to   mention 
for  example,  that  the  spectaculai 
1931  collapse  of  Vienna's  Creditan 
stalt,    a    bank    controlled    by   thi 
Rothschilds,  helped  bring  the  De 
pression  to  Europe. 

Moreover,  he  isn't  critica  I 
enough.  In  Wilson's  sometimes 
breathless  prose,  Rothschild  cou 
pies  "loved  each  other  dearly,"  an( 
their  children  were  invariable 
"adoring"  and  "brilliant."  Certainly! 
this  is  one  of  Europe's  most  excep 
tional  families,  but  not  all  of  the 
Rothschild  skeletons  (and  the  fam 
ily  has  had  its  share  over  seven 
generations)  are  brought  out  of  the 
closet.  If  we're  not  going  to  get 
serious  academic  history,  we're  at 
least  entitled  to  some  juicy  gossip. 
Alas,  no.  Wilson  also  ignores 
some  of  the  dynasty's  latter-day 
business  failings.  In  France,  for  ex- 
ample, the  cumbersome  Banque 
Rothschild,  overburdened  with  non- 
financial  holdings,  tottered  from  di- 
saster to  disaster  after  World  War 
II:  Algerian  oil  in  the  1950s,  a  part- 
nership with  scam-king  Bernie 
Cornfeld  and  his  Fund  of  Funds  in 
the  1960s,  failed  real  estate  devel- 
opments in  the  early  1970s,  and  a 
ruinous  merger  in  the  late  1970s 
with  ailing  financial  group  Com- 
pagnie  du  Nord.  In  truth,  the 
French  Socialists'  1981  nationaliza- 
tion was  a  mercy  killing. 
But  the  Rothschilds'  recent  interna- 
tional expansion  shows  that  the  family 
still  has  plenty  of  life  in  it.  As  one  19th 
century  observer  put  it:  "Republics  and 
empires  may  come  and  go,  but  the  Roth- 
schilds last  forever." 

BY  JOHN  ROSSANT 
Now  Rome  bureau  manager.  Rossant  cov- 
ered the  comings  and  goings  of  the  Paris 
Rothschilds  for  five  years. 


\ 
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(HowTb  Become  An  Overnight 
Sensation  In  Bever^Hills. 


Even  with  a  legendary 
name,  it's  not  easy  to  become  a 
sensation  in  Beverly  Hills.  So  at 
the  Four  Seasons,  we've  dedi- 
cated ourselves  to  surpassing 
your  every  expectation  ol  what  a 
grand  hotel  experience  should  be. 

Starting  with  service  that 
anticipates  rather  than  just  reacts 
CO  your  needs  Like  a  well- 
seasoned  stall  that  calls  you  by 
name  rwice  dairy  maid  service. 
And  a  full-time  seamstress  and 

valet  to  help  yon  look  your  best 


Complementing  our  ser- 
vice is  an  ambiance  that  is  dis- 
tinctively Califomian.  A  location 
just  minutes  away  from  the 
world-renowned  shopping  dis- 
trict  of  Rodeo  Dnve.  A  garden 
environment  where  a  flowering 
plant,  clinging  vine  or  cascading 
fountain  are  always  in  view  And 
spaces  designed  with  an  under- 
stated elegance  that  always  make 
you  the  centerpiece. 

Culminating  our  el  forts  is 
the  award-winning  Gardens  res- 


taurant, a  celebration  of  taste  in 
the  grand  Four  Seasons  tradition. 

Call  our  toll-free  reserva- 
tion line  at  (800)  332-3442  in  the 
U.S.,  (800)  268-6282  in  Canada, 
or  (213)  273-2222  in  Los  Angeles. 

The  Four  Seasons  Hotel. 
Beverly  Hills.  Experience  what  a 
sensation  we've  become. 


Four  Seasons  Hotel 

Doherry  Drive  at  Burton  \A 


If  this  sounds  like  a  tale  from  Lilliput,  you're 
not  far  off.  Because  now  there's  a  way  to  make 
administrative  problems  very  small,  if  not  all  but 
disappear.  It's  called  HMO-USA.  And  it's  the  first 
HMO  network  to  consolidate  billing  nationwide 


Say,  for  example,  your  company  has  office, 
in  thirty-six  different  states.  Working  through 
our  Operations  Service  Center,  we  can  send  yot 
a  single  statement.  A  statement  that  arrives 
like  clockwork,  and  comes  organized  any  way 


Ik 


How  to  fit  5,000  people 
in  a  single  envelope. 

>u'd  like.  By  corporate  division.  By  region  of  the  one  check.  If  your  company  has  a  thousand 

Wntry.Even  by  individual  site.-  employees  or  more,  call  1-800-4-1 1MO-USA. 
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conomic  Viewpoint 


IT'S  DISMAL, 
ALL  RIGHT 

—BUT  IS  IT 
A  SCIENCE? 

BY  ROBERT  KUTTNER 


An  intriguing  paradox  came  to 

mind  at  the  AEA  sessions. 

Economic  orthodoxy  reigns, 

despite  its  failure  to  explain 

the  most  basic  problems. 

Even  the  faithful  complain  of 

their  inability  to  translate 

theory  into  useful  advice 


ROBERT  KUTTNER  IS  ECONOMICS 

CORRESPONDENT  FOR  THE  NEW  REPUBLIC 

AND  AUTHOR  OF  THE  LIFE  OF  THE  PARTY 


At  the  yearend  annual  meetings  of 
the  American  Economic  Assn.  in 
New  York,  where  some  8,000 
economists  gathered  at  several  hundred 
sessions. sprawled  among  three  large  ho- 
tels, the  dismal  science  paraded  its  char- 
acteristically odd  blend  of  certitude  and 
paralysis.  The  most  prestigious  econo- 
mists presented  rigorous — and  contra- 
dictory— views  about  the  value  of  the 
dollar,  the  productivity  slowdown,  sav- 
ings rates,  and  the  budget  deficit.. 

This  year's  AEA  president,  Professor 
Robert  Eisner  of  Northwestern  Univer- 
sity, delivered  a  rebuttal  of  the  popular 
view  that  the  federal  deficit  is  wrecking 
the  economy.  Eisner  demonstrated  that 
when  inflation  is  properly  accounted  for 
and  state  and  local  government  surplus- 
es are  factored  in,  deficits  are  running 
at  about  historic  levels — and  the  national 
debt  is  now  declining  as  a  fraction  of 
GNP.  Eisner  observed  that  even  foreign 
debt  is  exaggerated,  since  the  devalua- 
tion of  the  dollar  increases  the  worth  of 
U.  S.  holdings  abroad,  which  more  than 
offsets  foreign  claims  against  the  U.  S. 
Often,  Eisner  declared,  economics  fails 
to  match  its  professed  theory  with  its 
empirical  measures:  "It  is  important  in 
economics — as  elsewhere — to  know  what 
we  are  talking  about." 
'WE  DON'T  KNOW.'  In  the  prestigious  an- 
nual Richard  T.  Ely  Lecture,  named  for 
a  founder  of  the  aea,  Henry  J.  Aaron  of 
the  Brookings  Institution  lamented  the 
failure  of  economists  to  explain  many 
key  economic  dilemmas  such  as  the 
abrupt  post-1973  slowdown  in  productivi- 
ty growth.  "We  economists  . . .  are  not 
sure  we  have  identified  all  the  causes, 
and  we  can't  agree  on  what  actions 
would  spur  labor  productivity  at  reason- 
able cost.  We  do  not  know  whether  the 
high  growth  of  the  [postwar]  quarter 
century  was  an  aberration  or  established 
a  new  norm.  We  do  not  know  whether 
the  inferior  recent  performance  of  the 
United  States  is  caused  by  transitory 
events  that  will  naturally  correct  or  by 
deep  and  recalcitrant  problems." 

Aaron  took  comfort,  however,  in  the 
accepted  verity  that  industrial  policy  is 
powerless  to  improve  productivity. 
Meanwhile,  down  the  hall,  a  sparsely  at- 
tended session  assessed  Pentagon  re- 
search-and-development  spending  as 
America's  de  facto  industrial  policy. 

A  decidedly  unscientific  sampling  of 
the  AEA  sessions  suggests  an  intriguing 
paradox.  On  one  hand,  economic  ortho- 
doxy reigns.  Influential  economists  ac- 
cept as  scientific  fact  the  model  of  eco- 
nomic man  as  a  rational,  utility- 
maximizing  creature  operating  in  a 
social  vacuum  where  companies  and  indi- 
viduals possess  neither  noneconomic  val- 
ues nor  political  or  price-setting  power. 


The  corollary  assumption  is  that  lai 
sez-faire,  therefore,  must  always  be 
perior  to  social  intervention.  (This  mor 
somewhat  uneasily  allows  exceptions  fi 
macroeconomic  stabilization  and  a  mi 
social  safety  net.)  Economics  is  taugi 
as  if  it  were  a  physical  science  in  whic 
economic  phenomena  can  be  precisel 
modeled,  fitted  to  curves  on  graphs,  an 
mathematically  manipulated. 

Yet  the  priesthood  of  this  disciplirn 
while  dismissing  more  eclectic  brands  c 
economic  inquiry  as  hopelessly  unsciei 
tific,  keeps  bemoaning  its  own  impoteno| 
to  satisfactorily  explain  or  render  usefi 
policy  advice  on  the  most  basic  of  eo 
nomic  problems. 

rival  theologians.  A  walking  tour  cl 
the  AEA  sessions  revealed  that  othe 
brands  of  economics  are  alive  and  well 
if  generally  unsung.  The  Association  foi 
Evolutionary  Economics  sponsored  tw<  | 
sessions  celebrating  the  work  of  Johi 
Kenneth  Galbraith  for  injecting  a  long 
overdue  analysis  of  political  and  markel 
power  into  economic  inquiry.  Elsewhere 
the  Union  of  Radical  Political  Econo 
mists  held  several  meetings  on  subjects 
that  are  defined  as  nonproblems  by 
mainstream  economists,  such  as  the  ef- 
fect of  global  competition  on  U.  8 
wages.  Interlopers  from  other  disci- 
plines, such  as  sociologist  Amitai  Et 
zioni,  author  of  a  provocative  new  trea- 
tise on  social  economics,  The  Morat\ 
Dimension,  held  sessions  endeavoring 
to  reconnect  economic  inquiry  with  orga- 
nized human  society  and  historic  time. 
All  in  all,  some  40  affiliate  organizations, 
from  the  Association  of  Christian  Econo- 
mists to  the  Industrial  Organization  So- 
ciety, usefully  broadened  the  discussion. 

On  the  whole,  however,  the  AEA  meet- 
ings suggested  less  a  sense  of  great  is- 
sues being  joined  by  scholars  than  of 
rival  theologians  talking  past  each  other. 
And  though  dissenting  economics  is  of- 
ten far  richer  and  more  instructive,  or- 
thodox economics  still  dominates  the 
politics  of  the  profession. 

The  AEA's  first  report,  written  in  1885 
by  Richard  T.  Ely,  begins:  "We  regard 
the  state  as  an  educational  and  ethical 
agency  whose  positive  aid  is  an  indis- 
pensable condition  of  human  progress. 
While  we  recognize  the  necessity  of  indi- 
vidual initiative  in  industrial  life,  we 
hold  that  the  doctrine  of  laissez-faire 
is  unsafe  in  politics  and  unsound  in  mor- 
als; and  that  it  suggests  an  inadequate 
explanation  of  the  relations  between  the 
state  and  the  citizens."  With  such  hereti- 
cal ideas,  it's  unlikely  that  Professor 
Ely  would  be  invited  to  deliver  an  Ely 
lecture  today.  That's  too  bad:  His  ap- 
proach just  might  help  orthodox  econom- 
ics surmount  its  tradition  of  studied 
helplessness.  H 
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"  When  I  was  your  age, 
robots  did  what  they  were  told. 
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Imagine  a  generation  of  robots  that  can  learn  from  their  experiences  and  make  theirN 
own  decisions.  It's  happening— thanks  to  Neural  Networks  that  enable  computers 
systems  to  mimic  the  human  brain.  Engineers  at  Martin  Marietta  are  using  theser 
computer  technologies  to  help  robots  learn.  So  that  in  years  to  come,  robots  may 
be  able  to  perform  intelligent  tasks  on  land,  in  space  and  under  the  sea.  At  Martin 


■   nun  M.irtm  M<irirtt,i  Corporation 


"But  Dad,  my generationis  different" 


V^to 


Marietta,  we  apply  the  same  creative  intelligence  to  robotics  that  we  bring  to  defense, 
electronics,  space,  information  systems,  energy  and  materials.  Intelligence  that  is 
making  traditional  ideas  about  robots  seem  positively  old-fashioned. 


MASTERMINDING  TOMORROWS  TECHNOLOGIES. 
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conomic  irenas 


BY  GENE  KORETZ 


A  TAX  HIKE  ON  GAS? 
THE  IDEA  IS 
PICKING  UP  SPEED 


A  hike  in  the  gasoline  excise  tax  may 
be  anathema  to  the  oil  industry, 
but  its  economic  and  political  appeal  is 
growing.  In  a  recent  analysis,  Merrill 
Lynch  &  Co.  economist  Donald  H. 
Straszheim  notes  that  higher  gasoline 
taxes  could  bring  in  "$25  billion  or  more 
in  revenues — at  minimal  cost  to  the 
economy."  Meanwhile,  House  Ways  & 
Means  Committee  Chairman  Dan  Ros- 
tenkowski  (D-Ill.)  and  Federal  Reserve 
Board  Chairman  Alan  Greenspan  have 
backed  the  idea  of  a  gas  tax  hike.  And 
incoming   Budget  Director  Richard   G. 
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Darman  concedes  that  a  fuel  tax  "might 
be  considered  a  user  fee." 

Advocates  of  a  gasoline  tax  hike  cite 
three  main  arguments: 

■  U.  S.  gasoline  taxes  and  prices  are  ex- 
traordinarily low.  The  federal  gasoline 
tax  has  been  raised  only  once  in  the  past 
35  years,  and  in  real  terms  it  is  below  its 
level  in  the  1950s.  Even  counting  state 
and  local  levies,  U.  S.  gasoline  taxes  are 
the  lowest  in  the  industrial  world,  run- 
ning at  only  10%  to  15%  of  the  taxes 
paid  by  French,  British,  German,  and 
Japanese  consumers.  And  U.  S.  retail 
gasoline  prices  are  roughly  a  third  of 
those  in  the  same  countries  (chart). 

■  By  putting  upward  pressure  on  retail 
prices,  higher  gas  taxes  would  dampen 
energy  use  and  dependence  on  imports — 
at  a  time  when  both  have  begun  to  rise 
rapidly.  A  25^-per-gallon  hike  would  still 
leave  inflation-adjusted  gasoline  prices 
substantially  below  their  levels  in  both 
1974  and  1981,  while  promoting  conser- 
vation and  tempering  pollution.  Accord- 


ing to  an  Energy  Dept.  study,  a  10<t-per- 
gallon  tax  increase  would  reduce  the 
trade  deficit  by  about  $1.5  billion  a  year. 
■  Gasoline  taxes  are  a  big  potential  rev- 
enue source,  with  each  penny-per-gallon 
hike  producing  roughly  $1  billion  per 
year  in  gross  tax  receipts,  or  $25  billion 
from  a  25$  increase.  To  be  sure,  some 
analysts  claim  that  the  net  gain  in  reve- 
nues would  be  far  less,  once  the  reduced 
demand  and  lower  economic  output  in- 
duced by  a  tax  hike  are  factored  in. 
However,  Merrill  Lynch's  Straszheim 
notes  that  the  impact  on  demand  would 
be  very  modest  over  the  short  term.  And 
economists  Stephen  Marris  and  Philip  K. 
Verleger  Jr.  of  the  Institute  for  Interna- 
tional Economics  argue  that  a  large  tax 
hike  would  so  brighten  the  budget  out- 
look that  interest  rates  would  decline 
substantially,  offsetting  the  negative  ef- 
fects of  the  tax  on  economic  growth  and 
cutting  the  deficit  even  more. 

Finally,  Verleger  believes  that  a  tax 
hike  may  well  fall  more  heavily  on  gaso- 
line refiners  than  consumers.  He  notes 
that  refining  profit  margins  have  wid- 
ened sharply  in  recent  years,  because 
tighter  refining  capacity  has  allowed  the 
industry  to  maintain  prices  as  crude  oil 
prices  fell.  "Profit  margins  have  been  so 
large  recently,"  Verleger  says,  "that  re- 
finers may  be  forced  to  absorb  much  of 
a  tax  increase  in  order  to  continue  to 
maximize  gasoline  output." 


WHERE  THE  SAFETY 

NET  CATCHES 

THE  MOST  AMERICANS 


low  much  do  government  cash 
I  transfer  programs  such  as  Social 
Security  and  welfare  reduce  poverty?  A 
new  Census  Bureau  study  comes  up 
with  some  intriguing  answers. 

In  1986,  under  the  official  definition  of 
income  used  to  determine  the  poverty 
rate  (pretax  money  income,  including 
transfers  but  excluding  capital  gains), 
median  U.  S.  household  income  was 
$24,897,  and  13.6%  of  people  fell  below 
the  poverty  line.  However,  under  a  pri- 
vate-sector definition  of  income,  which 
omits  government  transfers  but  counts 
capital  gains  and  the  value  of  employer- 
provided  health  benefits,  median  house- 
hold income  would  have  been  $24,211, 
and  an  additional  6.3%  of  the  population 
would  fall  below  the  poverty  line. 

Perhaps  two-thirds  of  the  rise  in  pov- 
erty in  the  latter  calculation  is  among 
the  elderly.  Under  the  private-sector  def- 
inition of  income,  the  Census  Bureau  es- 
timates that  the  median  household  in- 
come of  those  65  and  over  in  1986  was 
just  $7,005,  and  47%  of  the  aged  were 


below  the  poverty  line.  By  contrast, 
actual  median  household  income  of 
elderly  in  1986  was  $14,922,  and  thj 
official  poverty  rate  was  just  12.4%. 
large  part,  says  Census,  these  strikii] 
differences  "measure  the  importance 
Social  Security  income  to  the  elderly. 'I 
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WHY  A  BIG  LABOR  TAB 
ABROAD  DOESN'T  CUT 
THE  U.S.  IMPORT  BILL 


The  conventional  wisdom  is  that  tl 
dollar's  steep  decline  since  early  191 
has  revived  U.  S.  competitiveness  t 
sharply  raising  foreign  manufacture 
labor  costs  in  dollar  terms.  Indeed,  a 
cording  to  the  Bureau  of  Labor  Stati 
tics,  average  manufacturing  hourly  1;  |y  c 
bor  costs  in  Japan  were  87%  of  U 
levels  by  1987,  and  similar  costs  in  Wes 
Germany  were  actually  33%  higher. 

Economist  Roger  Fulton  of  A.  Gar  ^P1 
Shilling  &  Co.  observes,  however,  ths  tinvai 
the  same  countries  had  significantly  low  Wi'i 
er  labor  costs  in  key  industries  involve  be 
in  trade.  Recent  bls  data  for  1987,  fo 
example,  indicate  that  compensatioi  jL 
costs  in  Japan's  electronics  and  electric; 
equipment  industry  and  auto  industr 
were  less  than  75%  of  U.  S.  levels.  Sim 
larly,  German  auto  workers  earned  onl; 
4%  per  hour  more  than  their  U.  S.  counl 
terparts.  And  while  Canadian  overal 
manufacturing  labor  costs  average 
nearly  90%  of  those  in  the  U.  S,,  compen 
sation  costs  for  Canadian  auto  workers 
were  at  71%  of  U.  S.  levels. 

"Such  details,"  says  Fulton,  "help  ex 
plain  the  persistent  U.  S.  trade  deficit 
with  strong-currency  countries." 


THE  STRANGE  CASE 

OF  THE 

MISSING  REVENUES 


Call  it  a  riddle  wrapped  in  a  mystery. 
The  1986  tax  reform  act  was  sup- 
posed to  be  revenue-neutral  in  its  initial 
years.  Although  last  year's  White  House 
budget  indicated  that  the  new  law  would 
reduce  revenues  by  $19.8  billion  in  fiscal 
years  1988  through  1990,  that  loss  pre- 
sumably offset  revenue  gains  in  fiscal 
1987.  Now,  however,  the  President's  lat- 
est budget  projects  the  revenue  loss  in 
the  same  three  years  at  $53.6  billion. 
Government  officials  play  down  the  dif- 
ference as  an  "accounting  exercise,"  but 
until  they  explain  its  origin,  observers 
will  be  asking  whether  the  tax  act  was 
actually  a  tax  cut  and  wondering  who 
benefited  from  its  apparent  largesse. 
With  Paul  Magnusson  in  Washington 
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S  A  DISTANT  EARLY  WARNING 
)F  INFLATION  FLASHING? 


P: 


resident  Bush  enters  office  with  the  expansion 
still  going  strong.  Maintaining  that  growth  will 
be  one  of  the  key  tasks  of  his  Administration — 
specially  since  Bush  intends  to  rely  on  economic  growth 
i  cut  the  federal  budget  deficit. 
The  numbers  on  the  economy's  performance  in  Decem- 
er,  however,  were  not  as  uniformly  strong  as  many 
nalysts  expected,  and  that  may  raise  some  concern  in 
Vashington.  Industrial  output  made  good  headway,  but 
etail  sales  looked  weak.  And  the  deterioration  of  the 
oreign  trade  deficit  was  bad  news. 

Inflation  in  producer  prices  began  to  flash  a  warning 
hat  price  hikes  in  basic  industries  are  working  their  way 
"orward  to  finished  goods.  Higher  inflation  will  make 
Push's  task  all  the  harder,  because  the  Federal  Reserve 
"  vill  continue  to  raise  interest  rates  in  order  to  rein  in 
iome  of  the  economy's  momentum. 

Certainly,  the  November  data 
on  foreign  trade  indicate  that 
some  slowing  in  domestic  de- 
mand is  necessary — if  only  to 
improve  our  trade  position.  The 
merchandise  trade  deficit 
jumped  unexpectedly  to  $12.5 
billion  from  October's  $10.3  bil- 
lion. Both  sides  of  the  trade  pic- 
ture contributed  to  the  widen- 
ing. Imports  increased  4.2%,  to 
$39.7  billion,  with  big  gains  in 


A  SHARP  WIDENING 
OF  THE  TRADE  DEFICIT 
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capital  and  consumer  goods.  Exports  fell  for  the  second 
month,  by  2.3%  to  $27.2  billion. 

Progress  on  the  trade  deficit  is  stalling.  In  the  past 
four  months  the  deficit  has  averaged  $11.4  billion  per 
month,  compared  with  a  $10.7  billion  pace  in  the  prior 
four  months.  During  the  same  four  months  ended  in 
November,  imports  rose  to  an  average  of  $39  billion  per 
month,  up  from  $37.3  billion  in  the  preceding  period. 


ISN'T 
STELLAR 


EXPORT  Nor  are  exports  helping  as  much  as  they 

once  did.   Year-over-year  growth  has 
slowed.  In  November  foreign  shipments 
were  up  17.7%  from  a  year  ago.  Back  in 
early   L988,  growth  of  around  30'-    was  the  norm. 

The  November  widening  suggests  that  the  trade  sec- 
tor was  a  Blight  drag  on  gross  national  product  growth 
in  the  fourth  quarter.  It  also  means  that  the  weaker 
dollar  alone  will  not  stop  the  How  6f  red  ink. 

A  sustained  Blowing  in  exports  also  will  feed  back  to 
the  industrial  sector.  For  now,  though,  output  gains 
remain  healthy.   Industrial  production  edged  up  0 


December,  following  a  0.47'  gain  in  November.  Manufac- 
turing output  was  also  up  0.3$  in  December — the  same 
increase  as  in  November.  Gains  were  strong  in  the  pro- 
duction of  consumer  goods  and  factory  equipment. 

For  the  fourth  quarter,  manufacturing  output  rose  at 
an  annual  rate  of  4.9%.  That's  below  the  robust  7.1 
pace   of   the   third,   but   higher   than    1988's   first-half 
growth  rate  of  4.7%  at  an  annual  rate. 

Manufacturers  will  continue  to  do  well  in  this  quarter. 
Unfilled  orders  are  still  high  enough,  and  inventories 
remain  lean.  So  factories  can  increase  production  with 
little  chance  that  unwanted  goods  will  pile  up. 


PRODUCERS 

ALREADY 

FEEL 

THE  PINCH 


But  with  so  much  demand  for  output, 
price  gains  become  a  problem.  Already, 
inflation  is  heating  up  at  the  producer 
level.  Prices  of  finished  goods  rose  0.4% 
in  December.  Excluding  food  and  energy,  prices  jumped 
0.6%  in  the  month.  Higher  costs  for  consumer  products 
such  as  apparel  and  home  appliances,  and  for  capital 
goods  such  as  trucks  and  railroad  equipment,  led  the 
increase. 

For  all  of  1988,  prices  of  finished  goods  increased  4%. 
Prices  for  items  other  than  food  and  energy  rose  4.3%. 
Moderation  in  the  12-month  increases  was  helped  by 
small  price  gains  in  the  darly  part  of  1988.  In  the  last 
half,  the  pace  of  price  rises  picked  up  rapidly.  For  the  six 
months  ended  in  December,  prices  of  goods  other  than 
food  and  energy  rose  at  an  annual  rate  of  4.9%.  In  the 
previous  half-year  they  were  up  at  a  3.5%  clip  (chart). 

Last  year's  overall  inflation 
rate  was  held  down  by  the  de- 
cline in  energy  prices.  They  end- 
ed the  year  3.4%  below  their  lev- 
el of  December,  1987.  That 
probably  won't  happen  again 
this  year.  Most  oil  analysts  ex- 
pect that  the  latest  OPEC  agree- 
ment will  hold,  and  that  energy 
prices  will  stabilize.  If  so,  that 
will  exert  upward  pressure  on 
prices  at  both  the  producer  and 
consumer  levels. 

Faster  price  hikes  for  the  materials  used  further  back 
in  the  manufacturing  process  also  spell  trouble  for  the 
1989  inflation  outlook.  Last  year  prices  of  such  interme- 
diate goods,  less  food  and  energy,  rose  7.2  <.  For  crude 
materials,   the   pace   was  6%.    In   December  these   price 

gains  showed  few  signs  of  slowing.  Prices  of  intermedi- 
ate goods  increased  0.4%,  following  a  0.7'     gain  in  No 
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vember.  Crude  materials  prices  ran  up  1%  in  December, 
after  a  0.7%  hike  in  the  prior  month. 

These  markups  will  likely  stick  because  capacity  is 
tight  enough  in  many  industries  to  strain  supplies.  The 
overall  rate  of  capacity  utilization  edged  up  to  84.2%  in 
December  from  84.1%  in  November.  For  manufacturing 
alone,  operating  rates  rose  to  84.4%,  from  84.3%. 

Already,  materials  vital  to  manufacturers,  such  as 
chemicals,  plastics,  and  metals,  posted  price  gains  close 
to  20%  and  more  in  1988.  Not  surprisingly,  the  latest 
data  on  operating  rates  show  these  industries  using 
around  90%  of  their  capacity.  These  costlier  materials 
are  used  to  produce  goods  such  as  cars  or  heavy  equip- 
ment and  to  package  foods  and  other  goods,  so  there  will 
be  sharper  upward  pressure  on  prices  of  finished  goods. 

DETROIT'S       Retail  sales  in  December  were  something 

SALES  of  an  enigma.  The  Commerce  Dept.'s  re- 

SUDDENLY       p0rt  on  them  raises  more  questions  about 

ACCELERATE     ^g   consumer   sector   than    it   answers. 

Sales  were  surprisingly  weak,  rising  a  slim  0.2%,  to  $138 

billion.  But  that  runs  counter  to  reports  from  individual 

retailers  of  brisk  activity  late  in  the  month. 

Retail  sales  of  cars,  which  are  reported  in  dollar 
amounts  and  make  up  about  one-fifth  of  the  total,  posted 
a  slight  decline  in  December.  By  contrast,  unit  sales  of 
domestically  made  autos,  reported  earlier,  were  excep- 
tionally strong.  They  jumped  to  an  annual  rate  of  8.4 
million  from  7.2  million  in  November. 

Sales  were  probably  stronger  than  the  Commerce 
Dept.'s  numbers  imply.  Because  most  of  the  buying 
came  at  month's  end,  there  were  probably  lags  in  report- 
ing. Retail  sales  are  notorious  for  big  revisions.  That 
may  be  the  case  for  December,  and  it  could  be  that  some 
of  the  buying  won't  show  up  until  the  January  report. 
A  better  indicator  of  recent  strength  in  consumer  buy- 
ing lies  in  the  quarterly  pattern  of  retail  sales.  They 
surged  in  the  fourth  quarter,  rising  at  a  9.2%  annual 


A  STRONG  YEARENI 
FOR  RETAIL  SALES 

120 


rate.  Even  with  the  weak  December  showing,  that  Vv 
the  largest  quarterly  gain  in  more  than  a  year. 

Real  retail  sales,  after  adjust- 
ing for  price  changes,  rose 
about  6%  last  quarter,  following 
lackluster  gains  of  only  1.1%  in 
the  third  quarter  and  2.7%  in 
the  second  (chart). 

The  strength  last  quarter  was 
widespread:  Sales  of  durable 
goods  other  than  cars,  including 
building  materials,  hardware, 
and  furniture,  rose  at  a  6.2% 
annual  rate  after  falling  in  the 
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third  quarter.  And  fourth-quarter  sales  of  nondurabl 
goods  were  also  strong.  Sales  at  department  and  oth( 
general  merchandise  stores  soared  at  a  15.1%  annm 
rate — the  largest  quarterly  gain  in  almost  eight  years. 
The  quarter's  strong  performance  means  that  consul 
er  spending  added  handsomely  to  fourth-quarter  ec( 
nomic  growth.  It  probably  also  helped  clear  out  somj 
excess  retail  inventories. 

INVENTORY     Inventories  in  retailing,  other  than  cars 
LEVELS  rose  steadily  during  1987  and  began  198i 

GET  at  a  level  that  worried  forecasters.  Bu 

LEANER  thanks  to  sales  gains  through  the  year 

the  ratio  has  backed  down  a  bit. 

Overall  inventories,  including  manufacturing  anc 
wholesale  and  retail  trade,  were  in  good  shape  in  Novem 
ber.  They  rose  0.4%,  to  $753.6  billion.  But  total  business 
sales  also  gained  0.4%,  to  $503.8  billion,  leaving  'the  ratio 
of  inventories  to  sales  slightly  below  1.50. 

Lean  inventories  mean  that  the  industrial  sector  wil 
be  a  driving  force  in  the  economy  in  1989.  But  that 
momentum  won't  come  without  some  unwanted  infla- 
tion. And  that  could  drive  a  wedge  between  Bush  and 
the  Fed  later  in  the  year. 


THE  WEEK  AHEAD 


EMPLOYMENT  COST  INDEX 


Tuesday,  Jan.  24,  10  a.m. 
Employment  costs  for  workers  in  pri- 
vate industry  probably  rose  about  1.3% 
in  the  fourth  quarter,  faster  than  their 


1o   increase   in   the   third.   The   Labor 


Dept.  does  not  adjust  this  data  on  a  sea- 
sonal basis,  so  most  economists  figure 
that  employment  costs  rose  about  5.2% 
above  year-ago  levels.  The  expected 
fourth-quarter  gain  is  suggested  by  a 
1.3%  increase  in  unadjusted  weekly  earn- 
ings and  a  1.2%  gain  in  benefit  costs. 

FEDERAL  BUDGET 

Wednesday,  Jan.  25,  2  p.m. 

The  federal  government  will  most  likely 

post  a  $28  billion  deficit  for  December, 


compared  with  $24.4  billion  in  December, 
1987.  Large  federal  outlays  to  cope  with 
the  thrift  crisis  probably  account  for 
much  of  the  year-to-year  increase.  For 
the  first  quarter  of  fiscal  1989,  ended  in 
December,  the  deficit  should  total  $84.5 
billion,  slightly  higher  than  the  $82.2  bil- 
lion for  the  same  period  of  fiscal  1988. 

DURABLE  COOPS  ORDERS 

Thursday,  Jan.  26,  8:30  a.m. 
Durable  goods  manufacturers  are  ex- 
pected to  report  a  1.2%  rise  in  orders  -in 
December.  In  November  new  bookings 
were  unchanged,  at  $122.8  billion,  be- 
cause of  a  drop  in  defense  orders.  Mili- 
tary orders  should  rebound  in  December 
to  pace  the  overall  gain,  which  means 
unfilled  orders  will  remain  strong. 


GROSS  NATIONAL  PRODUCT 


Friday,  Jan.  27,  8:30  a.m. 
The  economy  probably  expanded  at  an 
annual  rate  of  2.8%  in  the  fourth  quar- 
ter, compared  with  a  2.5%  pace  in  the 
third.  Excluding  the  effects  of  the 
drought,  nonfarm  gross  national  product 
likely  increased  at  a  4.1%  clip.  Gains  in 
business  fixed  investment  and  residen- 
tial construction  should  account  for 
much  of  the  GNP  growth.  Consumer 
spending  and  a  faster  pace  of  inventory 
accumulation  should  also  contribute  pos- 
itively. With  economic  growth  so  strong, 
inflation  should  perk  up,  too.  Economists 
figure  that  the  GNP  fixed-weight  price 
index  rose  at  an  annual  rate  of  5%  last 
quarter,  compared  with  5.3%  in  the  third. 
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The  Cool  Machine  Com 


PC  DIGEST 


PC  WORLD 


tave  five  stars  to  our 
>  l>ps  modem  and  top- 
rated  oui  2400  bps  modem. 


...  gave  our  2400  thcdi 
coveted  "Best  Itus"  tide. 


natMtnd  ftaifwnailm  i  >k 1 1 ) \ i  \.  oki  America,  Iik  . 
Marque  deposec  de  Oki  America,  in. 
ir.idcinurks:  PC  Digtsi,  National  Software  fating 
Laboratories,  Ire  .  i\    n(>w</.  I't  World  (  ommuni 
cations,  Inc 


OKIDATA  introduces  a  line 
of  PC  modems  that  run  so  cool 
they're  guaranteed  for  5  years. 

Our  new  1200,  2400  and  2400  Plus  PC  modems  are 
built  around  a  very  simple  fact:  the  cooler  they  run, 
the  longer  they  last. 

That's  important  in  any  modem,  and  it's  vital  in  the 
case  of  an  internal  board.  That's  why  we  engineered 
a  special  chip  that  does  the  work  of  three  ordinary 
chips.  It  also  generates  less  heat — and  consumes  50ro 
less  power — than  the  leading  brand.  Which  is  why  we 
back  our  modems  twice  as  long  as  they  do. 

But  reliability  on  the  inside  comes  as  no  surprise  when 
the  OKIDATA  name  is  on  the  outside. 

We  have  over  a  century  of  experience  in  telecommuni- 
cations all  over  the  world.  And  you'll  see  it  in  everything 
we  make,  from  tank-tough  printers  to  award-winning 
PC  modems  to  a  full  line  of  high-speed  modems. 

To  see  our  new  "cool  machines"  in  person,  visit  your 
OKIDATA  dealer.  Or  call  1-800-OKIDATA  for  the  name 
of  the  dealer  nearest  you. 

OKIDATA 

^a,   an  OKI  AMERICA  company 
We  put  business  on  paper. 


THE  ADMINISTRATION! 


JANUARY  30,  1989 


ENTER 
THE 
BUSH 
TEAM 

AND  THE  TRANSITION  MAY 
BE  ALMOST  TOO  SMOOTH 


It  is  an  unwritten  rule  of  the  Estab- 
lishment, whose  preppy,  pinstriped 
minions  rule  the  upper  reaches  of  the 
new  Bush  Administration:  Even  when 
lunging  for  a  rocketing  tennis  ball,  thou 
shalt  not  sweat.  Judging  by  George 
Bush's  leisurely  opening  set  in  the  ulti- 
mate power  game,  it  looks  as  if  the 
Bush  team  aims  to  live  by  it. 

After  a  relaxed  transition  interrupted 
by  three  hunting  and  fishing  vacations, 
Bush  has  taken  office  as  America's  41st 
President,  flanked  by  a  cadre  of  veteran 
Washington  insiders.  Typically,  neither 
the  new  Chief  Executive  nor  his  clubby 
Cabinet  reacted  to  the  transfer  of  power 
with  much  outward  urgency.  Bush  be- 
gan his  tenure  by  stressing  continuity 
with  Ronald  Reagan's  conservative  poli- 
cies rather  than  by  outlining  visionary 
initiatives.  And  all  around  the  new  Ad- 
ministration, laid-back  Bushies  seemed 
to  be  humming  Don't  Worry,  Be  Hap- 
py, the  ditty  that  became  Bush's  unoffi- 
cial campaign  song. 

Outwardly,  they  have  little  to  worry 
about.  The  74-month  economic  expansion 
is  chugging  merrily  along,  prompting 
even  the  dourest  of  economists  to  scrap 
forecasts  of  a  1989  slump.  Heartened  by 
the  outlook  for  continued  growth,  Bush 
advisers  have  become  more  sanguine 
about  budget-cutting.  Although  Budget 
Director-designate  Richard  G.  Darman 
moans  publicly  about  the  difficulty  of 
slashing  $30  billion  from  1990  spending, 
privately  he  is  telling  associates  that  he 
will  have  no  trouble  coming  up  with  a 
budget  that  finds  the  cuts — and  avoids 
new  taxes. 


if 


Bush's  courting  of  congressional  Dem- 
ocrats has  convinced  some  of  his  aides 
that  the  annual  Hill-White  House  mud- 
wrestling  match  over  domestic  priorities 
will  be  replaced  by  a  new  civility.  And  on 
the  foreign  policy  front,  Soviet  leader 
Mikhail  S.  Gorbachev's  stunning  series 
of  peace  gestures  has  eased  superpower 
tensions.  Incoming  Secretary  of  State 
James  A.  Baker  III,  a  pragmatic  pol  who 


knows  a  deal  when  he  sees  one,  is  wide- 
ly expected  to  reciprocate. 

The  political  climate  is  so  hospitable, 
and  Bush's  team  so  mellow,  that  Wash- 
ington observers  already  detect  a  hint  of 
complacency.  Has  the  Bush  team  hit  the 
ground  coasting?  "That  was  the  election 
mandate,"  says  William  Schneider,  a  po- 
litical scientist  with  the  American  Enter- 
prise Institute.  "People  voted  to  coast, 
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for  change."  Ironically,  Schneider  ar- 
ics,   the   nation's   Belf-satisfied   mood 

mill  col)  Bush  of  the  bold  strokes  that 

v  the  stuff  of  Presidential  leadership. 
iVhen  the  economy  is  good  and  there 
v  do  foreign  policy  problems,  you  have 
D  sense  of  crisis.  Without  that,  our  sys- 
in  doesn't  work  very  well." 

It  was  just  this  sense  of  impending 
risis  that  allowed  Reagan,  in  his  dra- 
latic  first  year  in  office,  to  seize  the 
Washington  agenda  and  play  out  his 
ream    of    being    a    latter-day    FDR. 
v'hen  he  arrived,  the  economy  was  in 
Dch  wretched  shape  that  some  of  his 
dvisers  were  warning  of  an   "eco- 
nomic   Dunkirk."    U.  S.    influence 
round  the  world  was  at  low  ebb. 
iational  confidence  was  shaken. 
irief  honeymoon?  Bush's  task  is  far 
less  compelling,   though   in   a  sense 
[ess  manageable — maintaining  the 
tutus    quo    while    carving    some 
;entler  contours  on  the  craggy  face 
bf  Reaganism.  Yet  the  challenges  he 
is  likely  to  face  could  prove  as  daunt- 
Dg  in  their  way  as  those  that  Reagan 
ddressed.  Many  forecasters  expect 
he  economy  to  tip  into  recession  next 
,  in  time  for  the  midterm  con- 
ressional  elections.  Despite  the  cur- 
rent honeymoon  with  Congress,  Bush 
seems  destined  to  spend  much  of  his 
term  haggling  over  the  deficit.  Then 
there  are  two  inheritances  from  Rea- 
gan: the  savings  and  loan  crisis  and 
the  need  to  clean  up  nuclear  wastes, 
whose  costs  remain  indiscernable. 
Tensions  with  U.  S.  trading  partners 
could  yet  erupt  into  major  skirmishes. 
And   it's   Moscow,   not  Washington, 
that   has   snatched   the   initiative  in 
East-West  relations.  Bush,  says  Sena- 
tor Warren  B.  Rudman  (R-N.  H.),  is 
"in  a  reactive  posture." 

Seeking  to  counter  that  impression, 
the  new  President  will  spend  his  first 
weeks  in  office  engaged  in  largely 
symbolic  actions.  Soon  after  his 
swearing-in,  he  may  name  a  commis- 
sion to  draft  tighter  ethics  rules  for 
government  officials.  Bush  and  wife, 
Barbara,  amid  enough  clinging 
grandchildren  to  make  the  White 
House  look  like  the  set  of  Sesame 
Street,  will  provide  all  the  signals  he 
Deeds  of  his  devotion  to  "family  val- 
ues." He  is  also  expected  to  send  a 
goodwill  message  to  Gorbachev. 

Bush's  most  significant  early  move 
may    he   naming  budget   negotiators. 

He  will  tap  budget  chief  Darman, 

Treasury   Secretary   Nicholas   K    lira 
dy.   and   White    House  Chief  of  Staff 
John    H.    Sununu    to    meet    with    Hill 
leaders  and   lay   the  groundwork    for 
protracted  talks. 


The  real  action  begins  00  Feb.  9,  when 
Bush  unveils  his  legislative  agenda  be 
fore    a   joint    session    of    Co  The 

speech  will  include  the  first  detailed  look 
at  his  budget  priorities.  He  will  request 
modest  spending  increases  for  educa- 
tion, the  environment,  drug  enforce- 
ment, and  research.  He  will  ask  that 
military  spending  be  allowed  to  rise  only 
at  the  rate  of  inflation,  killing  Reagan's 


DARMAN  INSISTS  HE  CAN  FIND  BUDGET  CUTS 

WITH  THE  BUDGET  DEFICIT 
STUCK  IN  A  RUT... 
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prop..  e  ill  real  ti 

And  he  will  honor  DM  campaign  vow  by 
skirting  major  new  ta  • 

But     budget    Oft  are    already 

forcing  Bush  to  rethink  BOme  Ol 
promises.  Advisers  urge  him  to  -crap  a 
plan  to  permit  individuals  to  put  up  to 
$1,000  into  tax-deferred  savings  ac- 
counts. And  Bush  strategists  have  given 
up  hope  for  early  passage  of  bis  contro- 
versial proposal  to  cut  capital-gains 
taxes.  The  White  House  is  still  likely 
to  push  the  idea,  but  it  will  go  no- 
where on  the  Hill — lawmakers  are 
convinced  it  would  cost  the  Treasury 
billions.  Concedes  one  official:  "We're 
struggling  to  design  a  proposal  that 
makes  sense  in  revenue  terms." 

Right  from  the  start,  the  Bush 
crew  is  taking  a  hard  line  on  the  bud- 
get. Darman  has  told  Congress  he's 
willing  to  accept  the  Gramm-Rudman 
Act's  automatic  spending  reductions 
rather  than  swallow  a  tax  hike.  Un- 
der the  law,  half  of  the  10%  across- 
the-board  cut  would  come  from  the 
Pentagon  budget.  The  hawkish  Rea- 
gan Administration  considered  these 
mandatory  cuts  unthinkable.  But 
Darman  insists  that  he  will  back  this 
radical  move  if  negotiations  founder. 
"Darman  is  playing  a  very  interest- 
ing game,"  says  Senator  Orrin  G. 
Hatch  (R-Utah).  "He's  trying  to  make 
liberals  and  conservatives  nervous." 
On  the  Hill,  there  is  skepticism 
over  this  tactic.  Military  experts 
doubt  that  Bush  would  accept  a  one 
yeaf  defense  cut  on  the  order  of  §15 
billion.  Such  a  reduction  could  result 
in  further  cuts  in  U.  S.  forces  and 
delay  production  of  favored  weapons, 
such  as  the  new  Stealth  bomber. 
party  games.  Far  more  likely  than 
mandatory  cuts  is  an  arduous  seven- 
month  budget  marathon  that  yields  a 
deal  meeting  Gramm-Rudman's  goal 
of  a  $100  billion  deficit  for  fiscal  1990. 
The  pact  is  likely  to  include  a  few 
small  tax  boosts  and  big  domestic 
spending  reductions.  Also,  the  Admin- 
istration will  accept  a  defense  budget 
that  fails  to  keep  up  with  inflation  for 
the  fifth  straight  year. 

The  Pentagon's  fortunes  will  rest 
heavily  on  Defense  Secretary-desig- 
nate John  G.  Tower.  As  a  Texas  sena- 
tor, he  was  the  Reagan  buildup's 
most  influential  backer.  Now  he  is 
being  asked  to  shake  up  Pentagon 
procurement,  amid  doubts  that  he  has 
the  managerial  talent  to  do  so.  "If  he 
doesn't  put  the  right  reform  package 
together,"    says    a    Tower    associate. 

"Congress  will  use  that  as  an  excuse 

to  nail  defense.'' 
Meantime.  Hill  Democrats  will  he 
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trying  to  best  Bush  on  a  few  well-chosen 
domestic  issues.  Seizing  on  Bush's  cam- 
paign rhetoric,  they  will  produce  a  clean- 
air  bill  that  exceeds  the  Administration 
spending  targets.  There's  also  talk  of  a 
big  housing  bill,  with  a  price  tag  of  more 
than  $3  billion,  that  could  test  Bush's 
claim  that  he's  a  compassionate  leader. 
Democrats  will  force  Bush  on  the  defen- 
sive on  social  issues  by  pushing  legisla- 
tion that  requires  employers  to  offer 
medical  benefits  and  parental  leave  to 
workers.  And  the  party  will  try  to  grab 
the  education  issue  away  from  the  "Edu- 
cation President"  by  lobbing  costly  new 
legislation  into  the  Oval  Office  and  pro- 
voking a  veto.  "Bush  will  be  conceding 
ground  that  hasn't  been  conceded  during 
the  Reagan  years,"  says  GOP  analyst  Ke- 
vin P.  Phillips. 

PACIFIC  OVERTURE.  The  Administration 
won't  just  sit  back  while  these  contests 
are  fought.  Bush's  aides  are  urging  him 
to  take  the  initiative  by  making  govern- 
ment reform  a  dominant  theme  in  his 
Feb.  9  address.  New  lobbying  rules,  Pen- 
tagon procurement  reforms,  limits  on 
debt-driven  corporate  takeovers,  and 
tougher  enforcement  of  health  and  safe- 
ty codes  could  all  be  combined  into  one 
giant  show  of  Bush's  commitment  to  re- 
form. "We've  got  an  earnest  group  of 
moderates  in  a  holding  action,"  says  Jeff 
Faux  of  the  liberal  Economic  Policy 
Institute. 

Because  the  domestic  scene  will  be 
dominated  by  the  budget  battle,  Bush 
hopes  to  devote  much  of  his  attention  to 
foreign  affairs.  His  trip  to  Tokyo  for  the 
Feb.  24  funeral  of  Emperor  Hirohito  will 


be  his  first  as  President  and  could  in- 
clude a  series  of  meetings  with  Pacific 
leaders.  In  the  spring  he  may  journey  to 
Europe  for  a  meeting  of  NATO  heads.  In 
July  he  figures  to  be  the  center  of  atten- 
tion at  the  Paris  economic  summit.  And 
a  Bush-Gorbachev  meeting  this  year  on 
arms  control  is  widely  expected. 

Thus  far,  Bush's  approach  toward  the 
energetic  Soviet  leader  has  been  far 
more  deliberative  than  Reagan's.  But 
Gorbachev's  penchant  for  the  surprise 
move  has  kept  the  pressure  on.  Just 
since  the  election,  the  Soviets  have  an- 


One  of  Bush's  biggest 

foreign-policy  challenges: 

Keeping  up  with  Gorbachev's 

blitz  of  initiatives 


nounced  major  troop  reductions  in  Eu- 
rope and  a  plan  to  destroy  some  chemi- 
cal weapons.  Bush  aides  have  responded 
with  their  customary  caution,  but  they 
have  offered  no  overall  strategy  for 
dealing  with  the  blitz  of  Soviet  peace 
initiatives  other  than  to  suggest  a 
lengthy  review  of  U.  S.  strategic  policy. 
Already,  some  U.S.  diplomats  ques- 
tion this  hesitant  approach.  "Jim  Baker 
is  this  team's  heavy  hitter,  but  he's  a 
counterpuncher,  not  a  lead  puncher,"  la- 
ments one  well-placed  foreign  policy  offi- 
cial. "And  he's  working  for  Bush,  a  guy 
who  doesn't  have  a  lead  punch." 


When  it  comes  to  co 
ventional  arms,  Bush  cai 
ponder  long.  In  Marc 
NATO  and  the  Warsaw  Pa 
will  begin  a  new  round 
talks  in  Vienna  aimed 
reducing  troop  strength 
Europe.  Further  down  tli 
road,  Bush  also  must  coi 
tinue  Reagan's  progres 
toward  cutting  strategi  * 
weapons.  But  that  coul 
provoke  a  fight  with  righ 
wingers  over  the  Strategi  I 
Defense  Initiative. 

Beyond  superpower  rek  is 
tions,  Bush  faces  a  host  o 
other   potential   pitfalls  | 
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Partly  due  to  the  new  as 
sertiveness  Europe  is  fee' 
ing  in  advance  of  it 
planned  1992  economic  in 
tegration,  a  new  chill  ha 
come  over  U.  S.-Europear 
relations.  The  Euro-bicker 
ing  includes  a  nasty  fighl 
over  trade  and  has  sparked 
complaints  from  the  Allies 
that  the  U.  S.  is  responding  too  slowly  to 
Gorbachev 

In  the  Middle  East,  Bush  has  to  cope 
with  an  Israeli  government  that  is  deep- 
ly suspicious  of  new  peace  moves  by 
Palestine  Liberation  Organization  leader 
Yasser  Arafat.  And  somehow,  the  Ad 
ministration  has  to  withdraw  from  the 
wreckage  of  Reagan's  Central  America 
policy  without  creating  the  impression  of 
abandoning  the  Nicaraguan  contras. 
afterglow.  Coupled  with  Bush's  prob- 
lems on  the  domestic  front,  that's  a  for- 
midable agenda.  But  in  the  afterglow  of 
inaugural  festivities,  a  confident  Bush 
team  doesn't  seem  fazed  by  the  pros- 
pects. Reflecting  the  new  President's  re- 
laxed style,  some  Cabinet  chiefs  have 
been  advised  to  wait  until  they  are  con- 
firmed before  naming  subordinates.  The 
idea  is  to  avoid  controversy  with  the 
Hill.  But,  grumbles  one  Bush  adviser, 
the  result  is  that  "some  Cabinet  heads 
are  saying  it'll  be  June  before  they're 
staffed  up." 

Despite  the  grousing,  President  Bush 
seems  perfectly  comfortable  with  his 
Administration's  slow-and-easy  style. 
But  less  laid-back  Bush  advisers,  con- 
cerned that  the  nation's  era  of  good  feel- 
ing might  prove  ephemeral,  are  secretly 
hoping  for  a  bit  more  energy.  "I'm  sur- 
prised by  the  lackadaisical  pace  of  the 
Administration,"  frets  one  insider. 
"There's  no  sense  of  urgency.  But  then, 
if  you  don't  have  an  agenda,  you're  in  no 
great  hurry  to  implement  it." 

By  Lee  Walczak  and  Richard  Fly,  mth 
Hoivard  Gleckman,  Douglas  Harbrecht, 
and  Dave  Griffiths  in  Washington 
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Commentary/by  Mike  McNamee 

MEMO  TO  BUSH:  DON'T  TAKE  YOUR 
ECONOMIC  LUCK  FOR  GRANTED 


t 


hroughout  his  long  campaign  for 
the  White  House,  George  Bush's 
biggest  asset  was  the  unstoppa- 
)le  U.  S.  economy.  Since  early  L988, 
vhen  it  became  obvious  that  Ameri- 
:ans  had  shrugged  off  tbe  market 
rash  of  October,  1987,  the  economy 
las  gone  from  strength  to  strength. 
Bush  will  be  the  first  President  in  two 
iecades  to  inherit  robust  growth  and 
moderate  inflation. 

For  that  prosperity,  Bush  can  thank 
two  allies:  Federal  Reserve  Board 
Chairman  Alan  Greenspan  and 
the  Group  of  Seven  industrial  na- 
tions. Greenspan's  Fed  washed 
away  the  crash's  damage  with  a 
flood  of  liquidity,  then  mopped  up 
the  inflationary  effects  with  a 
deft  and  gradual  rise  in  interest 
rates.  The  G-7  stabilized  the  dol- 
lar, keeping  funds  flowing  to 
finance  the  budget  deficit  and  fu- 
eling the  export  boom  that 
powered  America's  election-year 
economy.  The  Fed  and  the  G-7 
pursued  their  own  interests.  But 
they  helped  Bush  win  big. 
cheaper  money.  Can  this  cooper- 
ation continue?  Perhaps — but  it 
will  take  some  sacrifices  by  Bush. 
If  the  new  President  delivers  the 
sharp  cuts  in  the  U.  S.  budget 
deficit  that  Greenspan  and  the  G- 
7  demand,  he  will  get  help  in 
keeping  the  economy  humming. 
But  if  he  plays  a  game  of  budget- 
ary brinksmanship,  he  may  dis- 
cover that  the  Fed  and  the  G-7 
can  hurt  him  in  1990  as  much  as 
they  helped  him  in  1988. 

For  Bush,  lower  interest  rates 
are  a  key  to  solving  many  of  his 
problems.  The  new  Administra- 
tion is  counting  on  a  quick  drop 
in  rates  to  shrink  the  govern- 
ment's interest  bill  and  reduce  the  defi- 
cit. Cheaper  money  could  also  cut  the 
cost  of  bailing  out  the  savings  and  loan 
insurance  fund,  ease  the  burden  of 
debt  on  Third  World  nations,  and  re- 
duce the  risk  of  a  mega-default  on 
debl  financed  mergers  and  buyouts. 
Over  the  longer  run,  Bush  needs  high 
growth  and  low  rates  to  make  his  fore- 
cast of  a  balanced  budget  in  1993. 

The  current  Fed  might  be  expected 

to  sympathize.  All  seven  governors  are 
Reagan  appointees  Several  have 
chafed  at  the  central  bank's  tight  mon- 


ey policy.  Greenspan  himself  is  a  Re- 
publican adviser  of  20  years'  standing 
and  a  close  friend  of  Treasury  Secre- 
tary Nicholas  F.  Brady.  If  ever  a  Fed 
seemed  poised  to  deliver  on  an  Admin- 
istration's wishes,  this  would  be  it. 

But  the  experience  of  1988  taught 
the  Greenspan  Fed  that  sometimes  it's 
kinder  not  to  give  politicians  what  they 
want.  By  sticking  to  its  inflation-fight- 
ing stance  and  raising  rates  in  an  elec- 
tion year,  the  central  bank  proved  its 


GREENSPAN'S  TOUGHNESS  IN  '88  RAISED  CONFIDENCE 
THAT  HE'LL  KEEP  DOING  WHAT'S  BEST  FOR  THE  ECONOMY 


THE  GREENBACK 
GAINS  ON  THE  MARK 
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independence.  The  markets  like  the  re- 
sidts:  "Greenspan  is  looking  more  like 
Volcker  every  day,"  raves  Paul  S. 
Chertkow  at  Security  Pacific  Hoare 
Govett  in  London. 

Surveys  of  money  managers  show 
inflationary  expectations  hitting  new 
lows,  and  yields  on  long  bonds  haven't 
budged  despite  a  full  one-point  rise  in 
short-term  interest  rates  since  October. 
Even  the  Fed's  supply  siders  concede 
that  markets  wouldn't  be  so  calm 
about  the  price  outlook  if  the  cen- 
tral bank  hadn't  proven  its  mettle 
in  1988.  The  Fed  isn't  likely  to 
risk  that  hard-won  credibility  to 
bail  out  Bush. 

The  Fed's  toughness  is  causing 
problems  for  U.  S.  allies.  Higher 
rates  have  buoyed  the  dollar,  es- 
pecially against  the  West  German 
mark  (chart).  That  has  fueled 
Bonn's  fears  of  rising  import 
prices  and  inflation,  putting  pres- 
sure on  the  Bundesbank  to  raise 
rates.  The  dollar,  which  is  up  14% 
against  the  mark  since  the  start 
of  the  year,  seems  headed  still 
higher.  Despite  the  disappointing 
report  of  a  $12.5  billion  U.  S. 
trade  deficit  in  November,  central 
banks  had  to  intervene  on  Jan.  18 
to  check  the  dollar's  surge. 
•in  the  dark.'  The  G-7  allies  are 
unhappy  about  the  dollar's  rise 
and  nervous  about  Bush.  But  di- 
plomacy— and  fear  of  roiling  the 
markets — have  kept  finance  min- 
isters abroad  from  questioning 
the  new  Administration  until  af- 
ter Jan.  20.  "We're  completely  in 
the  dark,"  frets  a  high-ranking 
French  official.  "The  U.  S.  has  to 
unveil  its  economic  policy." 

Treasury  chief  Brady  hopes  to 
enlighten  the  allies  at  a  G-7  meet- 
ing in  early  February.  If  Brady  can't 
persuade  his  counterparts  that  Bush 
plans  a  vigorous  assault  on  the  deficit, 
the  allies  will  be  increasingly  reluctant 
to  deliver  the  help  the  U.  S.  needs. 

It  was  self-interest  that  led  both  for- 
eigners and  the  Fed  to  policies  that 
ended  up  benefiting  candidate  Bush. 
The  only  way  those  policies  can  contin- 
ue is  if  Washington  reaches  a  credible 
uent  to  cut  the  budget  deficit. 
Now  it's  in  President  Bush's  inten 
return  the  fa\or  and  give  his  sometime 
teammates  a  bit  of  help. 


BUSINESS  WEEK  JANUARY  30,  196     27 


STRATEGIES  I 


WHY  GE  TOOK 

A  EUROPEAN  BRIDE 


Its  deal  with  Britain's  GEC  will  help  GE  compete  around  the  globe 
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General  Electric  Co.  used  to  be  a 
contented  stay-at-home  in  the  ap- 
pliance business.  Its  oven  and  re- 
frigerator sales  in  the  U.  S.  didn't  boast 
much  growth,  but  they  delivered  great 
profits  and  cash  flow.  In  1987,  GE  earned 
$490  million  pretax  on  $4.7  billion  in  ap- 
pliance sales.  And  its  leading  29%  mar- 
ket share  is  unshakable.  So  why  bother 
battling  for  the  fragmented,  low-profit 
European  appliance  market — especially 
when  the  dollar  is  weak?  General  Elec- 
tric kissed  off  the  business  in  the  1960s, 


when  the  Italian  appliance-making  oper- 
ations were  closed.  And  until  recently, 
GE  Chairman  John  F.  Welch  Jr.  saw  no 
urgent  need  to  get  back  in. 

Now  he  does.  In  one  of  the  most  com- 
plex deals  of  his  acquisitive  tenure, 
Welch  has  landed  GE  back  in  Europe  in 
white  goods  by  playing  a  sort  of  white 
knight  to  Britain's  General  Electric  Co. 
PLC  (GEC).  In  mid-January,  GE  agreed  to 
pay  $575  million  for  50%  of  GEC's  profit- 
able $1  billion  European  appliance  busi- 
ness. The  payment  also  covers  linkups 


with  GEC  in  electrical-distribution  equii 
ment  and  medical  gear.  The  two  comp  f enou 
nies  aren't  otherwise  related. 

The  deal  addresses  pressing  problen  ices,  \ 
for  both  partners.  It  may  have  defuse  s 
a   "Pac-man"    takeover   threat   to   GE  fes 
from   Plessey   Co.,   and   it  advance  Mmi 
Welch's  competitive  strategy.  Within  th  ley » 
past  12  months,  such  rivals  as  Whirlpo<  ictrici 
Corp.  and  Maytag  Corp.  (page  86)  hav  t  in 
gone  global  with  strategic  alliances  ths  iakec 
could  give  them  power  to  wage  work  per  i 
wide  price  wars,  and  Stockholm-base  jta 
Electrolux  has  continued  to  expand.  G  is  ap 
needed   a   dance   partner   before    199<  a 
when  Europe  lowers  its  internal  trad  p  v 
barriers.  (ami 

'always  looking.'  Finding  a  suitabl  lely 
match  had  been  difficult.  GE  made  a  Jala 
unsuccessful  pass  last  summer  at  t,h  n ai 
Netherlands'  Philips,  which  instead  sol  [Bat 
part  of  its  lackluster  appliance  busines  jr. 
to  Whirlpool.  That  company  later  picke<  can 
up  an  option  to  buy  the  rest.  "We'r  \h 
always  looking,"  Welch  says,  "but  it'  fee 
tough."  Things  began  to  click,  however  we 
when  Lord  Arnold  Weinstock,  GEC's  rive  ii 
managing  director,  invited  him  for  a  vis  Ider 
it  last  March.  The  pair  immediately  in 
agreed  that  it  made  sense  to  pool  theii  Pie 
European  efforts,  not  only  in  appliance;  plum 
but  also  in  medical  equipment,  electrica 
hardware,  and  turbine  generators. 

The  GE-GEC  negotiations  dragged  or 
for  months  while  Weinstock  shopped  foi 
other  partners.  Among  those  he  talkec 
to  was  Siemens,  with  whom  he  sprang  i 
$3  billion  raid  against  Plessey,  already 
GEC's  partner  in  a  British  telecommuni 
cations  maker.  Welch  was  getting  antsy 
so  when  Plessey  advisers  asked  him  tc 
join  a  consortium  to  counterbid  for  GEC 
Welch  listened.  He  wanted  the  GEC  deai 
even  if  it  meant  a  hostile  raid.  When 
Weinstock  got  wind  of  Welch's  possible 
shift,  he  called  to  see  if  it  was  true 
Replied  Welch:  "There's  always  a  grain 
of  truth  in  rumors."  Welch  flew  to  Lon- 
don on  Jan.    10,   and  the  two  quickly 


to  \i. 


Kit  I 


f„ 


THIS  'GLITCH' 
MAY  COST  GE 
$350  MILLION 


R 


lOger  W.  Schipke,  chief  of  GE's 
major  appliance  unit,  still  refers  to 

Lit  as  a  "glitch."  But  GE's  bally- 
hooed  move  to  new,  rotary  compressors 
for  a  line  of  high-tech  refrigerators 
has  become  far  more  than  that.  Industry 
sources  now  expect  GE  to  take  a  write- 
off of  $350  million  or  more  to  cover  the 
costs    of   the    botched    program.    While 


that's  not  a  financial  trauma  for  $40  bil- 
lion GE,  which  expects  soon  to  post  a 
double-digit  profit  gain  for  1988,  the  rota- 
ry compressor  has  become  a  monumental 
embarrassment. 

GE  began  rolling  out  its  new  refrigera- 
tors in  1986.  The  line  depended  on  an 
energy-efficient  compressor.  But  a  de- 
sign flaw  caused  two  of  the  compressor's 
metal  parts  to  wear,  making  many  of  the 
largest  side-by-side  models  fail.  "When 
you're  on  the  leading  edge  of  a  technol- 
ogy. y°u  boot  one  every  so  often,"  says 
Schipke.  "We  booted  one." 

GE,  which  stresses  that  there's  no  safe- 
ty problem,  over  a  year  ago  went  back  to 
reciprocating  compressors  for  its  side-by- 


side  models.  GE  has  since  returne 
them  for  other  large  units,  too.  Alth 
one  day  it  hopes  to  reintroduce  the 
ry,  for  now  GE  is  honoring  its  five  | 
warranty  and  fixing  units  when  cus  %» 
ers  complain.  Outsiders,  many  of  w  i 
admire   GE's    customer    service    in 
case,  estimate  that  each  unit  costs  a 
$200  to  fix. 

GE  won't  say  how  many  of  the  3. 
lion  compressors  it  had  produced  by 
April  must  be  replaced.  However,  ir  \ 
past  two  months  it  has  begun  conta< 
consumers  to  make  the  repair  befor<  . 
units  break.  To  help,  it  has  added  a 
700  workers  to  expand  its  service  i 
to  roughly  6,800. 


- 


fr- 


it 


28  RUSINbSS  Wtl  K/JANUARY  30,  1989 


Honed  out  a  deal   "II  would  have  hap 
^■rifd"  without  the  takeover  pre 

Wlsists  Welch.  "It  w;is  just    hard  to  get 

jj  enough  energy  to  gel  it  di 
Besides   the  joint    venture    in    appli 
i  aces,  Welch  picked  up  GEC's  $185  mil- 
w  Ion  in   Luropean   medical  equipment 
'■■  iles  hy  ^ivin^  Weinstock  25$    of  GEfs 
w  300  million  European  medical  business. 
]tl  hey  will  also  join  forces  in  low-voltage 
Ipo  iectrical  hardware,  with  aboul  $850  mil- 
w  on  in  Kuropean  sales. 
*  hakeout.  All  told,  the  joint  ventures 
'rfiover  $1.6   billion   in  GEC  sales   and  $1 
pillion  in  GK  revenues.  GEC  will  manage 
he    appliance    business,    at    least    ini- 
tially.  The   partners   will   build   a   new 
'471    million    refrigerator    plant    in    En- 
land,  and  they're  already  looking  for 
likely   acquisition   candidates   among 
il  mailer  appliance  outfits.  "We've  identi- 
(h  ed  a  number  of  targets,"  says  Malcolm 
'i  I.  Bates,  GEC's  deputy  managing  direc- 
ts! or.    "  'Watch    this    space'    is    all    that 
can  say."  There  are  upwards  of  300 
nj.ppliance  makers  in  Europe  that  make 
Afferent  designs  for  each  country,  and  a 
hakeout   is  imminent.  "Some  will  sur- 
vive in  the  niches,"  says  Electrolux  ceo 
Vnders   Scharp,    "but   it   will   be   more 
difficult." 

Plessey  claims  Weinstock  sold  GEC's 
)lum  appliance  business  for  a  song  just 
jo  block  its  offer.  Analysts  in  the  City 
lon't  endorse  that  view,  saying  price 
sn't  the  issue.  To  be  big  in  Europe  with- 
)ut  courting  government  intervention, 
IE  needs  joint  ventures  with  big  part- 
itas, says  Michael  A.  Styles,  an  analyst 
lieith  Smith  New  Court  PLC.  "The 
amount  they  spend  getting  those  is  prob- 
ably irrelevant,"  he  adds. 

The  key  question  may  be  the  survival 
of  the  GE-GEC  partnership  itself.  After 
their  coy  courtship,  it  may  be  a  chal- 
lenge for  these  two  strong-willed  part- 
ners to  make  their  50-50  marriage  work. 
If  it  doesn't,  Jack  Welch  is  in  good  posi- 
tion to  pick  up  the  pieces. 

By  James  R.  Norman  in  Fairfield, 
Conn.,  with  bureau  reports 
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low  much  will  all  of  this  cost?  GE 
not  answer  that  question  before  it  un- 
s  its  financial  results  for  1988.  Howev- 
it  already  has  set  up  reserves  for  the 
blem.  Linda  M.  Shuman,  a  Prudential- 
fehe  Securities  Inc.  analyst,  thinks  earli- 
reserves  add  up  to  $75  million  to  $125 

lion. 

'hat  probably  won't  be  enough.  William 
iwick,  vice-president  at  P.  C.  Richard  & 
i.  a  ge  dealer  in  Long  Island,  N,  v.. 

s  that  $350  million  is  the  lowest  figure 

has  heard,  ge  ma)  be  able  to  dip  into 
ier  reserves  so  its  bottom  line  comes  out 
scathed,  ge's  reputation  for  innovation 

n't  escape  SO  easily. 

By  Zackary  Schillei  in  Cleveland 


FAST  FOOD  I 


TRYING  TO  GET  BURGER  KING 
OUT  OF  THE  FLAMES 


It's  a  tall  order,  even  for  Grand  Met  hotshot  Gibbons 


ention  the  Burger  King  outlet 
nearest  to  Grand  Metropolitan 
PLC's  London  headquarters,  and 
a  look  of  distaste  crosses  Barry  J.  Gib- 
bons' face.  The  Grand  Met  executive, 
who  is  42,  knows  that  this  particular 
outlet  isn't  always  clean,  especially  dur- 
ing a  busy  lunch  hour.  Says  Gibbons:  "I 
have  half  a  mind  to  go  over  there  myself 
and  give  it  a  good  scrubbing." 

Gibbons  is  about  to  get  his  chance  to 
do  a  lot  of  cleaning  up  at  all  5,500  Bur- 
ger Kings.  On  Jan.  16  he  was  appointed 
chief  executive  of  the  troubled  hamburg- 
er chain,  which  his  company  acquired  in 
December  as  part  of  its 
$5.7  billion  takeover  of 
Pillsbury  Co. 

Gibbons  brings  a  fair 
amount  of  experience  to 
one  of  the  toughest 
posts  in  the  U.  S.  food 
industry.  Operating 
profits  at  Grand  Met's 
$1.2  billion  restaurant 
operations  have  doubled 
under  Gibbons,  to  $120 
million  in  the  past  two 
years.  But  the  native 
Briton  has  no  back- 
ground in  the  cutthroat 
world  of  fast  food.  He 
has  never  lived  or 
worked  in  the  U.  S.  And 
the  competition  back 
home,  where  consumers 
aren't  nearly  as  de- 
manding as  their  Amer- 
ican counterparts,  was 
hardly  ideal  training  for 
stepping  into  the  ring 
with  world  champion 
McDonald's  Corp 


ning  must  un- 

derstand that  the  franchisees  have  as 
much  invested  in  this  company  as  Grand 
Met  does."  Burger  King  franchisees 
own  their  outlets,  while  most  Grand  Met 
restaurants  are  owned  by  the  company. 
Gibbons,  who  once  considered  a  career 
as  a  professional  soccer  player  but  opted 
for  an  MBA,  won't  give  details  about  his 
plans.  "I  don't  have  a  series  of  magic 
solutions,  like  the  sauce  on  the  burgers 
should  be  blue,"  he  says.  "The  important 
thing  is  what  you  deliver  to  the  custom- 
er at  point  of  sale."  On  that  score,  Gib- 
bons says  that  he  intends  to  achieve 


GIBBONS  MUST  RAISE  QUALITY  AND  APPEASE  FRANCHISEES 


Gibbons  won't  have  much  of  a  honey- 
moon at  Burger  King's  Miami  headquar- 
ters. Constant  management  turnover, 
marketing  Hip-Hops,  and  inconsistent 
service  have  plagued  Burger  King  for 
years.  Its  share  of  the  no-growth  fast- 
food  market  has  dropped  to  11%  from 
199  three  years  ago.  Industry  leader 
McDonald's  commands  about  35%. 
keeping  mum.  Gibbons  also  faces  some 
angry  Burger  King  franchisees.  David  J. 
Connor,  president  of  Carrols  Corp.,  the 
largest  Burger  King  franchisee,  with 
156  stores,  is  hoping  Gibbons  will  admit 
he  needs  to  learn  the  Burger  King  busi- 
ness. "It's  probably  quite  different 
|  from  |  the  restaurants  he  has  been  run- 


greater  consistency  among  outlets. 
Many  fast-food  customers  complain  that 
quality  control  is  so  poor  at  Burger 
King,  they  never  know  what  they'll  get 
at  any  given  store.  "Grand  Met  should 
buy  out  franchisees  who  run  shoddy  op- 
erations," says  Joseph  Mirabile,  owner 
of  14  restaurants  in  Tennessee.  "That's 
something  Pillsbury  would  neve: 

Can  Gibbons  and  Grand  Met  pull  off  a 
turnaround  at  Burger  King?  It's  hard  to 
tell  from  the  British  company's  check- 
ered history  in  food  service.  Most  of 
Grand  Met's  2,000-odd  British  eating  es- 
tablishments are  pubs  that  serve  m 
citing  tare  as  a  sideline  to  liquor. 

The  company's  flagship  is  a  chain  of 
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midmarket  steakhouses  called  Berni, 
which  suffered  a  dramatic  decline  in 
profits  during  the  early  1980s.  The  cul- 
prits: a  tired  1950s  concept  and  inatten- 
tive management.  In  1985,  about  a  year 
after  Gibbons  came  to  Grand  Met,  he 
shuttered  a  third  of  its  300  outlets, 
poured  in  money  to  revamp  the  rest,  and 
updated  the  menu.  Margins  are  up  by 
50%  in  the  past  two  years,  and  the  chain 
is  expanding  again. 

•A  total  fiasco.'  Gibbons  has  since  fo- 
cused on  building  new  chains,  such  as  a 
low-priced  purveyor  of  fresh  pasta  called 
Pastificio  and  Old  Orleans,  Grand  Met's 
belated  response  to  the  British  craving 
for  American  saloon-style  restaurants. 
So  far,  though,  neither  of  the  chains 
shows  any  signs  of  taking  off.  In  De- 
cember, Gibbons  entered  the  market  out- 
side Britain  for  the  first  time,  paying  $36 


Burger  King  wins  a  lot 

of  taste  tests.  But  the  new 

chief  has  to  translate  those 

results  into  market  share 


million  to  buy  two  European  chains. 
Grand  Met  has  already  gotten  burned 
in  hamburgers  with  a  British  'chain 
called  Huckleberry's.  The  company 
opened  18  Huckleberry  outlets  in  1980. 
But  Grand  Met  decided  it  was  too  expen- 
sive to  expand  the  chain  and  bailed  out 
in  1983.  "It  was  a  total  fiasco,"  com- 
ments one  rival.  Responds  Gibbons: 
"One  Grand  Met  strength  is  knowing 
when  it's  time  to  get  out." 


resident  a 


ran  tl 

Texas  1 


To  succeed  at  Burger  King,  Gibbo! 
will  have  to  look  closely  at  how  the  chs 
spends  its  $200  million  ad  budget.  It  no 
uses  New  York-based  agency  N.  V 
Ayer  Inc.  But  some  franchisees  want  t  ^ already  ha 
hire  their  own  regional  agencies  to  com 
up  with  local  games,  discounts,  and  pr< 
motions.  And  it  looks  as  if  Ayer's  "W 
do  it  like  you'd  do  it"  theme  is  heade 
for  the  trash  heap.  What  will  replace  it 
"As  we  understand  it,  Burger  Kin  | 
comes  out  on  top  in  all  comparative  tast  ft  and  goi 
tests,"  says  Keith  Holloway,  Gran  Identical 
Met's  commercial  director.  "It  would  b  Wane's  i 
remarkable  if  we  were  to  completely  ig  L  limited 
nore  that."  Now  if  only  Gibbons  can  per  {it  those 
suade  burger-hungry  America  to  stop  ig  Lite  pi 
noring  Burger  King. 

By  Mark  Maremont  in  London,  with 
Pete   Engardio    in   Miami   and 
Bremner  in  Chicago 


Bridt 


bag  its  ea 
scants  lac 
moving  the  case  to  another  court.  "Os  henvls.  Vi 
car  learned  a  long  time  ago  that  you  ^  \^« 
have  to  move  in  fast  and  go  for  the  te  compan 
jugular,"  says  an  industry  analyst. 

Although  Wyatt  has  long  been  ru  o as  much 
mored  to  be  interested  in  Texas  Eastern, 
the  target  company  claims  it's  shocked. 
That's  surprising.  Eastern  has  been  bat- 
tered by  the  energy  slump,  and  its  $1 
billion  acquisition  in  1984  of  Petrolane 
Inc.,  a  liquefied-gas  retailer  and  oil-field 
services  company,  has  gone  sour. 
SECOND  TIME  AROUND.  Yet  Texas  East 
ern  has  its  attractions.  It  has  lots  of  gas 
that  is  cheap  to  produce,  and  its  Gulf 
Coast-East  Coast  pipeline  serves  mar- 
kets with  enormous  growth  potential.  It 
would  complement  Coastal's  network, 
which  serves  Midwestern  markets  and 
which  the  company  plans  to  expand  with 
new  pipe  running  from  Wyoming  to 
Southern  California  and 
from  Mobile  Bay  to  Flori- 
da. Snagging  Texas  East- 
ern would  give  Wyatt 
a  30,000-mile  network- 
serving  almost  every  ma- 
jor U.  S.  market  and  sec- 
ond only  to  Enron  Corp.'s 
38,000-mile  system. 

Texas  Eastern  has  fend- 
ed off  Wyatt  once  before. 
Five  years  ago,  when 
Coastal  came  calling,  Tex- 
as Eastern  bought  Petro- 
lane for  $1  billion  as  a  de- 
fensive measure.  But 
Petrolane's  business  has 
suffered  from  the  down- 
turn in  the  oil  patch.  "We 
cooled  [Wyatt's]  heels 
with  that  acquisition," 
says  a  former  Texas  East- 
ern executive.  "But  we 
paid  for  it."  While  Petro- 
lane and  other  energy  ac- 


TAKEOVERSI 


THE  LASSO  IS  TIGHTENING 
AROUND  TEXAS  EASTERN 


« \ 


Coastal's  all-cash  bid  leaves  the  pipeline  operator  few  options 


Coastal  Corp.  Chairman  Oscar  S. 
Wyatt  Jr.  doesn't  pull  his  punches. 
The  wily  Houston  oilman  has  bat- 
tled the  cities  of  Austin  and  San  Antonio 
over  broken  gas  contracts,  sued  the  fed- 
eral government,  and  raided  several 
companies — almost  always  either  win- 
ning greenmail  of  some  kind  or  the  com- 
pany itself.  So  when  he  announced  plans 
to  buy  pipeline  operator  Texas  Eastern 
Corp.  in  a  hostile  deal  valued  at  nearly 
$2.6  billion,  people  took 
the  threat  seriously. 

Wyatt's  offer  of  $42  a 
share  is  40%  more  than 
the  $30  that  Texas  East- 
ern shares  were  fetching 
on  the  market.  And  many 
analysts  say  that  $30  was 
only  about  half  the  com- 
pany's estimated  breakup 
value.  But  after  Coastal's 
Jan.  16  bid,  the  stock 
jumped,  closing  at  46% 
the  next  day  as  traders 
bet  that  the  bidding  would 
go  higher.  No  white 
knight  materialized.  By 
Jan.  18,  Wyatt  had  appar- 
ently convinced  Texas 
Eastern  that  it  was  cor- 
nered, and  the  company's 
management  agreed  to  sit 
down  for  discussions  with 
Coastal  by  Jan.  23. 
The   chances   of  Texas 


Eastern  staying  independent  don't  look 
good.  With  Citibank  and  Drexel  Burn- 
ham  Lambert  Inc.  offering  nearly  $3  bil- 
lion in  total  bank  and  junk-bond  financ- 
ing, Coastal's  all-cash  offer  limits  the 
pipeline's  options.  And  Wyatt's  suit  to 
keep  Texas  Eastern  from  using  its  poi- 
son pill  could  hamper  Texas  Eastern's 
defenses.  On  Jan.  16  the  U.  S.  District 
Court  in  Houston  issued  a  preliminary 
injunction  barring  Texas  Eastern  from 
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COASTAL'S  WYATT  ALMOST  ALWAYS  GETS  HIS  COMPANY— OR  GREENMAIL 
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■  itics   fizzled,    rexas    Eastern   saw   its 

!  'rnings  per  share  fall   from  14.85  in 
B1  to  7."><r  in  I 
To    improve    that    performance,    the 

ripany  brought  in  Dennis  k   Hendrix 
president  and  CEO  in  1985.  Hendra 
.(I  already  had  an  encounter  of  his  own 

•ith  Wyatt:  In  1988  he  was  running  Tex- 

(las    Resources    Corp.    when    Wyatt 

ade  a  run  at  the  company,  forcing  it  to 

;e  into  the  arms  of  CSX  Corp. 

At  Texas    Eastern,    Hendrix   sold   oil 

id  gas  properties  for  $183  million  in 

-   >87  and  got  rid  of  unprofitable  drilling 

id  chemical  units.  He  has  also  spun  off 

etrolane's  natural-gas  liquids  operation 

to  a  limited  partnership. 

But  those  divestitures  haven't  been 

lough  to  please  investors.  One  problem 

.  that  Texas  Eastern  now  faces  a  major 

nvironmental  liability:  In  late  1986  man- 

gement   discovered   that   disposal   pits 

long  its  eastern  pipeline  held  waste  lu- 

ricants   laced  with  polychlorinated  bi- 

henyls.  Under  a  1987  agreement  with 

he   Environmental   Protection   Agency, 

he  company  must  spend  $400  million  on 

CB  cleanup — and  that  figure  could  rise 

0  as  much  as  $500  million  if  other  states 

oin  Pennsylvania  in  filing  suits. 

While  Texas  Eastern  has  been  strug- 
gling, Coastal  has  seen  its  sales  rise  36% 
;ince  1983.  Earnings  recently  have  been 
>oosted  by  improved  margins  on  refin- 
ng  and  marketing  and  by  rising  coal 
tfdes.  Last  year,  Coastal  earned  an  esti- 
mated $145  million  on  revenues  of  $8.1 
rillion,  up  from  $113  million  on  $7.4  bil- 
ion  in  1987.  It  also  claims  its  19%  return 
Dn  equity  was  among  the  energy  indus- 
try's highest — but  so  is  its  current  70.5$ 
debt-to-capital  ratio. 

scorched  earth.  Paying  $2.6  billion  for 
Texas  Eastern  would  stick  Coastal  with 
fresh  debt  and,  raise  its  debt-to-capital 
ratio  to  84%.  But  Wyatt's  advisers  deny 
that  he's  overreaching.  Wyatt  would 
pare  debt  quickly  by  shedding  assets: 
First  to  go  would  be  Texas  Eastern's 
North  Sea  oil  and  gas  reserves,  which 
could  bring  up  to  $1.5  billion.  Other  non- 
pipeline  assets,  including  Houston  real 
estate,  could  bring  $1  billion.  What's 
more,  Wyatt  is  trying  to  sell  a  50c;  stake 
in  Coastal's  five  refineries  and  900  gas 
stations,  probably  to  an  OPEC  member,  a 
move  that  could  generate  $800  million. 

Texas  Eastern  could  still  look  for  a 
white  knight.  Rumored  candidates  in- 
clude major  oil  companies  and  pipeline 
operators.  Or  the  company  could  recapi- 
talize or  launch  a  massive  stock  buy- 
hack.  But  analysts  discount  a  scorched 
earth  defense.  "Hendrix  isn't  the  kind  of 
guy  who'll  burn  down  the  barn  to  save 
one  horse,"  says  I'rudeiitialBache  S 
rities  Inc.  analyst  David  Fleischer.  And 
that  leaves  him  with  little  choice  hut  to 
deal  with  Wyatt. 

By  Mark  hey  in  Houston 


TAKEOVERS  I 


WHY  IRV  JACOBS  WANTS 
TO  LAND  TIDEWATER 


The  raider  may  be  counting  on  a  boom  in  offshore  drilling  in  the  '90s 


Irwin  L.  Jacobs  has  sailed  back  into 
battle.  The  Minneapolis  raider,  after 
keeping  a  low  profile  for  the  past 
couple  of  years,  fired  a  bid  on  Jan.  13  at 
Tidewater  Inc.,  a  New  Orleans  oil-field- 
service  outfit  he  made  a  run  at  back  in 
1985.  Tidewater  says  it's  surprised.  Fair 
enough.  Although  Jacobs,  who  owns  the 
company  that  makes  Hatteras  yachts, 
hinted  recently  that  he  might  expand  his 
boating  interests,  few  suspected  he  was 
talking  about  tugboats  and  barges. 
On  the  face  of  it,  Tidewater  might  not 


THOUGH  TIDEWATER'S 
PROFIT  PICTURE  IS  POOR. 
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ITS  CASH-FLOW  OUTLOOK 
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FISCAL  YEARS  ENDING  IN  MARCH 
A  MILLIONS  OF  DOLLARS 


89  90 

-  EST.  - 


DATA.  RAUSCHER  PIERCE  RtFHES  IMC 


look  like  much  of  a  catch.  Its  fortunes, 
based  on  a  264-vessel  fleet,  mirror  those 
of  the  oil  industry.  With  oil  prices  high, 
its  stock  peaked  at  54%  in  1980  and  its 
revenues  topped  at  $483  million  in  1982. 

But  the  rest  of  the  decade  hasn't  been 
so  kind.  Tidewater  has  lost  money  going 
on  six  years  straight.  Its  revenues  have 
sunk  to  $155  million.  Its  stock  price  was 
scraping  bottom  at  4  a  share  in  Decem- 
ber, 1987  before  rebounding  to  7%  be- 
fore the  Jacobs  bid.  Jacobs,  whose  inves- 
tor group  already  owns  2W  of  the 
company,  now  is  offering  its  board  $9.50 
a  share,  cash. 

Tidewater's  grim  numbers  have  fueled 
suspicions  that  Jacobs  only  wants  to  put 
it    in  play.   And   his   investment   history 


lends    credence    to   that    view:    H> 
made   passes   before,   notably   at   Borg- 
Warner  Corp.  in  1987,  and  then  not  fol- 
lowed through. 

This  time,  though,  the  skeptics  may  be 
wrong.  For  one  thing,  Jacobs  is  unlikely 
to  profit  merely  by  putting  the  company 
in  play.  His  group  bought  its  20%  stake, 
starting  in  1984,  at  an  average  price  of 
$15.82  a  share.  At  going  quotes,  that  $71 
million  investment  has  sunk  by  about 
$30  million.  And  Wall  Street  is  signaling 
that  it  doesn't  expect  the  bidding  to  go 
much  higher  than  Jacobs'  $9.50  offer, 
much  less  $15.82.  So  far  the  market  has 
nudged  Tidewater  up  to  just  $9. 

The  presence  of  New  Zealand  money- 
man  Ronald  A.  Brierley,  whose  Industri- 
al Equity  (Pacific)  Ltd.  owns  about  9%  of 
Tidewater,  isn't  scaring  up  much  excite- 
ment, either.  Brierley,  who  bought  in  at 
an  average  of  $6.50  a  share,  is  unlikely 
to  make  a  run  for  the  company:  Mari- 
time laws  prevent  the  transfer  of  U.  .S 
vessels  to  foreigners.  Robert  G.  Souther- 
land,  a  Brierley  lieutenant  in  the  U.  S., 
says  Jacobs'  interest  "looks  like  a  fish- 
ing expedition  to  me." 

If  Jacobs  can't  boost  Tidewater's 
stock  significantly,  why  would  he  want 
to  own  Tidewater?  Don't  ask  Irv.  His 
complete  comment  on  the  subject:  "No 
one  knows  what's  in  my  head." 

But  plenty  of  investors  have  a  good 
guess:  They  believe  Tidewater  is  poised 
for  a  turnaround.  "The  potential  in  this 
company  is  enormous,"  says  Charles  W. 
Brooks,  vice-president  at  Robert  E.  Tor- 
ray  &  Co.,  owner  of  3.5^  of  Tidewater. 
ready  and  able.  Here's  the  scenario 
drawn  by  Tidewater  bulls:  Oil  demand 
rises  by  the  early  1990s.  New  drilling 
and  exploration  expand  offshore,  partic- 
ularly in  the  Gulf  of  Mexico.  Tidewater 
is  well-equipped  to  take  advantage.  It 
modernized  its  fleet  on  the  cheap,  buy- 
ing vessels  at  distressed  prices  like  25<r 
on  the  dollar.  Tidewater  grabbed  market 
share  from  dozens  of  failing  mom-and- 
pop  operations.  "On  a  relative  basis,  this 
company  is  much  stronger  than  it  was  in 
its  heyday,"  says  George  X.  Davi.s,  an 
analyst  at  Dain  Bosworth  Inc. 

While  awaiting  this  turnaround, 
lysis  say,  Jacobs  could  restructure  the 
company's  debt.  Plus,  he  would  bav( 
cess  to  Tidewater's  ample  cash  flow 
(charts).  Some  cynics  say  Jacobs  could 
drain  Tidewater  of  cash  and  cut  capital 
investment,  only  to  sell  out  at  a  fat  | 
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it  when  the  oil  industry  turns  around. 
The  same  folks  wonder  why  Jacobs 
didn't  strike  when  Tidewater  was  trad- 
ing at  4.  Jacobs  explains,  sort  of:  "May- 
be I  didn't  have  the  level  of  confidence 
in  the  industry  that  I  have  now." 

John  P.  Laborde,  Tidewater's  64-year- 
old  chairman  and  chief  executive, 
learned  about  the  offer  in  a  letter  from 
Jacobs,  even  though  two  of  the  raider's 
proxies  sit  on  the  board.  Laborde  says 
relations  with  Jacobs  have  been  "fairly 


cordial"  despite  his  earlier  takeover  at- 
tempt in  1985.  The  letter,  he  adds,  was 
"pretty  benign,"  and  he's  considering 
setting  up  a  meeting  with  Jacobs. 

Jacobs  is  roiling  the  waters  plenty  af- 
ter a  period  of  relative  calm.  The  man 
who  took  over  AMF  Inc.  for  $545  million 
in  1984  had  been  focusing  on  Minstar 
Inc.,  a  boat  builder  that  he  took  private 
last  fall.  Now  he's  unfurled  the  Jolly 
Roger  once  again. 

By  Russell  Mitchell  in  Minneapolis 


EXECUTIVE  SUITE  I 


FOR  MITCHELL  FROMSTEIN, 
HOW  SWEET  IT  IS 


But  he  has  a  lot  to  prove  as  head  of  Manpower's  parent 


FROMSTEIN  WILL  GIVE  BLUE  ARROW'S  UNITS  MORE  AUTONOMY  AND  TRY  TO  PLACATE  INVESTORS 


F 


Irom  the  moment  on  Dec.  6  when  he 
was  abruptly  ousted  as  chief  execu- 
tive of  Manpower  Inc.  by  directors 
of  British  parent  Blue  Arrow  PLC,  Mitch- 
ell S.  Fromstein  doggedly  plotted  his 
way  back.  His  labors  paid  off  on  Jan.  13 
when  the  board  reversed  itself,  stripping 
Blue  Arrow  Chairman  Antony  Berry  of 
all  executive  responsibilities  and  replac- 
ing him  with  Fromstein.  The  folks  back 
in  Milwaukee  went  wild  at  the  news,  and 
300  cheering  employees  greeted  From- 
stein at  Manpower's  balloon-bedecked 
headquarters  upon  his  return  from  Lon- 
don on  Jan.  17. 

However  sweet  the  triumph,  From- 
stein's  task  is  only  beginning.  Now  he 
has  to  win  the  confidence  of  his  manag- 
ers and  franchisees,  as  well  as  the  stock 
market.    The    penalty    for    failure:    the 


same  sort  of  managerial  and  investor 
revolt  as  doomed  Berry.  Fromstein 
sounds  as  if  he's  itching  to  get  to  work. 
"When  the  cheering  stops,"  he  says, 
"the  job  at  hand  is  still  to  get  a  handle 
on  the  operations  of  this  business." 
new  course.  That's  the  task  that  Berry 
apparently  couldn't  master.  An  entrepre- 
neur and  financier,  he  propelled  Blue  Ar- 
row to  the  top  of  the  temporary-help 
business  in  four  years,  largely  through 
acquisitions.  He  was  less  successful  at 
day-to-day  direction.  Fromstein  claims 
that  "50%  of  the  discussions  at  board 
meetings"  centered  on  acquisitions — 
leaving  scant  time  for  operations  and 
brand  management.  Blue  Arrow's  earn- 
ings for  the  year  ended  Oct.  30  will  be 
reported  on  Jan.  31.  They're  expected  to 
be  around  $136  million.  That's  up  from 


$103  million  on  a  comparable  basis 
year,  but  it's  about  $35  million  less  th 
Berry  had  predicted.  Berry  could  not 
reached  for  comment. 

Fromstein's  strategy  seems  sure  to 
verse  the  course  set  by  his  predecess< 
Berry  planned  to  squeeze  extra  profi 
out  of  Blue  Arrow  by  combining 
back-office  operations  of  its  separa 
units.  Further,  he  threatened  to  br 
Manpower's  distinct  identity  by  expan 
ing  it  into  permanent  placements,  broa 
ening  its  client  list  beyond  its  core 
large  companies  into  medium-size  a: 
smaller  ones,  and  sharing  Manpower 
proprietary  training  techniques  with  at 
er  Blue  Arrow  units. 

That  won't  be   Fromstein's   way — tl 
the  relief  of  his   franchisees.   He   ha] 
promised  them  that  he  will  lighten  th 
heavy  hand  of  headquarters.   He  wi 
also    stress    that    Blue    Arrow's    unit 
which,  besides  Manpower,  include 
Blue  Arrow,  Brook  Street  Bureau,  an 
Reliance   temporary-help    agencies,    an 
independent  and  competitive  entities.  Bel 
fore  heading  back  to  Milwaukee,  From) 
stein  spent  hours  with  the  heads  of  som 
of  those  shops,  seeking  to  assure  the 
of  their  cherished  independence. 

Soothing  Blue  Arrow's  investors  is  a: 
equally  high  priority  for  Fromstein.  Th 
company's  stock  price  has  slipped  46% 
to  $1.54,  since  Blue  Arrow  floated  $1 
billion  worth   of  shares   in  September, 
1987,  to  fund  the  Manpower  takeover. 
That  gives  the  company  a  market  value 
of  about  $1.3  billion,  not  much  more  than 
the  $1.1  billion  it  paid  for  Manpower. 
lavish  DIGS.  There's  only  so  much  From- 
stein can  do  to  raise  earnings  and  the 
stock  price.  Lazard  Brothers,  Blue  Ar- 
row's   investment   banker,    is    studying 
ways    to    boost   the   company's    value. 
Fromstein    is    also    considering    finding 
cheaper  digs  than  Blue  Arrow's  lavish 
headquarters  in  the  City  of  London,  and 
he  may  pull  the  plug  on  the  company's 
sponsorship   of  Britain's   $16  million 
America's  Cup  entry. 

But  cost-cutting  probably  can't  gener- 
ate the  kind  of  gains  that  will  win  back 
the  favor  of  investors.  In  the  end,  From- 
stein may  decide  that  the  pieces  of  Blue 
Arrow  are  worth  more  than  the  whole 
and  dismantle  the  company.  It's  a  move 
that  has  been  considered  before.  From- 
stein and  Berry  discussed  a  leveraged 
buyout  of  Manpower  last  fall,  and 
sources  within  Blue  Arrow  say  Kohlberg 
Kravis  Roberts  &  Co.  was  combing 
through  the  company's  books  before  the 
RJR  Nabisco  Inc.  buyout  diverted  the 
firm's  attention.  In  the  end,  Fromstein 
may  bring  an  independent  Manpower 
back  home  to  Milwaukee. 

By  Richard  A.  Melcher  in  London  and 
James  E.  Ellis  in  Chicago 
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Born  to  run. 


Canon  Personal  Copiers  are  designed 
around  an  extraordinary  concept  in 
copiers:  to  run.  And  run.  And  run. 

Thai's  because  every  Canon  Personal 
Copier  runs  on  Hie  original  Cartridge 
System,  containing  everything  you  need 
to  make  a  copy  in  a  neat  replaceable  unit. 
Which  makes  maintenance  as  easy  as 
popping  in  a  new  cartridge.  And  worry- 
free  performance  something  you  truly 
can  rely  on. 


To  learn  more  about 
the  latest  line  of  Canon 
Personal  Copiers,  from  ba 
to  high-performance,  eall 
Canon  Consumer 
Information  Center. 

Ybu  may  never  have  to 
eall  us  again. 
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UTILITIES  I 


MERABANK  BOUGHT  SICK  THRIFTS— THEN  RAN  UP  ABOUT  $29  MILLION  IN  RED  INK  LAST  YEAR 


A  BUNDLE  OF  BAD  DEALS 
HAS  PINNACLE  WEST  REELING 


The  Arizona  utility's  diversification  drive  isn't  quite  working  out 


'eith  L.  Turley  was  simply  march- 
ing to  the  beat  of  his  industry's 
.new  drummer.  And  why  not?  If 
other  utilities  could  buy  drugstores  and 
radio  stations  to  counter  flattening  elec- 
tricity demand,  couldn't  Turley's  Arizona 
Public  Service  Co.  mine  uranium,  build 
homes,  and  run  a  savings  and  loan? 

It  could,  and  did — but  not  very  well. 
Now  Turley,  the  company's  chairman, 
faces  the  unenviable  chore  of  struggling 
to  yank  his  once-proud  company  out  of 
the  tailspin  it  was  thrown  into  as  a  re- 
sult of  his  dealmaking. 

Since  1986,  Turley  has  snapped  up  Ari- 
zona real  estate,  high-tech  companies, 
even  a  piece  of  the  Phoenix  Suns  basket- 
ball team.  Those  deals  allowed  him  to 
build  something  he  rechristened  Pinna- 
cle West  Capital  Corp.  The  holding  com- 
pany boasts  sales  of  $1.3  billion  and  as- 
sets of  $13  billion.  But  suddenly,  with 
Phoenix'  soft  real  estate  market  devour- 
ing values,  Pinnacle  West  is  in  trouble. 
bum  loans.  On  Jan.  16  the  company  ad- 
mitted the  severity  of  its  woes  by  an- 
nouncing accounting  charges  of  $75  mil- 
lion to  $100  million.  That's  expected  to 
cover  the  bum  real  estate  loans  held  by 
MeraBank,  the  savings  bank  Pinnacle 
purchased  in  1986  for  $426  million. 


The  deal,  which  turned  heads  at  the 
time,  turned  south  not  long  after.  Pinna- 
cle concedes  that  the  savings  and  loan, 
which  last  year  took  over  three  failing 
Texas  thrifts,  will  lose  about  $20  million 
in  the  fourth  quarter.  The  total  red  ink 
run  up  last  year  by  the  thrift?  About  $29 
million.  As  Salomon  Brothers  Inc.  ana- 
lyst Mark  D.  Luftig  puts  it,  "the  Mera- 
Bank purchase  was  the  single  worst  di- 
versification a  utility  has  ever  made." 

But  Pinnacle's  bad  news  doesn't  end 
there.  Moody's  Investors  Service  Inc. 
has  placed  $1.9  billion  in  Pinnacle  bonds 
under  review  for  possible  downgrading, 
citing  "the  continuing  difficulties  en- 
countered by  MeraBank."  What's  more, 
sales  at  its  uranium  mining  unit  are  off. 
That  forced  the  company  earlier  this 
year  to  knock  an  additional  $9  million  off 
the  value  of  Pinnacle  assets.  Worse,  Ari- 


Chairman  Turley  isn't  saying 

what  went  wrong,  but  other 

utilities  that  branched  out 

have  moved  more  cautiously 


zona  regulators  could  force  the  utility 
rebate  up  to  $103  million,  if  they  fii 
that  Pinnacle  overspent  to  build  its  Pal 
Verde  nuclear  plant. 

The  weight  of  all  this  bad  news  move 
Turley  in  December  to  slash  Pinnacle' 
quarterly  dividend  by  43%,  to  40$.  ThJ 
stock  has  plummeted  to  less  than  $16 
share  from  $32  a  year  ago. 

No  wonder  five  shareholders  are  s 
ing  Pinnacle.  They  allege  that  the  co: 
pany  knew  it  was  facing  these  problem 
but  withheld  the  information.  "A  lot  o: 
my  clients  are  retired  and  were  countin 
on  that  dividend,"  says  San  Diego  law 
yer  Edward  M.  Gergosian.  "They  wenl 
to  meetings  with  Mr.  Turley  and  got 
letters  from  him,  and  each  time  they 
were  assured  that  their  dividends  were 
safe."  The  company  denies  the  charge. 

Turley  isn't  saying  what  went  wrong 
But  others  in  utilities  that  diversifie 
moved  more  cautiously.  "You  have  to  be| 
sure  you've  got  your  appetite  under  con 
trol,"  notes  William  C.  Johnson,  an  offi-! 
cial  at  Florida  Progress  Corp. 
keep  ON  truckin'.  Turley  now  is  said  to 
be  contemplating  a  financial  restructur- 
ing. Already  MeraBank  has  closed  33 
branches  and  cut  700  jobs.  The  utility, 
responsible  for  nearly  75%  of  Pinnacle's 
revenues,  has  slashed  close  to  1,000  of 
its  8,900  jobs  as  well.  And  the  cutting 
isn't  over.  Pinnacle  has  also  lopped  $60 
million  from  its  $316  million  capital  bud- 
get. In  one  economy  move,  the  utility's 
trucks  and  vans  will  simply  have  to  roll 
on  a  few  more  years  than  planned. 

What  Turley  can't  do  is  prop  up  Phoe- 
nix' sagging  land  values.  Too  bad,  for 
Pinnacle  holds  some  12,000  acres  of  un- 
developed land.  Its  development  unit, 
SunCor  Development  Co.,  had  hoped  to 
sell  the  land  to  builders,  but  already  it 
has  been  forced  to  write  down  some  of  it 
by  nearly  half,  or  $46  million. 

There's  no  sign  that  Turley's  ordeal  is 
coming  to  an  end.  Last  year  profits  sank 
by  21%,  from  the  $284.5  million  Pinnacle 
made  in  1987,  figures  Salomon  Brothers 
analyst  Luftig.  He  predicts  that  they 
will  fall  again  this  year.  Nor,  in  his  view, 
should  investors  hold  out  hope  that  Pin- 
nacle will  be  snapped  up  in  the  current 
rash  of  utility  mergers.  Asks  Luftig: 
"Who'd  want  all  the  problems  that 
they've  got?" 

When  Turley  sent  Pinnacle  off  on  its 
diversification  drive  in  1986,  he  no  doubt 
thought  things  would  turn  out  better. 
Eventually,  they  may.  For  a  glimmer  of 
hope,  Turley  need  look  no  further  than 
the  Phoenix  Suns:  After  several  dismal 
years,  the  team  is  at  least  hitting  more 
baskets  and  filling  more  seats. 

By  Ronald  Grover  in  Los  Angeles  and 
Teresa  Carson  in  Phoenix,  with  Antonio 
Fins  in  Miami 
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THE  BEST  GAR 

OVER  THERE 

IS  OVER  HERE. 

Last  year,  a  new  car  was  introduced  in  Europe.  I  he  launch  was  as  successful  as  any  ever  undertaken  bv  a 
European  automaker.  The  car  was  the  405.  The  carmaker  was  Peugeot. 

So  impressive  was  this  remarkable  automobile  that  it  went  on  to  win  the  1988  European  Car  of  the  Year  award. 
A   noteworthy   achievement,   even   tor  one   ot   the   largest   automakers   in    Europe.   In   fact,   the   Peugeot   Group 

produces  more  than  two  million  automobiles  annually. 

\nd  this  year,  the  front-wheel  drive 405  is  being equallv  well-received  in  America. 
Most  recently,  it  was  named  1989  "Best  Imported  Car  of  the  Year"  In  the  Motoring 
Press  Association.  In  recent  road  tests.  Car  and  Driver  remarked,  "The  405  is  greater 


105  DL 

$IE">oo 

405  S 

$17,700 

M)5  Mi  16 

$20,700 

M""' '"'"'  'h"" 

•'"'", 

than  the  sum  of  its  parts  ...  an  uncommonly  well-integrated  automobile "  \nd  when    [utomobile  Magazine 

lirst  saw  it.  lliev  -aid  simplv.  "Peugeot  obviouslv   has  a  winner  on  its  hands 

Every  1989  Peugeot  105  comes  with  the  Becurit)  of  a  3-year/36,000-mile  Bumper-to-Bumper  limited  warrant] 
in  addition  to  a  >-vear/50,()00-mile  poweitrain  limited  warranty*  and  the  most  comprehensive  roadside  assistance 
plan  available:  (©** 

So,  whv  not  call  1-800-447-2882  for  the  name  of  the  Peugeot  dealer  nearest  von  and  test  drive  the  best  car 
over  there.  After  which  vve  think  you'll  agree  that,  attribute  for  attribute, 

dollar  for  dollar,  it's  also  (he  besl  car  over  here. 
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TWO  BOILERMAKERS 
JOIN  FORCES... 


►  Combustion  Engineering 
has  joined  the  throng  of  U.  S. 
capital  goods  makers  lining 
up  high-powered  partnerships 
overseas.  On  Jan.  18,  CEO 
Charles  Hugel  revealed  plans 
to  put  CE's  $1.4  billion  world- 
wide boilermaking  business— 
almost  half  of  CE's  total  $3 
billion  in  sales — into  a  new 
joint  venture  with  France's 
Alsthom.  The  combined  entity 
would  constitute  the  world's 
largest  boiler  company,  with 
$2  billion  in  sales.  The  move 
follows  a  flurry  of  worldwide 
joint  ventures  in  large  tur- 
bines, which  with  boilers  are 
the  big-ticket  items  in  power 
stations  (page  28). 

Alsthom,  in  turn,  will  put 
its  50%  share  of  the  venture 
into  a  new,  $4  billion  joint  ven- 
ture with  General  Electric  Co. 
of  Britain.  Alsthom  will  prob- 
ably owe  CE  a  large  payment 
after  an  appraisal  and  final 
negotiations  are  completed  by 
the  middle  of  the  year. 


...AND  FIVE  BANKS 
GET  FREER  REIN 


►  The  Federal  Reserve  Board 
added  corporate  debt  under- 
writing to  the  list  of  business- 
es allowed  certain  banks.  On 
Jan.  18  it  approved  applica- 
tions from  J.  P.  Morgan, 
Chase  Manhattan,  Bankers 
Trust,  Citicorp,  and  Security 
Pacific  to  open  debt  under- 
writing operations  and  agreed 
to  consider  allowing  banks 
into  equity  underwriting. 
Over  the  past  two  years  the 
Federal  Reserve  has  let  banks 
underwrite  municipal  revenue 
bonds,  mortgage-related  secu- 
rities, commercial  paper,  and 
asset-backed  securities. 


ROCKWELL'S 
GUILTY  PLEA 


►  Blowing  the  whistle  on 
yourself  should  bar  prosecu- 
tion. That's  what  Rockwell  In- 
ternational claimed  a  year  ago 


when  the  government  sued  it 
for  double-billing  on  an  Air 
Force  contract.  Rockwell  had 
owned  up  under  a  federal 
plan  to  encourage  such  admis- 
sions— but  not  soon  enough, 
said  the  Justice  Dept. 

Court  setbacks  have  now 
prompted  Rockwell  to  plead 
guilty  on  two  counts.  It  could 
pay  $500,000  on  a  conspiracy 
charge.  An  unlimited  fine  on 
the  other  count — for  violating 
a  1982  consent  decree  on  over- 
charging— may  run  around  $2 
million,  observers  think.  And 
the  Air  Force  might  tempo- 
rarily bar  it  from  contract 
bidding.  The  government 
dropped  five  lesser  counts 
and  agreed  to  let  Rockwell  ap- 
peal the  whistle-blowing  is- 
sue. An  appeals  court  might 
still  throw  out  the  case. 


DID  HERITAGE 
BUY  A  LEMON? 


►  On  Jan.  17,  Heritage  Media 
bought  Actmedia  for  $176  mil- 
lion, or  roughly  $14  a  share. 
Dallas-based  Heritage  oper- 
ates 6  television  and  11  radio 
stations,  while  Actmedia  dom- 
inates the  in-store  advertising 
market,  which  consists  of 
hanging  little  ads  on  grocery 
carts.  Heritage  President  Da- 
vid Whitehall  says  he  bought 
Actmedia  to  ride  the  in-store 
advertising  wave. 

But  that  wave  seems  to  be 
dissipating  along  with  Actme- 
dia's  bottom  line.  For  the  nine 
months  ended  Sept.  4,  Actme- 
dia lost  $2.3  million  on  sales 
of  $71.6  million.  Analysts 
question   whether   Heritage 


WHAT  MONEY  CANT  BUY  FOR  MIKE  MILKEN 


He's  probably  even  wealthier 
than  singer  Michael  Jackson, 
who,  with  his  pet  chimp,  Bub- 
bles, is  his  neighbor  in  Encino, 
Calif.  But  all  that  money  can't 
buy  recognition  for  Michael  Mil- 
ken, Drexel  Burnham  Lambert's 
embattled  junk-bond  whiz.  The 
Los  Angeles  Times,  in  what  it 
calls  a  "highly  unscientific  sur- 
vey," found  that  only  one-third 
of    Milken's    well-off    Encino 

neighbors  knew  who  he  was.  Of  the  66  people  answering  th< 
Times'  multiple-choice  quiz,  only  21  correctly  identified  Milken 
Who  did  the  rest  think  he  was?  The  Times  says  that  8% 
thought  he  was  boxer  Mike  Tyson's  divorce  lawyer, 
thought  he  was  an  actor  on  TV's  thirty  something,  3%  thought 
he  was  an  unsuccessful  Oscar  nominee  last  year,  and  37< 
thought  he  was  a  crew  member  of  the  space  shuttle  Discovery 
It  must  be  galling  for  Milken  that  his  dismal  name  recogni- 
tion comes  after  a  year  in  which  he  took  underprivileged  kids 
to  baseball  games,  gave  to  charity,  and  visibly  did  other  good 
deeds — while  the  public  relations  firm  he  hired  kept  the  press 
au  courant.  Maybe  he  should  learn  to  moonwalk. 


can  handle  any  more  red  ink, 
having  lost  $11.7  million  on 
sales  of  $32  million  over  the 
same  period.  Heritage  already 
carries  $195  million  in  debt. 


MARRIOTT  WILL  FEED 
RUSSIAN  TRAVELERS 


►  Marriott  will  attempt  to  par- 
lay perestroika  into  profits. 
In  the  first  food  service  con- 
tract between  the  Soviet 
Union  and  a  Western  compa- 
ny, Marriott  has  agreed  to 
provide  food  service  to  Aero- 
flot,  the  Soviet  national  air- 
line, at  Moscow's  busy  Shere- 
metjevo  airport  as  early  as 
this  summer. 
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Marriott  Chairman  Willard 
Marriott  says  he  expects  the 
venture  to  produce  revenues 
of  $15  million  a  year.  Hunts- 
man Chemical  of  Salt  Lake 
City  will  also  get  a  piece  of 
the  action.  Huntsman  will 
build  a  plant  in  the  Soviet 
Union  to  manufacture  dispos- 
able forks,  knives,  and  trays 
to  be  used  on  Aeroflot  planes. 


FAIRCHILD  SPURNS 
ACARLYLEBID 


►  Last  fall,  investment  banker 
Carlyle  Group  made  an  unso- 
licited offer  for  Fairchild  In- 
dustries. On  Jan.  18,  Fair- 
child's  board  got  around  to 
rejecting  the  bid,  which  came 
to  $15.50  a  share,  or  $265  mil- 
lion. The  board  said  that 
the  shareholders'  interests 
"would  best  be  served  if  Fair- 
child  remained  independent." 
Carlyle 's  price  also  was  too 
low,  say  the  company's  finan- 
cial advisers,  First  Boston  and 
Salomon  Brothers,  which  not- 
ed that  Fairchild's  stock  has 
been  trading  around  16. 

Carlyle,  which  says  it  pre- 
fers friendly  deals,  may  not 
give  up.  "Our  interest  in  the 
company  remains,"  says  a  se- 
nior official  of  the  firm. 
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Digital  announces 

a  new  line  of 

products  which 

brings  the  proven 

superiority  of 

distributed 

computing  to  a 

totally  new  level. 


& 


Introducing 

the  worlds  most 

powerful  desktop 
computers. 


Until  now,  desktop  computer 
power  has  been  measured  by  what 
you  can  do  at  your  desk. 

According  to  experts,  the  true 
measure  of  power  will  be  what  you 
can  do  from  your  desk.  And  that  takes 
complete  hardware  and  software 
integration. 

Today,  there's  one  company 
with  a  family  of  desktop  computing 
systems  whose  power,  by  both  these 
measures,  is  second  to  none.  Digital. 

Powerful  new  hardware. 

For  PC  users,  there's  the  DEC- 
station"  210, 316 and 320 systems  - 
the  first  industry-standard  PCs  sold 
and  supported  by  Digital. 

For  UNIX"  users,  there's  the  DEC- 


station  3100  workstation.  Its  state-o  ^m 
the-art  RISC  technology  makes  it  th 
fastest  desktop  workstation  in  the 
world  today. 

For  those  who  want  it  all,  there 
the  VAXstation'"  3100  workstation 
It's  a  VAX'"  workstation  that  runs 
the  VMS'"  operating  system  and 
industry-standard  UNIX  and  can 
MS-DOS"  applications  as  well.  Its  p 
performance  is  triple  the  world's 
best-selling  workstation -our  own 
VAXstation  2000. 

To  complete  the  picture,  there' 
the  VAXstation  3520  and  3540 
systems.  They  give  you  all  the  powe: 
you  need  in  2-D  and  3-D  graphics 
workstations. 
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•rful  new  software. 

)iii  new  I  )B  windows '"  desktop 

ire,  pari  oJ  I  )igital's  Network 

k.iiions  Support,"  offers  some 
do  other  windowing  system  can 

ibility  to  access  applications 
,s  operating  systems. 


Imagine  tin-  possibilities.  II  youi 
desktop  computer  runs  the  VMSoper 
ating  system,  you  can  display  VMS 

applications,  plus  applications  horn 

any  UNIX  or  MS  DOS  computer.  The 
same  is  true  il  you're  running  a  I  MX 
system.  Whether  you're  a  user  or  an 
applications  developer,  with  I  )l  <  win 
dows  software  there'sone, easy  to 
use  interface  that's  the  same  across 
operating  systems.  You  can  display 
text,  graphics  and  imaging  all  at  the 
same  time. 
Behind  it  all,  standards. 

Our  ability  today  to  offer  such 
total,  systemwide  integration  comes 


from  .'  arsofi    perieni  c  working  foi 
a  single  goal  To  make  il  ea  .-.  fbi  pi  o 
pic  10  work  togethei  And  thai 
demands  an  adherence  to  standard  i 

It's  why  we've-  taken  a  leading  role 
in  standards  bodies,  championing  the 
adoption  ol  open  standards.  It's  why 

we're  the-  leaders  in  networking,  with 
more  multivendor  networks  than  any- 
one else.  And  it's  why  we  hack  up  our 
products  with  worldwide,  world 
renowned  service. 

Now,  with  our  family  ol  desktop 
computing  systems  that  lets  informa- 
tion be  shared  from  desk  to  desk  any- 
where in  the  world,  we'd  like  to  show 
you  how  much  more  productive 
everyone  in  your  company  can  be. 


Now  anyone 

can  have 

a  window  office. 


With  DECwmdows  soft- 
ware on  a  VAXstation  3100 
workstation,  getting  the 
whole  picture  is  easier 
than  ever 
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i  Our  new  I  )l  ( windows  desktop 

«  \vare,  pail  ol  I  )igital's  Network 
itions  Support,  opens  up  .1 
\|  >le  new  way  to  look  at  windows. 
f  ause  it  lets  you  do  the  one  thing  no 
0  -T  windowing  system  tan     share 
■lications  across  operating  systems. 

II  Lie's  how  it  works. 
It  your  desktop  computer  runs 
VMS  operating  system,  you  can 
>lay  VMS  applications,  plus  appli- 
ions  from  any  UNIX  or  MS  DOS 


■  c  \iw  to  use  interface  lets  you  display  applications 
—ss  operating  systems  You  can  display  financial 
ections  running  on  your  MS  DOS  computer 


computer. The  same  is  true  it  you're 

tunning  a  I  'MIX  system.  Vou  even 

have  access  to  applications  running  on 

large  computers  like  VAX    ll'AI    and 
(  Jay  systems. 

The  beauty  oi  it  is,  it  isn't  com- 
plicated. I  )l.(  .windows  software 
makes  it  very  simple. 

Whether  you're  .1  user  or  an 
applications  developer,  with  1  )l .( win- 
dows software  there's  one,  easy-to-use 
interface  that's  the  same  across  oper- 


ating, systems.  You  can  display  text, 
graphu  s  and  imaging  ;JI  ,n  the  same 

nun-  And  with  our  new  1)1 .( .write 
and  I  )l  (  (let  ision  "  software,  vou  ( .111 

link  your  document's  information 

with  its  source.  Whenever  it  changes 

there,  your  document  can  be  instantly 
revised. 

1)1 .( .windows  desktop  software. 
It's  your  window  tor  integrating  all  the 
computing  resources  of  the  organiza- 
tion. All  right  from  your  desk. 


the  same  interfat  e,  you  can  display  graphic  s 
running  on  a  \  MS  computer  to  update  your  report 


Just  as  easily,  you  can  display  a  file  from  a  US IX  com- 
puter. It's  all  yours  to  manipulate  the  way  you  want. 


Now  anyone 

with  a  PC  can 

join  the  company 


Program  development  on 
a  VAXstation  3100  work- 
station in  one  department 
■an  be  shared  with  program- 
mers in  other  departments. 


The  PCLAN/ Server  2000 
system  lets  PC  and  worksta- 
tion users  share  information 
across  the  network -locally 
or  company-u  'ide 
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you  nisi  want  to  tie  your  EH  s 
1 1  in  ,i  local  area  network, any 

vendor  will  do. 
it,  il  you  want  to  tie  your  l'(  s 
hi  and  make  them  an  integral 
f  your  company's  network,  any 
\,\  vendor  won't  do.  Because 
•t  what  they  do.  It  is,  however, 
hing  I  )igita]  does  better  than 
le  else. 

Pith  our  PCLAN  Server    2000 

n,  the  latest  implementation  ol 

l's  Network  Applications  Sup- 


port,  you  can  easily  tie  togethci  l'<  '& 
from  majoi  manufacturers  like  Apple! 
COMPAQ?  IBM,  Olivetti  and  Zenith. 
Besides  letting  l'<  users  share  infoi 
ination  with  each  other,  the  PCLAN 
Server  2000  system  lets  them  share 
information  with  any  computet  on  the 

network  -  no  matter  what  si/e  it  is,  no 
matter  where  it's  located.  It's  the  kind 
oi  total  integration  that  only  Digital 

can  deliver. 


BecausethePi  I  v.  &  rvei  2000 
system  is  powered  by  VAX  to  hnol 
ogy,  n«'i  \'( .  te<  hnolog)  usei  >  <  an 
avoid  the-  usual  I  AN  botdene<  ks  that 

slow  clown  their  access  to  intoiuu 

tion  Because  it's  VAX  technology,  it 

also  means  you  can  grow  in  any  dure 
tion  you  choose.  And  finally,  Digital 

otters  lull  service  and  support  for  air. 

system  on  the  network. 

The  PCLAN  Server  2000  system. 

All  the  resources  ol  your  company's 
network  are  now  available  on  a  local 
area  network. 


The  rewards  of 
working  together. 


From  the  beginning,  our  success, 
as  well  as  the  success  of  the  leading 
companies  we  work  with  throughout 
the  world,  has  been  based  on  a  single 
vision.  To  design  totally  integrated 
computer  systems  that  work  together 
so  people  can  work  together. 

With  the  introduction  of  our  new 
desktop  computing  systems  and 
DEC  windows  software,  we  extend  the 
vision  even  further.  Now  there's  one 
company  that  provides  total  hardware 
integration  to  join  your  company  at 
every  level.  One  company  that  pro- 
vides total  software  integration  to 
make  software  a  common  resource 
shared  by  all.  One  company  that  pro- 
vides total  service  and  support  to 
make  sure  it  all  works  the  way  you 
want  it  to  work. 

That  one  company  is  Digital. 


We  invite  you  to  discover  the 
rewards  of  working  together.  And  to 
discover  what  a  difference  it  can 
make. 

To  learn  more,  write  to  Digital 
Equipment  Corporation,  Desktop 
Products  (ZG),  MK01/W83,  Conti- 
nental Boulevard,  Merrimack,  NH 
03054-9987. 

A  way  to  work  together  like 
never  before.  T*V     '.     1 

Digital 
has 

it 

now 

©  Digital  Equipment  Corporation  1989,  The  Digital  logo,  Digital 
has  it  now,  DECstation,  VAXstation,  VAX,  VMS,  VT,  Network  Appli- 
cations Support,  DECwrite,  DECdecision.DECwindows,  ALL  IN  1  and 
PCLAN/Server  are  trademarks  of  Digital  Equipment  Corporation. 
Apple  and  Macintosh  SE  are  registered  trademarks  of  Apple  Com-     J 
puter,  Inc.  COMPAQ  is  a  registered  trademark  of  COMPAQ  Computer 
Corporation.  IBM  and  IBM  PS/2  are  registered  trademarks  of  Interna- 
tional Business  Machines  Corporation.  UNIX  is  a  registered  trade- 
mark of  American  Telephone  &  Telegraph  Company.  MS-DOS  is  a 
registered  trademark  or  Microsoft  Corporation. 
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IEALTH  INSURANCE:  A  TAX-REFORM 
OOTNOTE  TRIPS  UP  SMALL  BUSINESS 


sk  an  executive  of  a  big  corporation  and  the  owner  of  a 

small  business  which  new  tax  rule  they  hate  the  most, 

and  you'll  probably  get  the  same  answer:  Section  89. 

he  obscure  provision  of  the  Tax  Reform  Act  of  198(5  requires 

nployer-paid  health  benefits  to  be  distributed  equitably  to 

gh-  and  low-paid  workers — a  proposition  that  sounds  benign 

t  can  be  maddeningly  complex. 

The  rule,  which  took  effect  on  Jan.  1,  applies 

implex  statistical  tests  to  measure  the  benefits 

eceived  by  employees  at  all  levels.  If  higher-paid 

'orkers   are   getting   a   disproportionate   share, 

inese  employees  could  be  subject  to  a  special 

enalty  tax. 

(ALL  to  arms.  Big  and  small  business  are  follow- 
ig  widely  divergent  paths  in  dealing  with  Section 
9.  Corporate  America,  with  its  armies  of  benefits 
dministrators  and  consultants,  has  learned  to 
ive  with  it.  Large  corporations  won  some 
:hanges  last  year  and  would  like  more.  But  with 
i  new  Administration  and  a  new  Congress,  repeal 
is  not  high  on  the  big  business  agenda. 

Small  employers  regard  the  rules  as  a  call  to 
irms.  "It's  been  a  long  time  since  we've  seen  an 
■ssue  that  has  galvanized  the  small-business  owners  this  way," 
says  Abraham  L.  Schneier,  lobbyist  for  the  National  Federa- 
.ion  of  Independent  Business. 

Smaller  companies'  problems  are  twofold.  Since  many  don't 
even  employ  a  full-time  benefits  expert,  Section  89  is  a  mys- 
tery to  them.  Worse,  many  offer  health  benefits  only  to  own- 
rs  and  a  few  managers.  Such  health  plans  leave  employers 
de  open  to  discrimination  charges. 

A  coalition  of  33  lobbying  groups,  led  by  the  NFIB,  is  calling 
on  small-business  owners  to  flood  Congress  with  letters  pro- 


ROSTENKOWSKI 


testing   Section    89.    And    on   Jan.    19,    House    Small    B 
Committee  Chairman  John  J.  LaFalce  (D-N.  V.)  was  to  intro- 
duce legislation  to  repeal  the  law. 

The  fight  will  be  uphill.  House  Ways  &  Means  Committee 
Chairman  Dan  Rostenkowski  (D-Ill.)  wants  no  amendments  to 
tax  reform.  "I  don't  think  there's  any  appetite  to  get  into 
discrimination  rules,"  says  a  Ways  &  Means  staffer. 

Small-business  representatives  hope  a  grass- 
roots lobbying  blitz  will  overcome  this  resistance. 
"If  there  is  an  overwhelming  wave  of  opposition, 
we  may  be  able  to  make  an  end  run,"  says  Man,' 
T.  Tavenner,  a  lobbyist  for  the  National  Associa- 
tion of  Wholesaler-Distributors. 

The  dynamics  of  the  fight  could  become  fasci- 
nating. Part  of  the  logic  behind  Section  89  was  to 
expand  health  benefits  to  lower-paid  workers  who 
have  no  coverage.  But  some  critics  of  the  law 
fear  that  many  smaller  employers,  faced  with 
costs  of  compliance,  will  drop  medical  benefits 
altogether.  "Companies  will  have  less  of  an  incen- 
tive to  offer  any  health  insurance,"  says  Taven- 
ner. "There  will  be  more  uninsured  people  in  the 
long  run." 


tough  medicine.  The  crusade  to  repeal  Section  89  could  back- 
fire. Hill  staffers  are  considering  a  scheme  that  would  replace 
the  nondiscrimination  rules  with  an  across-the-board  tax  on 
health  benefits  for  all  high-paid  employees.  The  proceeds 
would  pay  for  benefits  for  the  uninsured. 

Moreover,  Hill  staffers  warn  that  if  small  business  starts 
dropping  health  benefits,  Congress  may  push  for  legislation 
requiring  all  employers  to  provide  medical  insurance  for  their 
workers.  That  could  be  the  bitterest  medicine  of  all. 

By  Susan  B.  Garland,  with  Howard  Gleckman 


THE  HILL  HAS  FUND  MANAGERS  SQUIRMING 


When  Treasury  officials  leaked  word  that  Secretary 
Nicholas  F.  Brady  was  pondering  ways  to  prod  pen- 
sion-fund managers  to  invest  with  a  long-term  view 
of  the  economy,  no  one  listened  more  intently  than  Senator 
James  R.  Sasser  (D-Tenn.).  The  new  Budget  Committee  chair- 
man, who  has  long  been  interested  in  pension  reform,  has 
responded  with  proposals  that  could  throw  the  fund-manage- 
ment business  into  turmoil. 

Sasser  thinks  fund  managers  are  under  too  much  pressure 
to  maximize  gains  by  selling  stakes  in  companies  that  are 
under  assault  by  raiders,  and  he  aims  to  curb  the  practice. 
Slamming  the  brakes  on  debl  driven  buyouts  is  "an  idea  whose 
time  has  come,"  he  says.  "You  have  a  whole  group  of  pointy- 
headed  pension  managers  in  New  York  looking  only  for  short- 
term  profits." 

The  senator  has  pushed  for  such  measures  before — but  his 
elevation  to  budget  chairman  makes  a  difference.  He  hopes  to 
write  his  ideas  into  the  fiscal  1990  budget  resolution.  And 
while  that  wouldn't  be  binding  legislation,  it  would  open  the 
door  to  attaching  the  provisions  to  other  bills  later  this  year. 


Sasser's  most  dramatic  proposal  would  relax  the  fiduciary 
requirements  that  pension  funds  must  maximize  returns  for 
retirees.  Beneficiaries  suing  portfolio  managers  who  failed  to 
tender  their  stock  to  a  raider  would  have  to  prove  "gross 
negligence  or  willful  malfeasance."  Current  law  requires  only 
that  managers  act  prudently.  He  also  would  authorize  the 
Securities  &  Exchange  Commission  to  launch  a  study  of  the 
conduct  of  pension  managers. 

Sasser  views  both  moves  as  clarification  of  existing  law.  Rut 
some  securities  lawyers  think  the  proposals  are  off  base.  One 
problem:  Not  selling  stock  for  a  premium  in  a  takeover  might 
help  protect  the  jobs  of  workers  at  the  target  company — but  at 
the  expense  of  pensioners.  The  result  could  be  a  blizzard  oi 
suits  charging  negligence  for  shortchanging  retiree-  "Even  if 
one  sympathizes  with  the  motive  of  trying  to  allow  pel 
managers  more  discretion,  this  is  a  very  questionable  way  of 

going  about  it."  says  Columbia  law  school  Professoi  Harvej  I 
Goldschmid.  "It  would  encourage  both  uncertainty  and  lil 

tion,  and  we  have  enough  of  both  right  now." 

By  .  ' 
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THE  EC  JUST  SAYS  NO 
TO  JAPAN'S  CHEAP  CHIPS 
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It's  planning  stiff  laws  to  protect  its  chipmakers  from  low-cost  Asian  competition 
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Staying  alive  as  a  European  chip 
company  is  about  as  difficult  as 
outlasting  all  the  other  suspects  in 
an  Agatha  Christie  mystery.  Three 
years  ago,  Europe  had  a  dozen  chip- 
makers.  Today  there  are  seven,  and  soon 
most  experts  think  there  will  be  only 
three  major  players — West  Germany's 
Siemens,  the  Netherlands'  Philips,  and 
French-Italian  joint  venture  SGS-Thom- 
son.  But  that's  where  Europe  wants  to 
draw  the  line:  No  more  chip  fatalities. 

The  European  Commission  is  getting 
set  to  implement  tough  new  measures  to 
ensure  that  Europe's  chipmakers  sur- 
vive. The  new  push  in  semiconductors 
could  be  expensive.  It  may  raise  costs 
for  European  makers  of  electronic  goods 
while  providing  a  windfall  for  a  handful 
of  American  and  Japanese  rivals.  With 
competitiveness  in  everything  from  com- 
puters to  telecommunications  at  stake, 
however,  the  Europeans  feel  they  have 
no  choice  but  to  guarantee  themselves  a 


role  in  advanced  chip  technologies.  "It 
will  help  us  stay  in  the  business,"  says 
Karl-Heinz  Weigl,  a  semiconductor  exec- 
utive at  Siemens.  "We're  willing  to  com- 
pete if  it's  on  a  fair  basis." 
floor  prices.  The  heart  of  the  policy  is 
a  firm  stance  toward  Japan.  By  April  or 
May  the  EC  expects  to  impose  a  mecha- 
nism for  calculating  floor  prices  in  Eu- 
rope for  computer  memory  chips.  The 
aim  is  to  prevent  prices  for  dynamic  ran- 
dom access  memories  (drams)  from  fall- 
ing below  manufacturing  costs  as  they 
did  three  years  ago,  when  EC  officials 
contend  that  Japan  dumped  drams  in 
Europe  at  half  their  cost.  Floor  prices 
are  also  planned  for  memory  chips  called 
eproms.  "In  the  past  the  Japanese  took 
market  share  at  any  price,"  says  Enrico 
Villa,  an  executive  with  SGS-Thomson. 
"We  want  prices  to  be  related  to  cost." 
The  EC  is  also  pushing  foreign  compa- 
nies, especially  from  Japan  and  South 
Korea,  to  do  more  advanced  chipmaking 


in  Europe.  EC  antidumping  decisions  al- 
ready require  that  Asian  products,  from 
copiers  to  electronic  typewriters,  have 
40%'  European  content.  Up  to  now,  a  chip 
was  considered  European-made  even  if 
only  its  final  packaging  was  done  in  the 
EC.  Under  a  new  rule,  a  more  sophisti- 
cated chipmaking  process — called  wafer 
fabrication — must  take  place  in  the  EC 
for  chips  to  be  European.  It  won't  be 
cheap.  Fabrication  lines  cost  from  $200 
million  up. 

U.  S.  companies  smell  an  opportunity 
in  the  new  measures.  After  being  ac- 
cused by  the  EC  of  dumping  DRAMS  made 
at  its  Japanese  plant,  Texas  Instruments 
Inc.  is  building  a  $250  million  chip  plant 
in  Italy.  That  should  keep  TI  out  of  trou- 
ble with  the  EC  and  give  it  an  edge 
against  Japanese  rivals.  Last  year,  TI 
was  neck-and-neck  with  Toshiba  Corp. 
for  first  place  in  the  $933  million  Europe- 
an DRAM  market,  says  researcher  Data- 
quest  Inc.  Motorola  Inc.  is  also  starting 


46  BUSINESS  WEEK/JANUARY  30,  1989 


INTERNATIONAL  BUSINESS 


memory  production  in  Scotland  it  i 
mi  was  built  three  years  ago  bu1  re 
jned  unopened  after  Japane  ic  price 
.tinK  bit  the  market,  Motorola  says. 
Imong  the  Japanese,  only  mec  Corp 
s  full  ESuropean  chip  production.  Bui 

th  Hitachi  Ltd  and  Toshiba  hint  in 
kyo  that  they  will  invest  in  new  chip 
ints  in  the  EC.  The  companies  will  rrr- 
nly  have  to  act  by  L992,  when  EC  ini- 
tives  will  have  opened  Europe's  inter- 
1  market.  Says  Tlioinas  Murtha,  senior 
alyst  at  Baring  Securities  Ltd.  in  To- 
ol "You'll  see  them  all  scrambling  to 
tablish  capacity  within  the  EC." 
iats  at  stake.  In  the  meantime,  how- 
er,  the  EC's  maneuvering  could  back- 
e.  In  September,  1986,  the  U.  S.  and 
ipan  reached  a  semiconductor  accord 
etting  floor  prices  on  memory  chips. 
ut  by  the  time  the  prices  took  effect, 
lost  U.  S.  companies  had  been  driven 
ut  of  the  memory  market.  Critics  argue 
lat  their  Japanese  rivals  reaped  wind- 
all  profits.  "The  Japanese  laughed  all 
fie  way  to  the  bank,"  says  Robert  R. 
leikes,  a  consultant  in  Europe  and  for- 
mer executive  at  Motorola  and  National 
Semiconductor  Corp.  The  effect  could  be 
imilar  in  Europe,  where  Siemens  is 
do.  4  with  just  12%  of  the  DRAM  mar- 
;et — the  sole  European  in  the  top  10. 

The  EC  must  walk  a  fine  line  between 
lelping  the  chipmakers  and  hurting 
heir  clients.  Companies  such  as  Olivetti, 
Norway's  Norsk  Data,  and  Germany's 
Nixdorf  Computer  are  watching  warily. 
Lacking  their  own  chipmaking  capacity, 
they  depend  heavily  on  Japan  and  the 
U.  S.  These  days  they  pay  a  premium  for 
memory  chips,  which  are  in  short  sup- 
ply. With  profits  already  slumping,  the 
companies  worry  that  the  EC  will  keep 
European  chip  prices  too  high.  "If  we 
have  to  pay  more  for  chips  than  our 
Japanese  competitors,  it  will  have  a  very 
negative  impact  on  us,"  says  Olivetti 
Vice-President  Bruno  Lamborghini. 

Still,  there  may  be  too  much  at  stake 
not  to  take  the  risk.  In  the  past  five 
years,  Siemens  and  Philips  have  spent  $2 
billion  on  a  project  to  catch  up  in  memo- 
ry chips.  Now  they  are  joining  with  SGS- 
Thomson  to  redouble  the  effort.  The 
companies  also  plan  to  spend  up  to  $500 
million  annually  on  JESS!  (.Joint  European 
Submicron  Silicon),  a  program  to  develop 
tomorrow's  memory  chips.  They  expect 
the  EC  and  their  governments  to  pay  half 

the   bill. 

If  the  chip  business  goes  into  another 
downturn,   that   spending  might  be  in 

jeopardy  without  the  safety  net  of  floor 
prices.  One  or  two  of  the  European  chip- 
makers  might   not   make  it,  and  nobody 

wants  that.  An  Agatha  Christie  ending 

is  the  last  thing  Europe  can  afford  for 
its  competitiveness  in  elect ronics. 

/>'//  Thane  Peterson  in  Paris,  with  bureau 
reports 


( Sommentary/by  Dinah  Lee 


THE  U.S.  IN  CHINA: 

LETTING  A  NEW  CAUTION  BLOOM 


From  the  day  he 
secretly  flew  to 
Beijing  along 
with  Henry  A.  Kissin- 
ger in  1971,  Ambassa- 
dor Winston  Lord  has 
been  a  booster  of  Chi- 
na. As  Ronald  Rea- 
gan's envoy  to  Bei- 
jing, Lord  earned  a 
reputation  for  down- 
playing reports  about 
the  turmoil  and  uncer- 
tainty sweeping  China 
in  recent  months. 

So  it  was  a  stunned 
group  of  U.  S.  diplo- 
mats that  recently  lis- 
tened to  Lord  as  he 
warned  that  China's 
10-year-old  reform 
program  might  be 
verging  on  "retrogression"  and  that  a 
full  "revaluation  of  U.  S.-China  rela- 
tions might  be  necessary." 

Lord's  comments  are  just  one  sign  of 
the  sober  tone  creeping  into  China  talk. 
It's  a  frankness  that  is  increasingly 
likely  to  influence  the  thinking  of  the 
Bush  Administration.  Even  though 
George  Bush  served  as  chief  U.  S.  rep- 
resentative to  China,  the  President  and 
his  staff  will  be  concentrating  on  the 
dominant  personality  of  Mikhail  S.  Gor- 
bachev. With  Gorbachev  wooing  West- 
ern Europe  and  trying  to  repair  his 
strained  relations  with  China,  Kissin- 
ger's old  notion  of  playing  "the  China 
card"  against  Moscow  as  part  of  a 
three-cornered  superpower  game  no 
longer  makes  much  sense. 
more  maturity.  As  the  geopolitical 
emphasis  on  China  cools,  common  irri- 
tants will  look  larger.  Washington  and 
Beijing  already  are  scrapping  over  Chi- 
na's human-rights  policy,  sales  of  Chi- 
na's Silkworm  missiles  to  the  Middle 
East,  and  even  reciprocal  travel  rights 
for  diplomats,  such  as  how  far  Chinese 
officials  can  stray  from  Chicago.  Fur- 
ther tussles  are  ahead  over  U.  S.  ex- 
port controls  and  the  lax  protection 
China  gives  to  U.  S.  patents. 

Not  all  of  this  is  bad.  A  better  airing 
of  disputes  reflects  greater  maturity  in 
the  relationship.  A  more  level-headed 
U.S.  view  of  China  also  bodes  well  for 
the  second— and  Uncertain  decade  of 
Sino  American  relations.  Deng  Xiao- 
ping, 84,  will  be  gone.  His  favored  sue 


INFLATION  MAY  SOON  WORSEN 
AND  DAMPEN  CONSUMER  ZEST 


cessor,  Zhao  Ziyang, 
69,  may  go  to 
D3g  a  deadlocked  lead- 
ership. This  prospect 
of  a  weaker  central 
government  is  already 
making  it  difficult  for 
Premier  Li  Peng  to 
rein  in  unruly  regional 
economies.  "We  have 
to  be  prepared  for  fur- 
ther instability  and 
how  it  affects  U.  S. 
business,  technical 
transfer,  and  military 
exchange,"  says  one 
State  Dept.  official. 

Corruption  and  bu- 
reaucracy in  the  prov- 
inces is  also  becoming 
a  major  issue  with 
China's  largest  for- 
eign investors — U.  S.  companies.  Eco- 
nomic warlords  in  many  of  China's 
provinces,  particularly  those  in  coastal 
regions,  are  resisting  Beijing's  clamp- 
down.  With  competition  among  prov- 
inces rising,  back-door  deals,  material 
shortages,  and  inflation  wfll  probably 
worsen. 

That  doesn't  mean  another  grand 
swing  in  U.  S.  business  attitudes 
toward  China  is  in  store.  It  does  mean 
that  there  will  be  fewer  Armand  Ham- 
mer-style gestures  such  as  the  S600 
million  Pingshuo  coal-mine  deal  started 
in  the  early  1980s.  Instead,  the  empha- 
sis will  be  on  assessments  of  what  kind 
of  business  to  enter  and  which  prov- 
ince or  city  is  best.  Experienced  China 
operators  are  not  rushing  in  or  rushing 
out.  But  they  are  preparing  themselves 
for  an  uncertain  period  that  might  go 
on  for  several  years. 

Sportshoe  maker  Nike  Inc.,  for  ex- 
ample, will  no  longer  manage  Chinese- 
owned  factories.  Now  it  will  turn  that 
job  over  to  Taiwanese  and  South  Kore- 
an agents.  Nike  will  buy  more  Chinese 
shoes  under  the  new  arrangement,  but 
the  company  will  no  longer  be  respon- 
sible for  manufacturing. 

Other  American  companies,  such  as 
Hewlett-Packard  Co.,  are  also  chang- 
ing their  China  strategy,  and  the  Bush 
Administration  is  likely  to  be  making 
its  own  revaluation  soon,  too.  The 
watchword  for  all  is  caution,  or  as  the 
the  Chinese  say.  "Hope  fm-  the  best, 
prepare  for  the  worst.'' 
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Ifyou're  concerned 
about  hair  loss... 
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...seeyour  doctor. 
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If  you're  losing  your  hair, 
you  no  longer  have  a  reason  to 
lose  hope. 

Only  your  doctor  can  diagnose 
the  cause  of  your  hair  loss  and 
discuss  the  treatment  options 
available  to  you. 

There  are  treatment  programs 
that  have  shown  good  results  in 
clinical  tests. 

Certain  programs  work  better 
for  some  than  for  others.  Your 
doctor  will  be  able  to  tell  you 
which  option  is  best  suited  for 
you. 

For  the  only  treatment  programs 
for  hair  loss  that  are  medically 
proven,  see  your  doctor. 


Upjohn 


The  Upjohn  Company 
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for  example,  teamed  up  with  192  cTl 
workers  for  a  Soviet-style  leverage: 
buyout  at  the  Moscow  Factory  of  Lov 
Voltage  Equipment  last  July.  With  i 
$9.6  million  bank  loan,  they  leased  tb 
plant  from  the  Ministry  of  Electrical 
Technical  Industry,  laid  off  200  of  it 
1,700  workers,  and  began  basing  salarie. 
on  both  volume  and  quality  of  produc 
tion.  In  1988  the  factory  earned  $13.( 
million— 17.5%  more  than  in  1987. 

Success  also  has  come  to  Galeteria,  a 
clothing  co-op.  It  makes  and  sells  10( 
dresses  each  month  at  prices  equal  to 
twice  the  average  worker's  monthly  sal 
ary  of  $320.  Despite  having  to  spend  uj 
to  10  times  what  state  enterprises  pay 
for  leather,  Galeteria  has  done  so  well 
that  it  plans  to  lease  more  space  and 
expand  its  work  force  from  6  to  45.     ' 

The  new  government  moves  will  likely 
make  it  harder  for  co-ops  such  as  Gale- 
teria to  set  prices  high  enough  to  cover 
costs.  The  government  is  expected  to  put 
a  cap  on  co-op  prices,  which  could  force 
debt-laden  companies  out  of  business. 
Some  Soviets  see  the  move  as  a  stop-gap 
measure  until  more  cooperatives  open 
up  and  competition  causes  prices  to  fall. 
GUN  control.  The  new  regulations  also 
will  force  cooperatives  to  scale  down  or 
abandon  ventures  in  such  diverse  areas 
as  medical  care,  precious  gem  sales,  and 
concert  promotion.  Some  restrictions, 
such  as  outlawing  the  manufacture  of 
weapons,  seem  designed  to  protect  the 
consumer,  while  others  appear  to  be 
aimed  at  limiting  competition  with  state- 
owned  enterprises.  The  jumble 'of  new 
laws  is  just  the  latest  sign  of  how  co-ops 
have  been  caught  between  conserva- 
tives' moves  to  stifle  them  and  reform- 
ers' efforts  to  bolster  them.  Last  spring 
co-op  owners  fought — and  won — when 
the  Finance  Ministry  proposed  an  in- 
come tax  of  up  to  90%  on  them. 

In  a  socialist  country  that  is  trying  to 
implement  so  many  economic  changes  at 
once,  it's  hardly  surprising  that  private 
enterprises  have  become  the  center  of 
controversy.  Despite  all  the  problems, 
Soviet  economists  say  Moscow  coopera- 
tives produced  $1.3  billion  in  goods  and 
services  in  1988 — up  from  $20  million  the 
year  before.  Eventually,  some  econo- 
mists believe  co-ops  could  contribute  up 
to  a  third  of  total  Soviet  production. 

For  now,  there's  no  doubt  that  life  will 
remain  difficult  for  Soviet  entrepre- 
neurs. A  Moscow  restaurant  was  burned 
to  the  ground  recently  when  the  owner 
refused  demands  for  protection  money 
from  the  Moscow  mob.  At  his  own  eat- 
ery, owner  Joseph  Peresovsky  is  taking 
no  chances.  He  now  keeps  two  posses- 
sions unthinkable  for  Soviet  citizens  un- 
til recently — a  rifle  and  a  billy  club. 

By  Peter  Galuszka  in  Moscow 


SOVIET  UNION  I 


AND  YOU  THINK  WESTERN 
CAPITALISTS  HAVE  PROBLEMS 


Soviet  'cooperatives'  face  hoodlums,  bureaucrats,  and  jealous  citizens 


Perestroika  paved  the  way  for  Jo- 
seph Peresovsky,  41,  to  become 
his  own  boss.  Six  months  ago  he 
borrowed  $56,000  and  opened  At  Josefs, 
the  first  restaurant  to  offer  Jewish  food 
in  Moscow.  But  along  with  the  crowds 
and  the  rave  reviews,  At  Josefs  also 
attracted  anti-Semites  and  extortionists. 
Some  smashed  Peresovsky's  windows. 
Others  demanded  protection  money.  The 
crowning  blow  came  on  Christmas  night, 
when  thugs  barged  in,  grabbed  diners 
by  their  collars,  and  sparked  a  melee 
that  landed  three  patrons  in  the  hospital 
and  one  assailant  in  jail. 

Across  the  Soviet  Union,  entrepre- 
neurs such  as  Peresovsky  are  fighting 
everything  from  hoodlums  and  bureau- 
crats to  shortages  of  supplies  and  capi- 
tal to  set  up  the  first  private  enterprises 
the  country  has  seen  in  decades.  They 
range  from  service  companies  such  as 
language  translators  to  manufacturers 
of  machine  tools.  From  a  handful  in 
1987,  the  companies,  known  as  coopera- 
tives, now  number  more  than  60,000 — 
with  7,000  in  Moscow  alone. 

At  a  time  when  much  of  his  economic 
reform  program  is  flagging,  Soviet  lead- 
er Mikhail  S.  Gorbachev  is  counting  on 
cooperatives  to  inject  new  initiative  into 
the  sluggish  economy.  "The  purpose  of 
cooperatives  is  to  produce  [quality]  ser- 
vices and  goods,"  says  Alexander  Panin, 
head  of  the  Moscow  City  Commission  on 
Cooperatives.  "They  will  be  a  stimulus 
for  state  enterprises  not  to  lag  behind." 
harsh  terms.  But  how  much  of  a  stimu- 
lus is  far  from  clear.  The  Soviets  are  still 
groping  for  ways  to  encourage  private 
enterprise  while  regulating  its  activities 
enough  to  keep  crime  and  other  excesses 
at  bay.  In  early  January  the  government 
launched  a  surprise  set  of  regulations 
that  limits  the  types  of  business  coopera- 
tives can  enter.  The  Politburo  also  plans 
to  curb  cooperative  pricing.  The  co-ops 
now  charge  about  three  times  as  much 
as  state  enterprises  for  goods  and  about 
five  times  as  much  for  services,  accord- 
ing to  a  recent  study  by  Moscow's  Insti- 
tute of  Sociology.  Two-thirds  of  the  Mus- 
covites queried  in  the  study  also  said 
they  cannot  afford  cooperative  prices. 

Greed  and  opportunism  can  be  factors 
in  setting  cooperative  prices.  But  more 
often  than  not,  co-ops  must  charge  more 
to  meet  the  harsh  terms  of  their  bank 
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ON  THE  LINE:  A  GROUP  OF  WORKERS  LEASED 
THIS  MOSCOW  PLANT— AND  LAID  OFF  200 


loans.  Although  interest  rates  are  low, 
the  loans  often  must  be  repaid  fully 
within  six  months.  Co-ops  also  must  bid 
against  more  powerful  state  enterprises 
for  supplies.  And  they  are  vulnerable  to 
shakedowns  from  the  Moscow  mob.  Al- 
ready, some  120  cooperatives  in  Moscow 
have  gone  belly-up  or  run  afoul  of  the 
law,  says  Andrei  Konovalov,  chairman 
of  the  Moscow  Union  of  Cooperatives. 

Perhaps  the  biggest  problem  facing 
owners,  however,  is  the  feeling  among 
many  Soviets  that  profit  is  evil.  Soviet 
newspapers  are  filled  with  letters  com- 
plaining about  "antisocialisf '  coopera- 
tives. Many  Soviets  seem  jealous  of  the 
salaries  paid  to  cooperative  workers. 
Says  Konovalov:  "There  exists  a  stereo- 
type that  makes  it  a  virtue  to  do  away 
with  the  rich.  We  still  have  the  psycho- 
logical tendencies  of  the  poor." 

In  spite  of  the  obstacles,  some  cooper- 
atives are  succeeding.  Yuri  S.  Korolev, 


Moscow  co-ops  produced 

$1.3  billion  in  goods  and 

services  in  1988 — up  from 

$20  million  the  year  before 
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WORLD  CLASS! 


You  are  looking  at  the  finest  quality  cellular 
telephone  in  the  world.  It's  made  in  America  with 
Japanese  technology  by  Fujitsu,  the  computer  and  communi- 
cations giant  known  for  its  excellence  in  over  a  hundred  countries. 
Open  it  up  and  you'll  see  the  difference  between  it  and  other  phones. 
And  how  much  does  that  difference  cost?  That's  the  amazing  thing: 
almost  nothing!  Seeing  is  believing.  Write  Fujitsu  America,  Inc.,  . 
1100  East  Campbell  Road,  Richardson,  TX  75081. 
Or  call  1-214-699-9341. 


FUJITSU 


The  global  computer  &  communications  company. 
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the  evening. 

The  trader  who  alerted  him -and  who  made  the 
trade  succeed t- is  at  Citicorp  in  New  York.  At  (  iiticorps 
foreign  exchange  night  desk-the  first  night  trading  desk 
it  any  bank,  and  in  our  opinion,  still  the  best 

"  umber  one  in  foreign  exchange 
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For  Fastlfemporary  Relief  Of  Office  Stress. 
Or  For  Something  That  Lasts  A  Little  Longer. 

You  could  take  two  and  call  a  doctor  in  the  morning. 

Or  you  could  forget  the  physician,  pick  up  the  phone  and  call  a  Ricoh  dealer  right  now. 

He's  currently  featuring  one  of  the  largest  selections  of  pain  relievers  in  the  business.  Including 
copiers  like  our  Ricoh  FT4430. 

Designed  with  your  typical  last-minute  office  headaches  in  mind,  our  FT4430  is  capable  of 
automatically  reducing  and  enlarging,  selecting  the  proper  lightness  and  darkness,  and  providing 
two  different  paper  trays  to  handle  extra-long  copy  runs. 

And,  most  importantly,  every  machine  we  manufacture  comes  with  a  commitment  from  a  com- 
pany that  flatly  refuses  to  accept  copier  breakdowns  as  inevitable.  A  company  with  one  of  the  most 
extensive  service  networks  we  hope  you  never  use. 

So  if  you're  sick  of  copier  problems,  relief  is  available  by  calling  1-800-63-RICOH  for  the  name 
of  your  authorized  Ricoh  copier  dealer.  He'll  be  happy  to  make  a  house  call.  I  M  n  fjQ  (7T\  Hf 

At  Ricoh,  We  Don't  Let  Your  Office  Get  In  The  Way  Of  Your  Business.  I  mULlDUL'uL 
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IUMAN  RIGHTS  GET 

HEIR  BIGGEST  BOOST  IN  A  DECADE 


ndividual  rights  arc  the  "hallmarks  of  successful  SOCil  I 
ies,"  Secretary  of  State  George  1*.  Shultz  told  the  35-nation 
Conference  on  Security  &  Cooperation  in  Europe  (CSCE)  in 
ienna  on  Jan.  16.  To  refurbish  the  Soviet  Union's  internation- 
reputation  and  to  spur  individual  initiative,  Mikhail  S.  Gor- 
ichev  has  been  easing  Moscow's  curbs  on  human  rights, 
•om  religious  liberty  to  freedom  of  speech.  In  the  final  docu- 
lent  of  the  2(>-month  conference,  the  Soviets  made  detailed 
fiw  commitments  to  respect  such  liberties  and 
ven  agreed  to  procedures  that  will  allow  other 
ations  to  monitor  how  the  Soviets  live  up  to 
aeir  pledges.  The  result  may  be  the  biggest 
>oost  to  human  rights  since  the  1975  CSCE  con- 
erence  in  Helsinki,  which  first  adopted  such 
•ledges.  And  the  example  of  Europe,  East  and 
Vest,  may  generate  pressures  on  other  gov- 
rnments  to  respect  human  rights. 

In  return  for  the  Soviet  promises,  Gorbachev 
cored  a  major  political  gain:  He  won  the 
Vest's  agreement  to  hold  a  CSCE  meeting  in 
Moscow  in  1991.  This  amounts  to  Western  ap- 
Broval  of  his  program  of  glasnost,  or  opening 
bf  Soviet  society.  "To  show  himself  as  a  new 
sind  of  leader,  Gorbachev  had  to  make  significant  changes  in 
tuman  rights,"  says  Aryeh  Neier,  executive  director  of  Hu- 
man Rights  Watch,  a  U.  S.-based  organization.  Indeed,  al- 
.hough  governments  wield  power  mainly  through  military 
■rengtfl  and  economic  clout,  observance  of  basic  rights  is 
oecoming  a  key  measure  of  status  among  nations. 
hands  tied.  In  the  U.  S.,  surprisingly,  the  Reagan  Administra- 
tion has  probably  done  more  than  any  predecessor  to  entrench 
human  rights  as  a  major  foreign-policy  issue.  Conservative 
in  supporters  had  accused  President  Jimmy  Carter  of 
undercutting  pro-U.  S.  governments  in  countries  such  as  Iran 
and  Nicaragua  by  pressuring  them  to  end  human-rights 
abuses,  Instead,  urged  former  Ambassador  to  the  U.  N.  Jeane 
Kirkpatrick,  the  U.S.  should  back  friendly  authoritarian  gov- 
ernments.  But  U.  S.   ties  with  repressive  regimes  are  now 


restricted  by  provisions  in  the  Foreign  Assistance  Act  and 
other  laws,  enacted  with  both  liberal  and  conservative  backing 
in  the  1970s  in  response  to  the  Helsinki  conference  and  evi 
such  as  Chile's  military  coup.  Eventually,  broad  public  support 
for  an  active  human-rights  policy  led  Reagan  to  help  oust 
dictators  in  the  Philippines  and  Haiti  and  to  aid  opponents  of 
Chile's  General  Augusto  Pinochet.  Reagan  also  made  human 
rights  a  major  issue  in  summits  with  Gorbachev.  As  a  result, 
Neier  says,  "it  will  be  very  difficult  for  any 
future  U.  S.  Administration  not  to  put  human 
rights  very  high  on  its  foreign-policy  agenda." 
In  Europe,  pressures  on  governments  to  pro- 
mote human  rights  have  also  been  building 
since  Helsinki.  Andrei  Sakharov  and  other  Rus- 
sian dissidents  turned  a  spotlight  on  the  Hel- 
sinki promises  by  setting  up  a  committee  to 
monitor  Soviet  compliance.  The  Kremlin's 
crackdown  on  Sakharov's  group  stirred  public 
consciences  in  the  West  and  forced  govern- 
ments to  stress  such  liberties  in  Helsinki  re- 
view conferences,  such  as  the  Vienna  meeting. 
The  current  U.  S.  strategy  in  dealing  with 
Moscow,  an  official  says,  is  to  "co-opt  the  Sovi- 
et bureaucracy"  by  trying  to  get  human-rights  gains  written 
into  Soviet  law  or  institutionalized  in  Moscow's  bureaucratic- 
practices.  One  test  is  likely  to  come  early  in  the  Bush  Adminis- 
tration, when  U.  S.  Jewish  groups  are  expected  to  call  for 
relaxation  of  the  Jackson-Vanik  curbs  on  U.  S.-Soviet  trade.  In 
return,  Washington  will  ask  Moscow  to  guarantee  continued 
easing  of  emigration  and  improved  treatment  of  Jews. 

In  many  countries — from'  Latin  America  to  the  Middle 
East — human  rights  are  still  widely  violated.  Washington  has 
been  trying  to  convince  Third  World  governments  that  to 
maintain  good  relations  with  the  industrial  democracies,  they 
must  adopt  the  advanced  nations'  human-rights  yardstick.  Gor- 
bachev's moves  toward  that  standard  may  help  set  an  example 
for  the  rest  of  the  world. 

By  Bill  Jaretski  in  Washington,  with  F.  H.  Baer  in  Vienna 


GLOBAL  WRAPUP I 


SOUTH  AFRICA 


Prospects  for  reform  of  South  Afri- 
ca's apartheid  system  have 
dimmed  as  a  result  of  a  stroke  suf- 
fered on  Jan.  L8bj  President  Pieter  W. 
Botha,  78  Even  if  Botha  returns  to 
work  quickly,  maneuvering  to  succeed 
him  is  expected  among  leaders  in  the 
ruling  National  Part).  Contenders  are 
likely     to    take    a    tough    line    toward 

blacks  i"  reassure  the  party's  white 
Afrikaner  followers. 

Such  a  political  tilt   favors  COnserva 
tive  aspirants  such  as  Education  Minis 

ter  I    W   de  Klerk  and  Defense  Minis- 
ter Magnus  Malan.  Foreign  Mil 

Roelof    K.    Botha    has    gamed    stature 


from  his  negotiations  on  Angola,  but 
he  is  seen  as  too  liberal  on  white-black 
relations  to  lead  the  party. 

The  big  gainer  could  be  the  opposi- 
tion Conservative  Party,  led  by  the 
charismatic  Andries  Treurnicht.  The 
right-wing  Conservatives'  strong  show- 
ing in  municipal  voting  last  fall  may 
point  to  further  advances  in  parliamen- 
tary elections  to  be  held  within  a  year. 

LIBYA 

Despite  the  l '.  S.  Navy's  downinj 
two  Libyan  MiGs  and  Washing- 
ton's campaign  to  halt  a  Libyan  chemi- 
cal arms  plant,  Colonel  Muammer  Qa- 
daffi  is  seeking  better  ties  with  the 
I     S.  Libyan  diplomats  spoke  mildly  in 


a  U.  N.  debate  on  the  shootout,  and 
Qadaffi  returned  the  body  of  a  U.S. 
airman  downed  over  Tripoli  in  1986. 

Qadaffi  wants  to  lower  tensions  in 
part  because  Libya's  economy  is  a 
shambles.  Nor  can  he  count  on  Soviet 
support,  as  shown  by  Moscow's  luke- 
warm condemnation  of  U.  S.  pressures. 
To  shore  up  the  economy  and  ease  dis- 
content, he  is  allowing  more  private 
business  activity  and  has  relaxed  travel 
curbs.  Last  fall  he  freed  many  political 
prisoners,  and  on  Jan.  H>  he  said 
would  cut  back  the  armed  forces.  Qa- 
datli  also  hopes  to  persuade  Washing- 
ton to  let  U.S.  oil  companies,  ordered 
out  of  Libya  by  President  Reagan  in 
1986,  to  return  to  run  their  oil  fields. 
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Top  Gun  played  over  and  over  on 
video  screens  throughout  the  cav- 
ernous Las  Vegas  Convention  Cen- 
ter. But  the  biggest  hit  at  this  year's 
glitzy  Consumer  Electronics  Show  earli- 
er this  month  was  not  the  usual  splashy 
new  gadget.  Instead,  it  was  a  panel  dis- 
cussion about  the  U.  S.  role  in  high-defi- 
nition television — a  new  technology  that 
promises  to  bring  wide,  crisp,  cinema- 
like pictures  and  compact-disk 
digital  sound  to  TV. 

That  panel,  billed  as  "HDTV: 
What  Congress  Will  Do,"  drew 
a  capacity  crowd,  eager  to  hear 
a  few  legislators  strut  their 
stuff.  "Shouldn't  the  U.  S.  be  a 
major  player  in  one  of  the  most 
important  inventions  of  the 
20th  century?"  asked  Repre- 
sentative Don  Ritter  (R-Pa.). 
"This  is  a  crown-jewel  prod- 
uct." Said  Representative  Nor- 
man F.  Lent  (R-N.  Y.).  "Our  fu- 
ture competitiveness  in  high- 
tech  electronics  could  be  at 
stake  here — and  we're  not  in 
the  best  position."  At  that,  a 
couple  of  Japanese  executives 
in  the  audience  looked  at  each 
other  and  grinned. 
sitcom.  The  U.  S.  position  may 
indeed  be  laughable.  Twenty 
years  ago  there  were  18  U.  S. 
companies  manufacturing  TV 
sets.  Today,  Zenith  Electronics 
Corp.  remains  the  only  world- 
class  producer — and  it  makes 
many  of  its  sets  in  Mexico  and 
has  been  under  pressure  to  sell 
off  its  TV  business.  Japanese 
and  European  electronics  gi- 
ants now  own  such  venerable 
American  brand  names  as  RCA, 
GE,  Philco,  Quasar,  and  Magna- 
vox,  among  others.  They  also 
have  the  distribution  channels 
and  the  high-volume  plants. 
And  they  are  gearing  up  for 
the  advent  of  HDTV,  a  techno- 
logical advance  that,  for  the 
world    of   video,    may    be    as 
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sweeping  as  the  replacement  of  propel- 
ler-driven aircraft  by  jet  planes. 

Now  a  growing  band  of  American  pol- 
iticians, industry  executives,  and  lobby- 
ists is  warning  that  the  U.  S.  must  re- 
vive a  consumer-electronics  industry 
that  neared  extinction  more  than  a  de- 
cade ago.  What's  at  stake  with  HDTV 
says  the  American  Electronics  Assn. 
(AEA),  is  nothing  short  of  sales  of  hdtvs 


and  vcrs   totaling   $40   billion   a   yeai  pmprwe 
worldwide  by  the  year  2010,  with  $lfM 
billion  in  the  U.  S.  alone. 

What's  more,  many  experts  expeci  kf m[ '' 
HDTV  to  become  the  cornerstone  for  i  b 
wide  array  of  electronic  products — fron 
home-entertainment  systems  to  medical 
imaging  and  even  defense-radar  sys 
terns.  Because  HDTV  sets,  VCRS,  and  re 
lated    products    will    be    stuffed    wit] 
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CONVENTIONAL  TV  +  MORE  DETAIL  =  HDTV 
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Wide,  crisp,  high-definition  TV  images  (right)  contain  more 
information  than  the  fuzzy  images  on  today's  sets  (left).  But  the 
HDTV  signals  are  too  big  to  be  carried  by  a  single  TV  channel. 


So  engineers  propose  to  send  the  added  information  (center) 
on  a  second  channel.  Regular  TVs  would  only  receive  the  basic 
picture.  HDTV  sets  would  combine  the  two  images  into  one. 


icroprocessors,   memory,   and   other 

ips,  U.  S.  chipmakers  even  worry  that 
IDTV  could   overshadow   computers   as 

e  next  driving  force  for  the  semicon- 
uctor  industry. 

An  analysis  by  the  aea's  Advanced 
television  Task  Force  predicts  that  un- 
ess  U.  S.  chipmakers  win  a  major  share 
hi  the  HDTV  market,  they  will  pay  an 
■normous  price.  Today,  American  com- 


panies hold  about  70%  of  the  world  per- 
sonal-computer market.  If  they  grab  50! 
of  the  HDTV  market  by  2010,  they  will 
hold  that  PC  share.  But  with  10%  or  less 
of  the  HDTV  market,  the  task  force  says, 
the  PC  market  share  will  drop  to  35%.  "If 
the  Japanese  and  Europeans  become  ma- 
jor powers  in  HDTV'  at  our  expense," 
says  Richard  J.  Elkus  Jr.,  chief  execu- 
tive officer  of  Prometrix  Corp.,  a  Silicon 


Valley  semiconductor-equipment  suppli- 
er, "it'll  be  their  major  entree  in  becom- 
ing dominant  in  the  computer  business." 
The  fear  that  HDTV  will  be  the  beach- 
head for  an  attack  on  other  high-tech 
industries  is  spurring  the  Commerce 
Dept.  and  the  AEA  to  try  to  put  together 
a  consortium  to  create  a  U.  S.-owned 
HDTV  industry.  In  mid-January  the  AEA 
announced  that  17  U.  S.  companies — in- 
cluding IBM,  Apple,  AT&T,  Digi- 
tal Equipment,  Hewlett-Pack- 
ard, Zenith,  Texas  Instruments, 
and  Motorola — had  agreed  to 
consider  forming  a  partnership 
to  develop  HDTV  technology. 

Commerce  hopes  to  win  ex- 
emptions from  antitrust  laws 
so  the  consortium  can  be  more 
than  just  a  research  group, 
such  as  the  chipmakers'  Sema- 
tech.  AEA  wants  the  group,  in 
partnership  with  the  U.  S.  gov- 
ernment, to  manufacture  prod- 
ucts— as  a  for-profit  enterprise 
intended  to  "capture  a  majority 
of  the  hardware  markets"  as- 
sociated with  HDTV.  Meanwhile, 
the  Defense  Advanced  Re- 
search Projects  Agency  has 
agreeed  to  spend  $30  million 
for  research  in  HDTV  display 
technologies. 

'A  joke.'  But  is  it  possible  to 
jump-start  a  dead  industry? 
"All  this  stuff  about  how  the 
U.  S.  is  going  to  participate  is  a 
joke."  says  Steven  P.  Jobs,  CEO 
of  Next  Inc.  "We've  lost  it  al- 
ready." One  of  the  American 
pioneers  in  HDTV,  William 
Glenn  of  the  New  York  Insti 
tute  of  Technology,  is  equally 
blunt  about  U.S.  prosrj 
"We  can't  compete  in  tradition- 
al TV  technology."  He  is  work- 
ing on  projection  and  flat  panel 
displays  based  on  radical 
"light-valve"'    electronics    in- 


MONUMENTAL  DIFFERENCE: 

MT.  RUSHMORE  ON  CONVENTIONAL 

TV  (LEFT)  AND  ON  AN  HDTV  SET 
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stead  of  picture  tubes.  The  only  chance 
for  the  U.  S.  to  regain  leadership,  he 
argues,  is  a  radical  technology  shift  that 
would  make  existing  plants  obsolete, 
just  as  the  transistor  demolished  the 
vacuum-tube  industry. 

No  matter  who  makes  the  sets,  how- 
ever, HDTV  is  coming.  And  that  reality 
already  has  triggered  a  power  struggle 
among  U.  S.  broadcasters,  cable  opera- 
tors, and  even  the  phone  companies,  who 
all  want  a  piece  of  the  action — at  the 
expense  of  their  rivals.  "This  is  about 
jobs  and  money,  not  picture  quality," 
says  William  F.  Schreiber,  head  of  ad- 
vanced television  research  at  the  Massa- 
chusetts Institute  of  Technology's  Media 
Laboratory. 

HDTV  requires  transmitting  more  data 
than  conventional  TV  to  produce  a  pic- 
ture. So  HDTV  is  forcing  changes  in 
broadcast  transmission 
standards  and  equip- 
ment— a  lengthy  pro- 
cess that  is  just  begin- 
ning. Japan  and  Europe 
decided  to  bypass  ter- 
restrial broadcasting 
and  deliver  HDTV  direct- 
ly to  small  home  anten- 
nas via  direct  broadcast 
satellites  (DBS).  But  re- 
solving the  standards 
muddle  could  add  years 
to  the  time  it  takes  for 
hdtv  to  show  up  in 
U.  S.  living  rooms.  And 
without  the  U.  S.  mar- 
ket to  build  up  econo- 
mies of  scale,  Japanese 
manufacturers  are  a  lot 
less  bullish.  "With  the 
confusion  over  stan- 
dards in  America,  man- 
ufacturers here  are 
holding  back,"  says  one 
Japanese  official.  But 
they  won't  stay  out.  "Japanese  manufac- 
turers can  adapt  to  whatever  standards 
Americans  decide  on,"  says  Katsuaki  To- 
moda,  chief  engineer  for  the  Hi- Vision 
HDTV  system  at  NEC  Home  Electronics. 
ho-kum  effect.  Despite  the  drumroll  of 
publicity,  not  everyone  is  dazzled  by 
HDTV.  "It  really  doesn't  blow  me  away," 
said  one  observer  as  he  walked  away 
from  an  HDTV  display  in  Las  Vegas. 
Some  broadcasters  are  skeptical,  too. 
The  president  of  broadcast  operations 
and  engineering  at  Capital  Cities/ABC 
Inc.,  Julius  Barnathan,  is  one:  "Around 
here,  we  call  [HDTV]  the  emperor's  new 
clothes,"  although  he  admits  his  view  is 
"like  speaking  against  motherhood  and 
progress."  Says  Edward  Horowitz,  a 
technology  consultant  to  Home  Box  Of- 
fice Inc.:  "The  consumer  is  probably  not 
asking  for  HDTV."  Indeed,  the  consumer- 


electronics  business  has  rolled  out  other 
much-ballyhooed  products,  such  as  qua- 
driphonic  sound,  only  to  find  that  con- 
sumers didn't  really  want  them. 

Even  so,  HBO  and  other  cable  compa- 
nies are  hardly  ignoring  HDTV.  HBO 
plans  to  offer  experimental  HDTV  cable- 
casts  as  soon  as  transmission  standards 
are  worked  out.  "People  will  no  more 
turn  their  backs  on  HDTV  than  they 
would  turn  back  to  black  and  white," 
predicts  Charles  F.  Dolan,  chairman  and 
CEO  of  Cablevision  Systems  Corp. 

At  this  point,  in  fact,  standards  are 
more  of  a  problem  than  the  technology. 
The  pioneering  developer  of  HDTV  is  Ja- 
pan Broadcasting  Corp.  (NHK),  which  has 
already  telecast  HDTV  experimentally  via 
satellite,  including  coverage  of  the  Seoul 
Olympic  Games  last  summer.  It  plans  to 
begin  limited  HDTV  broadcasts  in  April. 


TASTE  OF  TOMORROW?  AN  HDTV  SET  IN  TOKYO'S  HANKYU  DEPARTMENT  STORE 


For  years,  Sony  Corp.  has  been  selling 
studio  equipment  for  HDTV  production — 
cameras,  monitors,  videotape  machines. 
A  handful  of  U.  S.  filmmakers  and 
broadcasters  have  been  experimenting 
with  the  technology,  and  there  are  al- 
ready several  small  HDTV  studios  (page 
62). 

In  the  U.  S.,  however,  broadcasting 
HDTV  poses  a  tough  challenge  because 
the  wide,  high-resolution  pictures — pro- 
portioned like  a  movie  screen,  rather 
than  a  current  TV — contain  much  more 
information  than  conventional  TV  sig- 
nals. Television  pictures  are  produced  by 
rapidly  scanning  an  electron  beam 
across  the  inner  surface  of  the  screen. 
In  the  U.  S.  and  Japan,  today's  sets  use 
525  scanning  lines.  Europe  uses  625.  The 
various  HDTV  proposals  call  for  1,050, 
1,125,  or  1,250  scanning  lines. 


To    deliver   that   added   informatics 
HDTV  signals  require  larger  bands  of  th) 
spectrum  than  the  six  megahertz  no 
allotted   for  broadcast  TV.   This   exti 
bandwidth  is  at  the  heart  of  the  battl 
over  how  to  deliver  HDTV  signals  to  thi 
home.  In  September  the  Federal  Co: 
munications   Commission   ruled   thi 
HDTV  must  be  compatible  with  conve 
tional  TV,  just  as  color  sets  were  compa 
ible  with  the  old  black-and-white  TVs 
"Keep  in  mind  that  if  the  spectrum  I 
used  for  HDTV,  it's  not  used  for  local  fin 
and  police  radio,"   says  FCC  Chairma 
Dennis  R.  Patrick.  "There  is  no  solution! 
only  trade-offs:  How  good  a  picture  d 
we  want?  How  much  valuable  spectra 
are  we  willing  to  'pay'  to  deliver  that 
the  consumer?" 

tests  ahead.  Before  that  happens,  < 
tensive  testing  of  the  various  proposei 
HDTV  systems  will  b 
necessary  to  answe 
such  questions  as  how 
much  interference  with 
other  channels  the  sys' 
tern  tolerates  or  causes. 
There  are  now  about  20 
systems  proposed  by 
both  major  consumer- 
electronics  giants,  such 
as  North  American 
Philips  Corp.,  and  by 
small,  experimental 
groups,  such  as  William 
Glenn's  NYIT  laboratory. 
Late  last  year  most 
U.  S.  broadcasters  band- 
ed together  to  form  the 
Advanced  Television 
Testing  Center,  which  is 
about  to  begin  testing 
different  approaches  in 
Washington. 

Since  their  signals 
travel  over  wires,  not 
through      the      atmo- 
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sphere,  cable  operators  don't  face  the 
same  spectrum  problems  as  broadcast- 
ers. Nor  are  they  regulated  by  the  FCC. 
A  majority  of  U.  S.  households  now  re- 
ceive their  television  over  cable.  More- 
over, market  studies  show  that  affluent 
cable  viewers  would  be  the  prime  tar- 
gets for  HDTV.  "The  videophile  is  the 
person  most  likely  to  first  buy  HDTV," 
says  Horowitz. 

The  cable  companies  want  a  "robust" 
HDTV  signal  that  can  survive  the  trip 
down  the  cable  to  the  home — and  one 
that  is  as  high  in  quality  as  possible,  so 
they  can  compete  against  HDTV  VCRs, 
laser-disk  players,  and  other  formats. 
But  the  broadcasters  are  pressuring 
Congress  and  the  FCC  to  require  a  sin- 
gle, uniform  HDTV  standard  for  both 
broadcast  and  cable  TV.  Their  rallying 
cry:  "Free,  universal  television." 
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IT  SCIENTIST  SCHREIBER  AND  EXPERIMENTAL  HICH-RESOLUTON  SCREENS:  "THIS  IS  ABOUT  JOBS  AND  MONEY,  NOT  PICTURE  QUALITY' 


Then,  too,  there  are  those  who  want  to 
ollow  the  Japanese  lead  and  hope  that 
u>ty  will  spur  direct-broadcast  satellite 
jiervice  in  the  U.  S.  "It's  the  most  effl- 
uent means  to  distribute  programming," 
;avs  Stanley  E.  Hubbard  II,  vice-presi- 
dent of  Hubbard  Broadcasting  Inc.  in 
Minneapolis.  Hubbard  and  Hughes  Com- 
nunications,  a  General  Motors  Corp. 
unit,  have  FCC  licenses  to  put  up  DBS 
satellites.  Hubbard  predicts  DBS  will  be 
available  within  three 
or  four  years,  beaming 
eight  national  channels, 
including  some  HDTV 
programming. 
baby  bells.  Still  at  oth- 
er competitor  is  waiting 
in  the  wings — the  tele- 
phone companies.  Opti- 
cal fibers  capable  of 
carrying  thousands  of 
digitized  phone  calls 
now  serve  as  intercity 
trunk  lines.  Extended 
directly  to  the  home,  op- 
tical cables  could  deliv- 
er telephone  conversa- 
tions,   computer    data — 

and  high-definition  tele- 
vision. Some  expert 
Keve   thai    fiber  optics 

will  become  the  primary 
conduit  for  video  to  the 
horn.'  luit  not  until 
Well  into  the  21st  centu- 
rj  "It's  really  hluesky, 
revolutionary   stutl",   hut 


it's  also  very  costly,"  says  Preston  Pad- 
den  of  INTV,  the  independent  broadcast- 
ers' trade  association 

The  phone  companies  are  gearing  up, 
despite  a  present  ban  on  entering  the 
business.  In  August,  Bellcore,  the  R&D 
arm  of  the  eight  Baby  Bells,  will  begin  a 
field  trial  sending  video  signals  over  a 
fiber-optic  network  linking  eight  cities, 
including  New  York,  Boston,  and  Los 
Angeles.  Bell  of  Pennsylvania  is  putting 


SOME  U.S.  DEVELOPERS  Of  ADVANCED  TELEVISION 


DEL  REY  GROUP 

Marina  del  Rey,  Calif. 
HD-NTSC  A  higher-definition  system  us- 
ing one  broadcast  channel.  Provides 
less  than  full  HDTV  resolution  but  is 
compatible  with  current  TV  broadcasts 

FAROUDJA  LABORATORIES 

Sunnyvale,  Calif. 

SuperNTSC  An  improved  system  for 

current  television  broadcasts 

MIT 

Cambridge,  Mass. 

MIT-RC  An  enhanced-definition  system 
lot  current  broadcasting 
MIT-CC  An  HDTV  system  designed  for 
cable  and  other  uses  but  not  compati- 
ble with  current  broadcast  standards 

Open-architecture  TV  receiver  A  set  de- 
signed to  accomodate  a  varietj  of  TV 
standards    . 

NEW  YORK  INSTITUTE  OF  TECHNOLOGY 

D.im.i.  ll.i 

Visto  \n  ill  i  IV  Bystem,  requiring  L.5 


channels  to  broadcast,  that  is  compati- 
ble with  today's  broadcasts 

PHILIPS  LABORATORIES 

Briarcliff  Manor,  N.  Y. 
HDA-NA  An  HDTV  system  requiring 
1.5  channels  to  broadcast  that  is  com- 
patible with  current  TV  standards 

DAVID  SARNOFF  RESEARCH  CENTER 

Princeton,  N.  J. 

ACTV-I  A  one-channel,  enhanced-defi- 
nition version  of  current  TV  broad- 
casts 

ACTV-II  A  full  HDTV  system  requiring 
2  channels  to  broadcast  that  is  compati 
ble  with  current  standards 

ZENITH  ELECTRONICS 

Glenview.  111. 

Spectrum-Compatible  HDTV  A  simulcast 

in  that  will  broadcast  current  TV 
on  one  channel  and  a  separate  Hl>  I'V 
signal  on  a  second  channel 

DATA  ELECTRONIC  INDUSIRIES  ASSN  .  BW 


fiber  optics  in  100  homes  in  Perryopolis, 
Pa.,  And  GTE  Corp.  is  beginning  a  5,000- 
home  test  in  Cerritos,  Calif. 

The  threat  from  the  telephone  compa- 
nies is  alarming  the  cable  operators.  The 
National  Cable  Television  Assn.  is  levy- 
ing a  surcharge  on  its  members  to  raise 
a  $1  million  lobbying  war  chest  to  fight 
their  efforts  to  enter  the  market.  But 
there  is  growing  support  for  letting  the 
Baby  Bells  go  ahead.  And  Commerce's 
policy  arm,  the  National 
Telecommunications  In- 
formation Administra- 
tion (NTIA),  has  suggest- 
ed that  telephone 
companies  be  allowed  to 
offer  video  transmission 
as  a  service — but  not 
own  the  content. 
f»ricey  tube.  Under  al- 
most any  scenario, 
shifting  to  HDTV  won't 
be  cheap.  Industry  ana- 
lysts believe  HDTV  sets 
will  initially  cost  $3,000 
or  more.  In  part,  that's 
because  the  differences 
between  conventional 
TV  and  HDTV  are  most 
striking  on  big  screens 
of  30  inches  or  more. 
Even  with  mass  produc- 
tion driving  costs  down, 
such  sets  would  com- 
mand a  premium  price. 

Broadcasters,  cable 

operators,  and  program 
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A  Better  Image 

Can  Do  Wonders  For 

Customer  Service. 


And  That's  No  Idle  Clalv 


There's  a  fender  bender  on 
a  freeway.  The  adjuster  comes  out 
and  takes  a  picture  of  the  damage. 
And  signs  off  on  an  adjustment. 


The  handwritten  document 

and  the  photo  -  the  images  - 

both  go  back  to  the  home  office 

via  electronic  mail. 


Touch  a  button  and  you  have  a 

data  window,  a  text  window,  an 

image  window  right  in  front 

of  you.  Presto! 


A  guy  in  the  field  wants  to  verify 

the  estimate.  Click! 

The  adjuster's  handwritten  report, 

the  estimate,  and  the  photo  are 

right  there  on  the  screen. 


Actual  Wang  computer  screens  shown  here. 


Integrated  Imaging 


The  entire  claim  processed  in  halt 
the  time.  Thrift  Integrated 
ImagingandWanghasit! 


Claims  processing. 

Until  now,  it's  been  pretty  much  a  hit  or  miss 
affair.  Waiting  for  documents,  verifying  estimates. 
Signing  off  adjustments. 

But  with  Wang's  Integrated  Image  System,  you 
can  process  an  accident 
claim  in  a  fraction  of  the  time. 

WHS  gives  your  people  immediate  access  to  the 
information  they  need,  where  and  when  they  need  it. 
In  the  office  or  in  the  field. 

With  the  press  of  a  button  up  comes  an  image 
window,  text  window,  data  window.  Simultaneously. 
And  it's  integrated  information.  With  your  FAX 
machine.  Your  electronic  mail.  Your  company's 
computer  system. 

Wang's  Integrated  Image  System. 

What  it  can  do  for  your  image  it  can  do  for  your 
customer  service. 

And  that's  no  accident. 


WA 


Makes  It  Work 

For  more  informatii  nr  local  Wang  Sales  Office, 

Or  write  Wang  Laboratories,  Ann  Inqmr\  Service.M  S  OH  031  ,OneIndustrialAvenue, Lowell, MA  I  iboranries,In< 
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HOW  DOES  HOLLYWOOD  ZAP  A  PLANET? 
WITH  HIGH-DEFINITION  HELP 


AN  HDTV  SCREEN  AT  UNIVERSAL:  THE  TECHNOLOGY  MAKES  SPECIAL  EFFECTS  EASIER  TO  PRODUCE 


luddled  in  a  darkened  film  stu- 
dio, a  dozen  executives  of  Walt 
I  Disney  Co.  watch  the  image  of 
a  moving  car  appear  on  a  large  TV 
monitor.  Suddenly,  a  second  car 
flashes  on  the  screen  and  lands  atop 
the  first,  which  carries  it  piggyback 
down  the  street.  But  the  scene  didn't 
require  daring  stunt  men.  It  was  en- 
tirely an  electronic  illusion,  created 
with  high-definition  TV  equipment. 
"This  is  the  next  wave,"  says  Ralph 
Cohen,  a  Disney  executive. 

Film  has  reigned  supreme  in  Holly- 
wood ever  since  the  days  of  silent  pic- 
tures. But  HDTV  promises  to  transform 
the  celluloid  kingdom.  "Once  television 
gets  up  to  the  level  of  high  definition, 
it  becomes  suitable  for  motion  picture 
production,"  says  filmmaker  Francis 
Ford  Coppola. 

first  steps.  Although  it  may  be  years 
before  most  viewers  see  HDTV  pro- 
grams on  their  home  TV  screens,  mov- 
iemakers and  TV  producers  are  already 
experimenting  with  the  new  technol- 
ogy. This  month,  CBS  Inc.  will  air  its 
first  TV  program  produced  in  high  defi- 
nition, Littlest  Victims,  a  docudrama 
about  children  with  AIDS.  This  spring, 
moviegoers  will  see  Crack  in  the  Mir- 
ror, a  movie  produced  on  HDTV  then 
transferred  to  conventional  film. 

Its  producer,  Barry  Rebo,  opened  a 
small  HDTV  studio  in  New  York  in  1986 
and  has  made  more  than  25  TV  com- 
mercials, three  short  subjects,  and  a 


documentary.  Hollywood  studios,  in- 
cluding Universal  Studios  and  Para- 
mount Pictures  Corp.,  are  also  staging 
HDTV  demonstrations  for  producers. 

hdtv's  biggest  impact  will  be  cutting 
post-production  costs  by  eliminating 
film  and  creating  special  effects.  Nor- 
mal TV  cameras  can't  easily  produce 
multiple-image  trickery,  because  their 
fuzzier  images  won't  fool  the  eye  into 
blending  two  overlayed  pictures  into 
one.  Those  created  with  HDTV  show  no 
outlines  of  separate  scenes. 

To  those  used  to  working  behind  and 
in  front  of  today's  TV  cameras,  HDTV 
may  be  a  shock.  "You  have  to  pay 
much  greater  attention  to  the  details," 
says  Patterson  Denny,  vice-president 
for  production  at  Chicago  PBS  station 
WTTW.  With  the  sharpness  of  HDTV,  he 
adds,  "you  can  really  see  everything, 
every  pore  in  the  skin." 

As  the  new  medium  becomes  estab- 
lished, Coppola  predicts  HDTV  will  play 
a  much  broader  role.  He  foresees  the 
arrival  of  electronic  theaters,  display- 
ing movies  and  multimedia  extravagan- 
zas on  giant  HDTV  screens.  Indeed,  the 
Japanese  are  looking  longingly  to 
Southern  California.  "Hollywood  has  a 
huge  treasure  in  old  films,"  says  Tet- 
suro  Tomita,  managing  director  of  Fuji' 
Television  Network  in  charge  of  HDTV 
planning.  "That  is  America's  greatest 
strength  in  the  HDTV  business." 

By  Patrick  Cole  in  Los  Angeles  and 
Richard  Brandt  in  San  Francisco 


producers  face  high  costs  as  well,  anl: 
the  risks  will  be  substantial.  A  Nationa  * 
Association  of  Broadcasters  official  say  iL 
it  may  take  $3  million  to  $18  million  t<  «lV;ir 
outfit  a  TV  station  for  HDTV. 

"I  don't  think  anyone  today  yet  under  s>!' 
stands  what  might  be  called  the  price  lH> '; 
value  equation:  How  high  is  high?,"  says  *"  l ' 
William  E.  Johnson,  CEO  of  Scientific-At 
lanta  Inc.,  a  cable  equipment  manufac 
turer.  "We  don't  know  how  much  im  f 
provement  is  necessary  at  what  size  oi 
screen  for  the  consumer  to  be  willing  tc  «'■  : 
pay  the  premium  that  it  will  take." 
diet  plans.  As  a  result,  many  broadcast- 
ers and  cable  operators  are  pushing  foi  ^m( '" 
something  less  than  the  introduction  oi '  ^a  ^ 
full  HDTV  at  the  outset.  There  are  a  vari-  .$ '■■■•' 
ety  of  diet-HDTV  schemes  afloat  (table,  »an  v 
page  59).  For  example,  with  the  backing  R  saver? 
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of  many  in  the  cable  industry,  Faroudja 
Laboratories  in  Sunnyvale,  Calif.,  is 
working  on  a  system  to  improve  TV 
transmission  and  resolution  within  the 
current  standards. 

The  pieces  of  what  used  to  be  RCA 
Corp.  before  General  Electric  Co.  broke 
it  up  (NBC,  RCA,  and  the  David  Sarnoff |»'e  prevei 
Research  Center)  advocate  a  two-stage 
transition.  The  concept,  developed  by 
Sarnoff,  now  owned  by  SRI  Internation- 
al, is  dubbed  ACTV.  The  first  step,  ACTV- 
I,  would  provide  a  wide-screen,  en- 
hanced-definition  TV  within  a  single  six- 
megahertz  broadcast  channel.  Later, 
ACTV-II  would  bring  full  HDTV.  "I  don't 
believe  HDTV  is  a  sure  thing,"  argues 
James  E.  Carnes,  vice-president1  for  con- 
sumer electronics  at  Sarnoff.  "I  believe 
we  can  screw  it  up  with  boxes  that  cost 
too  much  and  deliver  too  little." 

The  television  makers  are  already 
bringing  out  what  they  call  IDTV,  for 
improved  definition  television.  These  are 
sets  that  use  microprocessors,  memory 
chips,  and  other  advanced  circuitry  to 
improve  picture  quality  without  any 
change  in  the  broadcast  signal.  Philips 
and  Mitsubishi  Electric  Corp.  have  IDTV 
sets  that  double  the  number  of  scanning 
lines  using  the  existing  broadcast  signal. 
The  result,  says  one  cable  executive,  is  a 
kind  of  "artificial  HDTV." 

That  may  be  enough  for  many  con- 
sumers. During  the  Seoul  Olympic 
Games,  Japan's  nhk  set  up  200  HDTV 
receivers  in  train  stations,  department 
stores,  and  other  locations.  The  trial 
demonstrated  that  programming,  not 
technology,  still  is  king.  The  opening  cer- 
emony was  broadcast  live  from  Seoul, 
but  the  rest  of  the  events  were  shown  a 
day  late  using  HDTV  VCRs,  and  viewers 
turned  back  to  ordinary  TVs. 

As  HDTV  testing  begins  in  the  U.  S., 
some  of  the  proposed  systems  will  be 
casualties,  and  some  compromise  stan- 
dards are  likely  to  emerge.  Nonetheless, 
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hi  have  to  believe  in  magic  to  I 

iiive  media  will  coordi 

k   with   one   standard,"   say-,   nut's 

nreiber,  who  is  pushing  for  adoption 

an  hdt\  receiver  thai  can  aocommo 

■  a  variety  of  video  signals. 
No  matter  which  standards  are  cho- 
i,  the  Japanese  and  European  power 
uses  will  continue  to  dominate  the  in- 
stry.  They  already  own  nearly  all  the 

manufacturing  plants  in  the   r.s. 
>rth  American  Philips,  for  one,  lias  a 
|m    laboratory    in    Briarcliff    Manor. 
Y.,    with    a    sizable    research    group 
>rking  on  HDTV  suitable  for  broadcast, 
■r  DBS  in  the  U.S.  Indeed,  one 
anufacturers'    lobbying  group,   the 
ectronic  Industries  Assn.,  is  pushing 
|  e  idea  that  most  HDTV  sets  for  the 
.  S.  market  will  be  built  in  America  by 
merican  workers — ownership  aside. 
fe  saver?  Yet  many  U.  S.  electronics 
•mpanies  are  responding  to  the  heat  to 
lild  an  entirely  U.  S.-owned  HDTV  in- 
astry.  A  year  ago,  Zenith  officials  ex- 
•essed   little  interest  in  HDTV  (BW— 
tec.  21,  1987).  Today,  Zenith  Chairman 
■fry  K.  Pearlman  is  so  bullish  on  the 
ijchnology    that    he    says   HDTV   might 
ave  prevented  the  shooting  down  of  the 
•anian  airliner  in  the  Persian  Gulf  last 
ammer.    His    logic:    Color-coded   HDTV 
creens  used  for  radar  would  have  been 
learer,   so   radar   operators   on   the 
I.  S.  S.   Vincennes   would   have   known 
:iev  were  firing  at  a  nonhostile  plane. 
But  for  the  U.  S.  to  become  a  major 
layer  in  HDTV  will  mean  reversing  a 
les-long  pattern.   The   American 
ompanies  lost  the  market  when  they 
legan  to  live  off  past  innovations  rather 
ban   invest   in   future  technology.   And 
Older   intense   pressure   from    imports, 
bey   abandoned  the  low-margin,  high- 
•isk  business  of'TV  manufacturing. 
Will  losing  out  on  HDTV  further  cripple 
competitiveness?    Not  everyone 
hinks  so.  Steve  Jobs,  for  one,  believes 
lie  computer  indus.ry  will  continue  to 
tutrace    the   consumer-electronics    busi- 
ness.   "The   computer   industry   already 
has  better  displays  than  HDTV,"  he  says. 
'The  computer  industry  will  become  a 
high   enough   consumer  of  semiconduc- 
tors to  dwarf  HDTA ." 

Still,  the  debate  over  what  the  I 
should  do  about  Hi>TY  will  fill  the  hear- 
ing rooms  on  Capitol  Hill  in  coining 
months.  Hut  if  America  wants  to  reenter 
the  consumer  market,  the  costs  will  he 
high.  Talk  of  trade  policy  and  national 
pride  won't  he  enough.  Corporate  Ameri- 
ca has  already  voted  to  put  its  capital 

elsewhere    Only   a   truly    lucrative   busi- 
ness opportunity  will  draw  it  hack  in. 

By  William  I)  Marbaeh  m  New 
with  Frances  Segkers  in  Washington,  Wil- 
liam ('.  Symonda  m  Denver,  Neil  Gross  in 
Tokyo,  Patrick  ('»/<•  in  Las  Vegas,  and  l>n- 
rem/  reports. 


Commentary/by  Alan  Hall  and  Otis  Port 

WHY  HIGH-TECH  TEAMS 
JUST  AREN'T  ENOUGH 


In  the  early  1980s,  I».  I'.ruce  Merri 
field,  Assistant  Commerce  S( 
tary  for  technology,  had  a  seminal 
idea:  Base  antitrust  laws  to  let  compa- 
nies in  the  same  industry  band  togeth- 
er to  develop  new  technology.  That 
way  industries  could  tackle  huge,  long- 
term,  research-and-development  pro- 
jects that  no  lone  company  could  af- 
ford. U.  S.  industry  could  restore  its 
technological  competitiveness  and  go 
one-on-one  with  Japan  Inc. 

In  1984,  Congress 
agreed  and  passed  the  Na- 
tional Cooperative  Re- 
search Act.  Today  more 
than  70  R&D  consortiums 
are  developing  everything 
from  steelmaking  and 
chipmaking  processes  to 
superconductors. 
vital  signs.  Are  they 
working?  Many  of  the 
consortiums  are  too  new 
to  have  shown  any  long- 
term  results.  But  Merri- 
field  and  other  boosters  of 
the  idea  have  no  doubt 
that  a  powerful  force  has  been  un- 
leashed. Some  member  companies  of 
the  Microelectronics  &  Computer  Tech- 
nology Corp.,  a  group  set  up  to  counter 
Japan's  Fifth  Generation  intelligent- 
computer  effort,  are  already  marketing 
products  and  using  technology  devel- 
oped there.  Similarly,  there  are  encour- 
aging signs  from  Sematech,  the  semi- 
conductor industry's  effort  to  develop 
superior  chipmaking  methods.  Not  two 
years  old,  Sematech  has  already  cut 
the  ribbon  on  one  of  the  world's  most 
modern  chipmaking  clean  rooms  and 
mapped  out  a  strategy  for  surpassing 
Japan's  chipmaking  prowess  by  1995. 

Not  surprisingly,  the  industries  fac- 
ing the  most  intense  competition  from 
Japan — the  chip  and  computer  mak- 
ers— were  those  most  eager  to  form 
R&D  consortiums.  Now  they  are  con- 
vinced that  they  will  be  the  biggest 
losers  if  the  U.  S.  is  not  a  major  player 
in  high-definition  television.  "We  think 
HDTV  will  be  the  driver  for  chips  in  the 
1990s,  just  as  PCs  have  been  in  the 
says  Daniel  S.  Lankford,  vice- 
president  for  market  management  at 
\ i, vi  Microelectronics, 

So  with  Merritield's  help,  the  Ameri- 
can Electronics  Assn.  has  signed  up  17 
companies    to    form    an    HDTV    consor- 


Unlike  existing 
consortiums,  the 

hdtv  group 

would  do  more 

than  r&d— it 

would  also  make 

products,  maybe 

even  complete 

hdtv  sets 


tiiim,  funded  l'»';  by  the  government, 
members.  The  proposal,  howev- 
er, would  require  further  changes  in 
antitrust  law,  because  the  consortium 
would  not  be  limited  to  R&D  but  would 
also  manufacture  products — possibly 
even  complete  HDTV  sets. 

The  reason  for  the  proposal  is  obvi- 
ous. Excepting  Zenith  Electronics 
Corp.,  no  U.  S.-owned  company  is  a 
world-class  TV  maker.  And  none  of 
those  that  fled  the  TV  market  seems 
eager  to  get  back  in.  With 
HDTV,  says  Merrifield,  "I 
believe  that  not  just  the 
government,  but  the  Com- 
merce Dept.  should  have  a 
major  role." 

Such  a  move  may  very 
well  be  the  only  way  the 
U.  S.  can  resurrect  its 
moribund  consumer-elec- 
tronics industry.  Even  so, 
it  won't  be  easy.  TVs  have 
slim  profit  margins,  and 
the  new  entity  would  be 
competing  with  huge,  inte- 
grated companies. 
But  before  Congress  agrees  to  the 
new  proposal,  it  should  consider  why- 
such  a  bailout  is  necessary.  One  reason 
is  that  the  cost  of  capital  in  Japan  is  a 
third  of  what  it  is  in  the  U.  S.  Another 
is  that  antidumping  laws  were  not  en- 
forced when  the  Japanese  swept  into 
the  American  TV  market  with  low- 
priced  products.  Moreover,  there  are 
incentives  for  sending  technology  and 
manufacturing  offshore,  but  few  disin- 
centives. The  Japanese  aren't  stealing 
U.  S.  technology — we're  giving  it  to 
them  for  the  price  of  a  license  fee. 

There  is  a  danger  that  consortiums 
will  appear  as  panaceas  while  the  real 
issues  continue  to  be  ignored.  What  is 
needed,  say  opponents  of  an  HDTV  con- 
sortium, are  measures  that  will  encour- 
age U.  S.  companies  to  invest  for  the 
long  term.  Restoring  the  RAD  tax  cred- 
it might  be  a  good  place  to  start. 

Consortiums  can  indeed  help  level 
the  playing  field.  But  they  should  be 
used  to  develop  cutting-edge  technol- 
ogies, such  as  superconductivity,  not 
as  replacements  for  corporate 
N'or  should  they  be  used  to  try  to  re- 
create entire  industries.  Unless  U.S. 
industry  can  hold  its  own  in  the  mar- 
ketplace, all  the  RAD  in  the  world  won't 
be  worth  a  hill  of  vacuum  tub 


BUSINESS  WEEK..  JANUARY  30.  19-     63 


HIGH-DEFINITION  TV  IS  RALLYING 
A  DIGITAL  REVOLUTION 


Television 


The  technology  is  causing  many  industries  to  blend — and  Japan  is  poised  to  take  the  lead 


When  the  U.  S.  developed  shape- 
memory  alloys — curious  met- 
als that  return  to  a  preset 
shape  at  a  certain  temperature — they 
were  first  used  to  unfold  parabolic  an- 
tennas on  spacecraft.  The  Japanese,  on 
the  other  hand,  put  shape-memory  wires 
in  brassieres  so  they  would  snap  back 
after  washing.  Only  later  did  they  use 
the  metals  for  high-end  applications  in 
factory  automation.  Tsuneharu  Nitta,  di- 
rector of  the  Central  Research  Laborato- 
ry at  Matsushita  Electric  Industrial  Co., 
says  the  reason  was  obvious:  "There  are 
more  women  in  Japan  than  robots." 

That's  the  secret  of  Japanese  success 
in  industry  after  industry:  Reduce  the 
cost  of  new  technology  enough  for  a 
simple,  low-price  product,  and  you  can 
always  move  up  into  higher-margin  mar- 
kets— and  undercut  any  competitors 
who  don't  have  a  foothold  in  some  vol- 
ume business.  After  winning  domination 
of  consumer  electronics,  Japan  is  using 
the  same  strategy  today  for  cars,  tele- 
communications, and  office  equipment. 
'desktop  mtv.'  That's  why  Japan  is 
uniquely  poised  to  exploit  the  next  era  in 
electronics,  using  high-definition  televi- 
sion (HDTV)  as  the  cornerstone.  It  will  be 
an  age  in  which  almost  everything  elec- 
tronic, whether  consumer  or  industrial, 
will  be  totally  digital.  And  compatible, 
given  the  right  software.  Telephones, 
TVs,  radios,  recordings,  and  even  movies 
will  all  share  the  digital  language  of 
computing.  "Consumer  electronics  is  un- 
dergoing a  revolution  that  will  eliminate 
the  barriers"  between  now-disparate 
technologies,  says  Stephen  S.  Cohen,  di- 
rector of  the  Berkeley  Roundtable  on 
the  International  Economy  (BRIE). 

This  "digital  fusion"  will  blur  industry 
boundaries.  Steven  P.  Jobs's  Next  Inc. 
computer  is  an  early  sample  of  the  excit- 
ing synergy  that  will  come  by  augment- 
ing computers  with  sights  and  sounds. 
Eventually,  the  blending  of  photograph- 
ic-quality images,  digital  audio,  and  per- 
sonal computers  will  foster  what  Fre- 
deric E.  Davis,  editor  of  Mac  User  maga- 
zine, calls  "desktop  MTV."  Personal 
computer  users  will  be  able  to  create 
animation,  dub  sound  effects,  edit  music 
as  easily  as  words,  and  merge  home-vi- 
deo shots  with  scenes  from,  say,  a  travel 
film.  "We  are  moving  toward  the  mar- 
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riage  of  computers  and  television,"  says 
James  A.  R.  Johnson,  director  of  govern- 
ment affairs  for  Apple  Computer  Inc. 

"Digital"  has  become  such  a  buzzword 
of  the  computer  age  that  it's  easy  to 
overlook  the  fact  that  many  electronic 
systems  still  rely  on  analog  technol- 
ogy— signals  in  the  form  of  waves — 
rather  than  the  one-or-zero  coding  of 
computers.  Telephone  calls,  including 
computer  data  relayed  via  phone  lines, 
still  travel  in  analog  form  except  when 
they  are  speeding  through  optical  fibers. 
Even  computer  screens  are  driven  by 
analog  signals. 

But  all  this  is  changing.  Compact 
disks  are  rapidly  doing  in  the  old  analog 
grooved  record.  And  an  all-digital  phone 


system  will  emerge  over  the  next  few 
years  with  implementation  of  Integratec 
Services  Digital  Network  technology 
ISDN  will  usher  in  a  gaggle  of  new  fea 
tures,  such  as  "smart"  phones  that  dis 
play  the  number  of  the  calling  party,  so 
calls  can  be  screened  before  you  answer 
In  addition,  digital-radio  systems  are  be 
ing  developed  to  alleviate  crowding  on 
cellular-phone  and  paging  frequencies 
By  the  late  1990s,  predicts  market  re 
searcher  Dataquest  Inc.,  the  result  wil 
be  continent-wide  cellular  networks  anc 
pocket-size  devices  that  combine  the 
functions  of  a  pager,  answering  machine 
with  voice  storage,  terminal,  and  phone 
Cordless  services  will  then  account  for 
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D  CONTROL  PANEL 

Printed-circuit  boards  plug  in  to  add  I 
tures  to  home-entertainment  system 
nal-editing  allows  images  and  music  I  lys and rec 
edited  as  easily  as  words.  Facsimile  n  -audio cas1 
ule  sends  and  receives  photos  and  ha 
written  notes.  Security  card  monitors 
trusion  and  smoke  alarms,  unlocks  do 
after  identifying  a  person's  face  or  vc  taitlibi 
Home-automation  control  adjusts  roo 
and  water  temperatures,  turns  on  app 
ances.  Modem  transmits  electronic  m< 
and  retrieves  books,  movies,  and  mus 
from  remote  data  bases 
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Q  LASER  PRINTER/COPIER 

Prints  facsimiles,  teletext  news,  and  b 
pages;  also  makes  photocopies 
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THE  DIGITAL 
HOME  OF 
THE  FUTURE 


would  extract    v,  h  OU   wanted   tO 

watch  or  hear. 
For  another,  hdtv  pul  i  H  i  be  il  (ace 

forward  on   nion:  '  •<  ■■      ID  mche  , 

or  bigger    and  many  companies  expect 
that  8  fool  by  6  foot  displays  will  become 

standard.   Cathode  ray   lubes   that    large 

would  be  prohibitively  expensive.  More 

over,  few  rooms  are  big  enough  to  ac 
commodate  them,  since  a  CRT  is  at  leasl 


In  coming  years,  telephones, 
TVs,  radios,  recordings, 
and  movies  will  share  the 

digital  language  of  computing 


as  deep  as  it  is  wide.  So  HDTV  will  spur 
development  of  giant  flat-panel  displays 
that  use  digital  techniques  to  "address" 
each  tiny  spot  of  light,  or  pixel.  Indeed, 
Japan's  Ministry  of  International  Trade 
&  Industry  will  soon  unveil  plans  to 
fund  70'/f  of  an  $80  million  initiative  to 
develop,  by  1995,  screens  slim  enough  to 
hang  on  the  wall  like  paintings.  "We've 
got  to  find  a  way  to  thin  them  down," 


USER  TURNTABtE 

:ords  and  plays  videodisks,  compact 
ks,  and  optical-storage  disks  of  all  sizes 

I  TAPE  DECK 

iys  and  records  digital-video  and  digi- 
-audio  cassettes 

i  BOOK  BINDER 

;ds  covers  to  books  "downloaded"  from 
ctronic  libraries  or  written  at  home 

FEEDBACK  CONTROUER 

Dy  stick"  and  keypad  respond  to  inter- 
five  TV  programs,  such  as  on-line  gam- 
ng,  two-way  game  shows,  and  town- 

II  meetings 
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ters  text  and  data 


.says  N'aoki  llotoshhna,  deputy  director 
of  Mm'.,  new  visual  indu  it  i 

Hollywood  offers  a  preview  of  how 
digital  fusion  will  blur  the  boundarie 
between  today1    indu  mak 

ire  already  embracing  HDTV  and  dig 
iial  video  editing  62). 

Some  observers  believe  thai  by  the  turn 
of  the  century  the  bonds  of  common 
technology  will  prompt  mergers  bet 
Hollywood  studios  and  the  netwt 
Producer  Francis  Ford  Coppola  sees  film 
as  just  one  tool  for  doing  interactive  and 
multimedia  programs  for  entertainment, 
educational,  and  industrial  mar. 
"We're  in  the  film  business  now,  hut  we 
want  to  be  in  the  culture  busir>- 
copier  fusion.  Similarly,  says  Tomiyo- 
shi  Narukawa,  director  general  of  the 
broadcasting  bureau  at  Japan's  Posts  & 
Telecommunications  Ministry,  HDTV  will 
win  converts  in  printing,  publishing,  ad- 
vertising, and  other  businesses  where  vi- 
sual presentations  are  important.  "The 
ripple  effect,"  he  says,  "will  be  fantas- 
tic." Japan's  Dai  Nippon  Printing  Co., 
for  instance,  has  already  developed  a 
system  that  converts  HDTV  images  into 
digital  signals  and  transfers  them  direct- 
ly onto  printing  plates. 

Next,  predicts  Jerry  K.  Pearlman, 
chairman  of  Zenith  Electronics  Corp., 
digital  fusion  will  trigger  "the  merging 
of  the  facsimile  machine,  copier,  and 
printer"  into  one  integrated  unit.  Thanks 
to  the  foundation  in  low-cost  copiers  laid 
by  Canon  Inc.  and  Ricoh  Co.,  you  can 
bet  the  fax-copier-printer  machine  will 
be  inexpensive  enough  to  lure  even  some 
consumers  without  a  home  computer. 

For  America's  electronics  industry, 
this  coming  digital  wave  poses  an  awe- 
some challenge — but  also  a  rare  oppor- 
tunity. It  is  now  clear  that  control  of  the 
little  components,  the  "enabling  technol- 
ogy," is  a  potent  weapon  that  can  be 
parlayed  into  control  of  the  end  product. 
Today,  the  U.  S.  is  still  ahead  of  Japan  in 
digital  chip  technology,  so  the  U.  S. 
could  have  a  shot  at  reviving  its  consum- 
er-electronics industry.  Even  leading 
Japanese  executives  admit  as  much.  But 
the  technology  window  won't  remain 
open  for  long,  and  the  Japanese  doubt 
that  American  companies  will  have  the 
gumption  to  try  for  a  comeback. 

Perhaps  the  best  example  of  what 
can  be  accomplished  by  capitalizing  on 
components  comes  from  Sony  Corp.  Af- 
ter it  bought  the  technology  for  the  vid- 
eotape recorder  <VTR)  from  Ampex  Corp. 
just  two  decades  ago,  Sony  stuck  the 
tape  reels  in  a  cassette,  transforming 
the  hard-to-use  VTB  into  the  convenient 
VCR,  or  videocassette  recorder.  When 
VCRS  started  catching  consumer  fancies 
in  the  1970s,  they  became  a  driving  force 
behind  advances  in  semiconductors  and 
factory  automation,  as  VCR  rivals  strov( 
to  outdo  each  other  by  offering  addition- 
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14  Billion  Reasons 
Why  Butler  Is  Better 

Architects,  engineers,  specifiers  and  owners  the 
world  over  prefer  the  quality  and  performance  of 
building  systems  from  Butler.  That's  why,  as  the 
industry's  leading  producer,  we  have  over  14  billion 
square  feet  in  service  today. 

And  we'll  build  your  building 
to  the  same  superior  standard  of 
quality.  To  learn  how  we  can  put 
this  experience  to  work  for  you, 
and  to  receive  a  FREE  copy  of 
"Building  Profit"  magazine,  call: 

1-800-232-3794 

Building  the  best. 
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al  features  at  lower  cost.  Thanks  large 
to  the  VCR,  Sony  now  has  a  thrivin 
chipmaking  business,  and  its  factory-a 
tomation  skills  have  been  honed  to  tl 
point  where  Polaroid  Corp.  decided  t 
license  Sony  knowhow  for  manufactu 
ing  its  instant  cameras. 

Then  came  the  Walkman,  followed 
the  compact  disk.  Aside  from  Philips 
the  Netherlands,  which  invented  the  C 
and  pioneered  it  jointly  with  Sony,  th 
Japanese  own  this  market,  too.  The  ke 
to  CD  players  is  a  tiny  semiconducto 
laser  that  reads — and  now  can  also  wr 
te — the  digital  code  on  the  surface  o 
shiny  disks.  Because  the  Japanese  ha 
to  learn  how  to  make  these  lasers  cheap 
ly,   "Japan  has   virtual  control  of  th 
world  supply,"  boasts  Nitta  of  Matsu 
shita.  As  a  result,  Japan  looks  like1  ; 
shoo-in  for  the  lead  in  optical-storagi 
systems  for  computers  as  well.  In  thi 
Next  computer,  in  fact,  many  of  Jobs'; 
key  innovations  rely  on  Japanese  hard 
ware:  The  optical-disk  drive  is  Canon's 
and  the  high-resolution  display  and  digi 
tal-audio  system  are  from  Sony. 
backing  OFF.  In  1987,  Sony  hit  the  top 
note  in  its  audio  business  by  buying  CBS 
Records  Inc.  And  late  last  year,  Sony 
officials  were  talking  with  MGM/Unitec 
Artists  about  buying  that  studio.  Dan 
Genis,  president  of  New  Wave  Produc 
tions  Inc.,  thinks  other  Japanese  firms 
have  a  similar  acquisitive  itch.  By  taking 
over  film  studios  and  their  libraries,  he 
explains,  they  could  crank  out  top-rate 
hdtv  movies,  VCR  tapes,  and  cable-TV 
shows  to  whet  consumer  appetites  for 
wide-screen,  high-resolution  TVs. 

Meanwhile,  the  U.  S.  electronics  indus- 
try has  been  steadily  backpedaling  from 
consumer  markets.  Most  American  ef- 
forts to  develop  large,  flat-panel  screens 
are  aimed  at  military  applications.  Sili- 
con Valley  is  working  on  digital  signal- 
processing  chips  for  regulating  car  en- 
gines. But  last  November,  Sony  unveiled 
the  first  stereo  component,  a  preamplifi- 
er, engineered  around  DSP  chips — which 
Sony  says  will  eventually  spread 
throughout  its  audio  products. 

The  consumer-electronics  market  is 
not  only  large  but  also  strategic,  notes 
Howard  M.  Anderson,  president  of  Yan- 
kee Group,  a  Boston  market  researcher. 
By  giving  up  on  it,  "we  gave  away  the 
volume  equations  that  allow  you  to  price 
competitively."  The  final  cost  to  the 
U.  S.  economy  may  come  due  as  digital 
fusion  sweeps  over  computing,  commu- 
nications, and  entertainment.  "If  we  lose 
a  place  in  these  separate  industries  be- 
cause they  become  one,"  says  BRIE's  Co- 
hen, "it  will  be  a  disaster." 

By  Otis  Port  in  New  York,  with  Larry 
Armstrong  in  Tokyo,  Neil  Gross  in  Osaka, 
and  bureau  reports 
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Managing  change. 

In  today's  rapidly  changing  business  environment,  flexibility  is  the 
ultimate  survival  mechanism  Altenng  form  to  design  new  opportunities 
has  become  a  practical  means  to  profitability 

The  Racal  group  of  electronics  and  security  companies  translates 
strategic  flexibility,  decentralized  management,  and  product  diversity  into 
an  advantageous  approach  to  business  Obstacles  become  fertile  markets 
that  generate  more  than  $2.5  billion  in  annual  revenues 

As  a  method  of  business,  it  may  be  uncommon.  So  is  the  result — 
consistently  innovative  products  delivered  on  time  at  competitive  prices. 

To  find  out  more  about  Racal  and  its  products,  systems,  and 
services,  write  to  The  Racal  Corporation.  1 22  East  42  Street.  New  York. 
New  York  10168. 

Racal.  Reaching  beyond  today's  standards. 
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Saying  you've  got  the  best  choice  in  a  copier  is  one  thing. 

Having  someone  say  it  for  you  is  quite  another. 

Recently,  the  Minolta  490Z  was  declared  "the  strongest 
contender"  by  BLI,  a  leading  independent  testing  lab. 

Maybe  they  were  impressed  by  the  extraordinary  Simul- 
cdor"  process.  (The  490Z  delivers  two-color  copies  in  a  single 
step,  faster  than  any  two-color  copier  in  the  world.)  Or  the  50 
to  200%  zoom  ratio.  Or  its  simple  duplexing. 

Simul-aJor  is  a  tratk-mark  of  Minolta  Corporation.  ©198H  Minolta  Corporal  ion 


Whatever  it  was,  we're  happy  to  have  been  judged  "the 
strongest  contender"  in  our  class. 

But  we'd  be  much  happier  if  you  called  1-800-USA-DIAL, 
Ext.  777  for  the  Minolta  dealer  nearest  you. 

Where  you  can  judge  for  yourself. 
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IIS  MICROBE  CAN  TURN 

IAFF  INTO  CHEAP  ETHANOL 


Stuffing  a  corn  stalk  in  your 
gas  tank  will  get  you  no- 
where— unless  you  invite  some  ge- 
netically doctored  bacteria  for  din- 
ner. The  bacteria,  developed  by 
microbiologist  Dr.  Lonnie  0.  In- 
gram at  the  University  of  Florida, 
readily  converts  inedible — and 
cheap — vegetable  waste  such  as 
stalks,  stems,  and  leaves  into  eth- 
anol,  the  key  ingredient  in  alcohol- 
added  fuels. 

Gasohol,  gasoline  mixed  with 
about  15r/<  ethanol,  is  being  used 
some  areas  to  reduce  air  pollution.  But  it's  no  bargain.  At 
Resent  only  corn  starch  or  cane  sugar  can  be  used  in  the 
loconversion  process,  making  ethanol  three  times  as  expen- 
se to  produce  as  gasoline.  Using  inedible  plant  waste  as 
pedstock  would  bring  down  this  cost  significantly. 
Ingram  engineered  his  voracious  bug  by  cloning  the  genes 
hr  ethanol  production  from  one  bacterium  and  inserting  them 
jto  the  common  bacterium  E.  coli.  According  to  Ingram,  the 
lodified  E.  coli  can  convert  many  different  kinds  of  plant 
figars  to  ethanol  at  90%-to-95%  efficiency.  It  could  be  time  to 
jplace  the  tiger  in  the  tank  with  a  bug. 


FIDEO-GAME  WARRIORS  GET 

i  NEW  SET  OF  WEAPONS 


ood  news,  video-game  addicts.  A  spate  of  new  products 
will  relieve  your  battle-weary  fingers.  In  a  revolutionary 
ds-off"  twist,  Nintendo  junkies  now  will  be  able  to  play 
'ithout  using  a  joystick  or  buttons.  The  splashiest  new  acces- 
ory  is  U-Force,  a  $69.95  device  unveiled  at  the  Consumer 
ilectronics  Show  in  Las  Vegas  earlier  this  month.  Resembling 
small,  open  attache  case,  U-Force  contains  sensors  that 
tect  human  hand  movements.  To  throw  a  left  jab  in  Mike 
■yson's  Punch  Out!!,  for  example,  simply  throw  a  left  jab  at 
ne  case.  U-Force  will  be  available  in  the  spring  from  Broder- 
und  Software  Inc.  in  San  Rafael,  Calif. 
Nintendo  also  recently  introduced  the  $69  Power  Pad,  a 
inyl  mat  on  which  a  player  runs  in  place  to  control  figures  on- 
creen.  Not  to  be  outdone,  Mattel  Inc.  in  Hawthorne,  Calif., 
oiled  out  its  Power  Glove,  available  next  fall  for  approximate- 
vr  $70  to  $75.  The  wearer  controls  video  action  by  grabbing  or 
lunching  with  the  gloved  hand.  These  latest  gimmicks  aim  to 
irolong  the  video-game  industry's  $2  billion  boom. 


tf  HEN  THE  HEAT  IS  ON,  METAL  OXIDES 

:an  keep  ceramic  engines  running 


AAfhcn  it  conies  to  engines,  some  like  it  hot.  All-ceramic 
WW  auto  engines  that  could  run  at  500C  promise  greater 
■llicieiicy  than  today's  engines,  which  convert  just  309!  to  4095 
if  fuel  energy  to  power  even  though  the  theoretical  limit  is 
•lose  to  60  .  Ceramic  engines  that  run  hotter  could  turn  out  to 
>e  more  reliable,  too,  since  they  might  be  able  to  run  without 
7ater  pumps,  radiators,  hoses,  and  fan  Delta 
Bui  today's  liquid  motor  oils  encounter  temperatures  of  only 
■r  so;  at   .">(>()('  they   would  turn  to  sludge.  So,  working 


with  funding  from  the  Defense  Advanced  Re  earch  Proj 

Agency,   researcher:,   ai    thi   Georgia    In   dtute   of  Techno 

are  testing  solid  lubricants  made  from  metal  oxide 
could  he  applied  to  pari  Mm,  or  a  "sacrificial"  solid  lube 

pari  could  he  built  to  lubricate  other  parts  as  it  weai 
Candidates  include  molybdenum  oxide  and  titanium  dioxide 

The  researchers,  led  by  mechanical  engineer  Ward  O.  Winer, 
also  are  investigating  how  ceramic  parts  in  conventional 
gines  react  with  petroleum  lubricants. 


INTEL  INTRODUCES 

A  SUPERFAST  RISC  CHIP 


The  king  of  microprocessors,  Intel  Corp.,  has  steadfastly 
maintained  that  RISC  technology  is  not  suitable  for  desktop 
computers  such  as  the  IBM-compatible  systems  powered  by 
Intel's  286  and  386  chips.  The  chipmaker  argued  that  reduced 
instruction-set  computing,  which  can  make  microprocessors 
run  faster  by  trimming  away  some  complicated  and  seldom- 
used  commands,  is  best  suited  to  special  controllers  embedded 
under  the  skin  of  robots  and  other  machinery. 

But  the  Santa  Clara  (Calif.)  company  may  become  a  RISC 
player  after  all.  At  the  International  Solid-State  Circuits  Con- 
ference, to  be  held  in  mid-February  in  New  York,  Intel  will 
reveal  details  about  a  RISC  chip  that  has  been  code-named  N- 
10.  Originally  intended  to  work  as  a  co-processor  with  Intel's 
upcoming  486  chip,  the  N-10  is  lightning  fast — its  reported 
peak  speed  is  150  million  instructions  per  second,  putting  it 
squarely  in  mainframe  territory.  It's  so  fast,  in  fact,  that 
companies  are  insisting  on  buying  the  chip  by  itself.  Says  John 
H.  Wharton,  a  Silicon  Valley  consultant:  "As  Intel's  customers 
learn  what's  in  the  N-10,  they're  envisioning  applications  Intel 
had  not  thought  of." 


IF  THE  SYMPTOM  IS  ORDER, 
THE  PATIENT  MAY  BE  SICK 
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Scientists  call  them  frac-' 
tals — the  ordered  patterns 
that  lurk  beneath  apparent 
chaos.  Fractals  offer  insights 
into  the  crystalline  beauty  of 
snowflakes,  the  branches  of 
trees,  the  pattern  of  rivers 
and  tributaries.  When  cardiol- 
ogist Ary  L.  Goldberger  first 
saw  fractals,  they  reminded 
him  of  something  else:  the 
blood  vessels  leading  to  the 
heart. 

So  Goldberger,  who  prac- 
tices at  Boston's  Beth  Israel  Hospital,  wondered  whether  frac- 
tal theory  also  might  apply  to  the  functions  of  human  organs. 
He  came  to  a  surprising  conclusion.  Studying  cardiac  patients' 
heartbeats  showed  them  to  be  orderly,  while  those  of  healthy 
patients  are  comparatively  chaotic.  The  evidence  is  in  electro- 
cardiograms. A  healthy  heart  produces  an  erratic  EKG.  A 
diseased  heart  produces  ekcs  with  more  regular  patterns — 
and  EKG  patterns  during  a  heart  attack  are  extremely  regular. 

Goldberger  believes  he  has  found  a  new  way  to  predict 
heart  attacks  by  noting  when  the  EKG  patterns  become  more 
regular.  And  since  other  body  systems,  from  the  lung's  bron- 
chial tree  to  the  nerves  in  the  brain,  appear  to  be  governed  \<\ 
fractal  principles,  he  is  searching  for  other  diseases  where 
order,  not  chaos,  is  symptomatic.  Karly  results  show  chaos  i> 
healthy  in  brain  waves  and  white  blood  cell  activitv  as  well. 
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WHY  THE  BULLS  ARE  RUNNING  WILD 
ON  THREE  CONTINENTS 


Instead  of  worrying  about  high  interest  rates,  they're  happy  with  the  central  banks'  caution 


■  part.  The. 

to  some  profit-taking,  the  good  times  a;  'f[ti ;! 
far  from  over. 

"As  the  probability  of  recession  fade 
investors  are  willing  to  bid  up  prices 
bit,"  says  David  M.  Dunford,  presidei  »■ 
of  Travelers   Investment   Managemei  w 
Co.  Recession  fears  have  gripped  man 
institutional  investors  for  nearly  a  yea:  Kb 
Now  they've  built  up  sizable  cash  hol(  M  gains 
ings,  and  there's  no  recession  in  sigh  ect  on  Apr 
The  slightest  easing  of  interest  rate  icks  may  a 
could  send  hundreds  of  millions  of  do  wksIm 


One  time-honored  rule  of  invest- 
ing is  that  rising  interest  rates 
are  bad  news  for  equities.  But 
stock  markets  around  the  world  don't 
seem  to  be  paying  much  attention  to 
that  dictum.  With  one-year  U.  S.  Trea- 
sury bills  yielding  a  riskless  9%,  the 
Dow  Jones  industrial  average  has  none- 
theless vaulted  177  points  in  the  past 
two  months,  to  2239.  Likewise,  despite 
rising  rates  overseas,  European  bourses 
are  perking,  and  Japanese  stocks  have 
long  since  passed  their  pre- 
crash  high-water  mark. 

Are  the  markets  mad,  as 
the  bears  contend?  Proba- 
bly not.  The  bulls  are  look- 
ing beyond  higher  rates 
and  focusing  on  the  rea- 
sons behind  them.  They 
see  continued  economic 
growth  around  the  world 
and  central  bankers  stand- 
ing ready  to  snuff  out  any 
inflationary  fires. 

Fueling  growth  is '  a 
global  capital  spending 
boom  tied  in  part  to  the 
planned  economic  integra- 
tion of  Western  Europe  in 
1992.  Analysts  say  the  one- 
market  Europe  will  force 
American  and  Japanese 
companies  to  invest  more, 
too,  if  only  to  keep  up. 
Consumer  spending  is  also 
contributing  to  growth  as 
employment  and  personal 
income  remain  high.  "Ris- 
ing interest  rates  are  still 
regarded  as  the  best  proof 
that  economic  activity  remains  strong. 
So  markets  can  shrug  off  some  in- 
creases," says  Tim  O'Dell,  international 
market  strategist  with  UBS  Phillips  & 
Drew  in  London. 

stay-at-homes.  The  bulls  are  encour- 
aged because  long-term  interest  rates, 
which  are  most  sensitive  to  inflationary 
expectations,  have  hardly  moved  in  more 
than  a  year.  That  means  the  Federal 
Reserve  Board's  tightening  of  short- 
term  interest  rates  to  head  off  inflation 
is  getting  a  big  vote  of  confidence  in  the 
bond  market.  The  major  economies  have 


become  "vigilant  if  not  paranoid  about 
inflation,"  says  Robert  S.  Robbins,  a 
market  strategist  at  Robinson-Hum- 
phrey Co.  in  Atlanta. 

Higher  interest  rates  are  also  bolster- 
ing the  dollar  and  U.  S.  stocks.  True, 
there  is  little  evidence  so  far  that  for- 
eigners are  returning  en  masse  to  U.  S. 
equities.  However,  a  higher  dollar  in- 
spires confidence  among  American  in- 
vestors that  overseas  buyers  are  waiting 
in  the  wings.  Says  Byron  R.  Wien,  port- 


ing are  i 


folio  strategist  for  Morgan  Stanley  & 
Co.:  "The  dollar  is  still  the  key  invest- 
ment variable." 

Despite  the  rallies,  investors  are  still 
displaying  postcrash  caution  and  staying 
close  to  home.  Here's  how  the  markets 
shape  up: 

■  u.  S.  The  Dow,  after  showing  a  strong 
16.6%  total  return  in  1988,  climbed  3.2% 
in  the  first  12  trading  days  of  1989.  The 
broader  Standard  &  Poor's  500-stock  in- 
dex is  also  up  3.2%,  on  top  of  a  17.1% 
return  in  1988.  Although  the  year's  fast 
start  could  leave  the  market  vulnerable 


lars  into  stocks.  Corporations  will  bol- 
ster share  prices  as  mergers,  takeovers, 
and  stock  buybacks  continue  at  a 
healthy  pace. 

The  recession-wary  have  taken  refuge 
in  noncyclical  food,  beverage,  and  drug 
companies.  The  bolder  bulls  are  buying 
cyclicals  with  big  profits  on  the  theory 
that  the  market  already  discounts  a  re- 
cession— and  then  some.  At  Prudential- 
Bache  Securities,  for  example,  40%  of 
the  recommended  stocks  are  in  two  cycli- 
cal industries — paper,  with  picks  such  as 
International  Paper  and  Temple-Inland, 
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Iot  a  slump  by  any  standard,"  says  No- 
uyuki  Ueda,  senior  economist  at  the 
/ong-Term  Credit  Bank  of  Japan  Ltd. 
ndeed,  forecasters  say  a  4' !  growth 
ate  could  be  sustained  for  five  years. 
i  Europe.  Inflation  is  tame  despite 
looming  economies,  climbing  profits, 
pd  falling  unemployment  No  wonder 
Duropean  markets  have  rocketed. 
'Vench  stocks  have  gained  i;.'_!  after  an 
rye-popping    i6,8     jump  last  year.  Ger- 

nan    shares    are    up    2.8%,    after   a    ">T 

pun  in  1988,  Even  London's  ft  LOO-stock 

nclex,  which  managed  only  a  .">' ■    gain  in 


ii>KK,   shot    up   5  i':    by    mid-January. 

Analyst-,    are    looking    to    Siemi 
I, mde,    and     Mannesmann    in    Germany 
and    Hawker   Siddeley,   «,M  ,    and    BTR   m 

Britain  as  plays  on  capital  spending.  In 
Prance,  recommended  stocks  include 
Peugeot,  auto  parts  supplier  Valeo,  and 

Moulinex,  the  household  appliance  giant. 
Buyouts  will  dominate  Kuropean  mar- 
kets as  companies   position   thems> 


MONEY  &  BANKINGI 


TOO  MANY  BOND 
TRADERS,  TOO 
FEW  CUSTOMERS 


Some  primary  dealers  are  quitting 


Poor  Sherman  McCoy.  When  his 
six-year-old  daughter  asked  what 
he  did  for  a  living,  the  bond  trad- 
er of  Tom  Wolfe's  The  Bonfire  of  the 
Vanities  heard  his  wife  explain  that  he 
helped  pick  up  the  crumbs  every  time  a 
giant  cake  was  sliced. 

But  for  the  bond  world's  elite,  the 
firms  allowed  to  trade  with  the  Federal 
Reserve  Bank  of  New  York,  there  are 
fewer  crumbs  even  as  the  debt  cake 
grows.  Fed  data  com- 
piled late  last  year  show 
that  commission  reve- 
nues and  trading  profits 
at  primary  dealers  have 
fallen  by  two-thirds 
since  1986,  market 
sources  say.  Only  a 
handful  made  a  profit, 
and  even  big  hitters 
such  as  Citibank  lost 
money  in  the  business. 

Although  a  few  heavy- 
weights, including  Deut- 
sche Bank,  Union  Bank 
of  Switzerland,  and  New 
Japan  Securities,  are  still  clamoring  to 
join  the  club,  others  are  bailing  out.  In 
mid-January,  both  L.  F.  Rothschild  Hold- 
ings Inc.  and  Britain's  National  West- 
minster Bank  PLC  gave  up  their  dealer- 
ships. For  Ernest  M.  Fleischer,  chairman 
of  Franklin  Savings  Assn.,  the  Ottawa 
(Kan.)  thrift  that  bought  Rothschild  last 
year:  "Government  bond  trading  is  a 
commodity-type  business."  With  Roth- 
schild retrenching,  the  sluggish  deal 
flow  couldn't  cover  costs,  he  says. 
STARK  choices.  The  Fed  has  been  put- 
ting the  squeeze  on  smaller  primary 
dealers,  which  are  required  to  bid  active- 
ly on  all  Treasury  debt  auctions.  Rules 
that  took  effect  on  Nov.  17  mandate  that 
each  dealer  handle  at  least  V  ■  of  the 
customer  market,  which  runs  around  $40 
billion  a  day.  and  maintain  well  over  $.">() 


for  the  lifting  of  trade  harrier     in 

In  round  'he  world  -,eem  to  he 

ng  that  higher  intere  il  rate  aren'1 
necessarily  had  for  tocl  Indeed,  if 
they  demon  irate  central  banki  i 

mination    tO    fight     inflation,    high    i 

can  eve,,  he  a  big  plu 

By  Jeffrey  1/  Laderman,  with  William 
Glasgall  m  New  York,  Ted  Holden  m  To 
kyo,  and  Blanca  Rietner  >n  P 


TREASURY  BOND 
TRADING  IS  FALLING 


- 

— 

. 

PRIMARY  DEALERS 
AVERAGE  DAILY  VOLUM 

'85        '86        '87        '88 
▲  BILLIONS  OF  DOLLARS 
-EXCLUDING  SALES  TO  OTHER  PRIMARY  DEALERS 
D»T*  FEDERAL  RESERVE,  IW 


million  in  capital.  Even  those  who  meet 
the  minimum  standards  don't  have  it 
easy.  All  primary  dealers  get  first  word 
on  the  Fed's  transactions.  But  only  the 
biggest  dealers  have  a  handle  on  the 
rest  of  the  market.  "If  a  $100  million 
trade  goes  by  on  the  screen,  and  you 
don't  know  why  in  a  matter  of  seconds, 
you're  hurt,"  says  Scott  E.  Pardee,  vice- 
chairman  of  Yamaichi  International 
(America)  Inc. 

The  basic  problem  is  too  few  custom- 
ers and  too  many  dealers.  From  35  in 
1985,  the  Fed  had  anointed  11  more  by 
1988,  four  of  them  Japanese.  The  new- 
comers slashed  prices  "to  gain  market 
share,  even  if  it  meant  giving  the  busi- 
ness away,"  says  Philip  Braverman,  an 
economist  at  Irving  Securities  Inc.  Oth- 
ers were  forced  to  follow  suit,  lowering 
the  markup  on  a  $1  million  bond  from 
$2,500  in  the  early  1980s  to  as  low  as 
$78.  Meanwhile,  the  1987-88  fall  in  bond 
prices  and  the  dollar  has 
stifled  demand.  These 
days,  says  one  trader, 
"the  market's  so  quiet 
you  can  hear  the  over- 
head rising." 

The  lackluster  market 
means  stark  choices  for 
the  44  remaining  prima- 
ry dealers.  Paul  W. 
Mozer,  a  managing  di- 
rector at  Salomon  Broth- 
ers Inc.,  believes  that 
shrinking  returns  and 
the  new  Fed  rules  will 
drive  5  to  10  more  deal- 
ers out  of  the  market  this  year.  That 
could  help  improve  profits — and  execu- 
tion, says  Mozer:  "With  volume  levels 
where  they  are,  you  must  have  better 
traders.  Volume  won't  cover  up  your 
mistakes  anymore." 

For  commercial  banks  eager  to  break 
into  the  securities  business,  though,  be- 
ing a  primary  dealer  seems  essential. 
Since  many  more  profitable  products — 
such  as  swaps  and  options — depend  on 
getting  accurate  Treasury  bond  prices, 
'"you  have  to  be  there  if  you  want  to  be 
a  full-scale  player,"  says  George  J. 
Vojta,  executive  vice-president  at  Bank- 
ers Trust  Co.  Yet  if  all  the  players  keep 
pushing  for  market  share,  the  shakeout 
will  hi'  even  more  painful. 

By  Frederic  A.  Miller  and  li 
gall,  with  David  Zigas,  in  New  York 
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PENSION  FUNDS  I 


CALIFORNIA'S  NEW  CRUSADER 
FOR  SHAREHOLDER  RIGHTS 


An  activist  heads  the  nation's  biggest  public  pension  plan 


ewitt  F.  Bowman  trained  as  an 
Air  Force  fighter  pilot  during  the 
Korean  War,  only  to  see  the  con- 
flict end  just  as  he  was  to  ship  out  from 
Michigan.  "I  defended  Detroit,"  Bow- 
man quips.  Well,  now  he  is  girding  him- 
self for  another  battle — the  intensify- 
ing struggle  between  shareholders  and 
management. 

On  Feb.  6  the  58-year-old  Bowman  be- 
comes chief  investment 
officer  at  the  $46.8  bil- 
lion California  Public 
Employees  Retirement 
System,  the  nation's 
largest — and  most  ac- 
tivist— public  pension 
fund.  Apart  from  over- 
seeing the  retirement 
savings  of  750,000  Cali- 
fornia state  employees, 
Bowman  will  be  using 
PERS's  clout  to  battle 
corporate  transgres- 
sions against  sharehold- 
er prerogatives.  The 
three-year  reign  of  his 
controversial  predeces- 
sor, Greta  E.  Marshall, 
laid  the  groundwork  for 
a  more  placid — though 
in  no  way  less  effec- 
tive^— campaign. 
clashing.  Marshall's 
tenure  at  PERS  was  the 
most  tumultuous  in  the 
fund's  history.  In  three 
short  years,  she 
brought  PERS  to  the 
forefront  of  the  share- 
holder rights  move- 
ment. But  Marshall's 
confrontational  style  won  her  few 
friends  among  local  politicos,  and  she 
clashed  frequently  with  PERS's  board  of 
directors.  So  it  came  as  no  surprise  that 
when  her  contract  expired  last  June,  the 
51-year-old  Marshall  left  to  set  up  her 
own  money  management  firm,  the  gran- 
diosely named  Marshall  Plan.  "Greta  be- 
came bigger  than  life.  But  there  was 
often  a  question  of  who  was  supervising 
whom,"  says  Dale  M.  Hanson,  pers's 
chief  executive  officer. 

One   notable   exampk    of   Marshall's 
feistiness  was  her  run-in  with  the  late 


Jesse  M.  Unruh,  the  powerful  state  trea- 
surer, as  soon  as  she  took  office  in  1985. 
As  PERS's  master  custodian — the  man 
who  actually  held  the  securities — Unruh 
was  funneling  to  the  state  coffers  mil- 
lions of  dollars  a  year  in  interest  on 
PERS's  float.  Marshall  prodded  PERS's 
board  to  obtain  a  ruling  from  the  state 
attorney  general  reclaiming  the  cash  for 
PERS.  Marshall  then  lobbied  the  legisla- 


president  of  Wilshire  Associates,  a  p< 
sion  consulting  firm. 

Bowman  demonstrated  his  flexibiii 
in  a  1984  row  over  a  referendum  th 
would  have  forced  the  San  Francis 
fund  to  divest  stocks  of  companies  wi 
ties  in  South  Africa.  The  board  was  n< 
committal,  but  Bowman  was  opposed 
was  firmly  convinced  it  would  affect 


res 


1  (thing  the 
vestment  returns,    he  recalls.  But  Bo' 

man  also  knew  that  he  was  licked,  ai  ..|)|(.  INN( 

he  didn't  press  the  issue.   Divestitu  ,« wyt 

Is  that  i 

traiii: .  •;■ 


won,  and  Bowman  smoothly  unloadi 
$450  million  of  the  offending  stocks 
six  months. 

That  politically  malleable  stance  ir 
pressed  the  13  trustees  of  the  sta 
fund.  Nevertheless,  PERS's  oversees 
feel  that  Bowman  is  ready  to  man  tl 
barricades  for  shareholder  rights 
will  have  his  hands  full.  Already,  PEP  j 
has  submitted  12  shareholder  resolutior 
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BOWMAN:  UNLIKE  HIS  FIERY  PREDECESSOR,  GRETA  MARSHALL,  HE  IS  DESCRIBED  AS  A  "SHIP  THAT  LEAVES  NO  WAKE 
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ture  to  let  PERS  name  a  professional 
manager  as  custodian  for  the  fund.  "In 
the  private  sector,  you  negotiate  behind 
closed  doors.  In  the  public  sector,  you 
get  ahead  by  standing  out,"  Marshall 
reflects. 

Bowman  is  no  stranger  to  political  in- 
trigue. He  comes  to  PERS  from  the  top 
investment  job  at  the  San  Francisco  City 
&  County  Employees  Retirement  Sys- 
tem, which  also  wields  its  clout  as  a 
major  shareholder.  But  unlike  the  fiery 
Marshall,  Bowman  "is  a  ship  that  leaves 
no  wake,"  says  George  Sands,  a  vice- 


to  be  considered  at  upcoming  annua 
meetings  of  companies  as  diverse  as 
Avon  Products  Inc.  and  Lockheed  Corp. 
PERS  is  opposing  poison  pills  that  can 
depress  a  stock's  price  by  deterring  hos 
tile  takeover  attempts  and  pushing  reso 
lutions  to  prevent  managements  from 
keeping  tabs  on  how  shares  are  voted. 
In  its  most  visible  fight,  PERS  is  tussling 
with  the  management  of  Texaco  Inc. 
pressing  the  oil  giant  to  create  a  special 
committee  to  make  sure  that  manage 
and  directors  listen  to  shareholder  view; 
(BW— Dec.  19). 
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HliiH  pers's  hardesl  task  will  be  to  pro 
rce  superior  performance  for  its  pen 

■tiers     always    a    tough    job    for    huge 
nds.   During  Marshall's  three  years  at 

ks,  the  fund's  average  annual  gain 
is  14.1    ,  one  percentage  poinl  better 

'in  the  median  of  the  12  puhlic  employ- 
pension  funds  tracked  by  Wilshin    \ 
Bates.   Its  equity  portion,  meanwhile, 
ined   a   respectable    16.59    a    year 
itching   the    rise    in    the    Standard    & 

500-stock  index. 
ading  innovations.  At  PERS,  Mar- 
all  picked  stocks  by  using  computer 
xlels  that  incorporated  various  finan- 
il  criteria.  She  also  inaugurated  a  nov- 
trading  system  in  which  60  brokers 
ake  their  inventories  and  securities' 
rices  electronically  available  to  pers. 
ae  computer  then  picks  those  stocks  at 
e  lowest  price  or  buyers  willing  to  pay 
e  highest  price.  That  way,  PERS  can 
ake  a  trade  without  ever  showing  its 
mil  to  the  Street.  By  executing  trades 
this  manner,  the  system  saves  PERS 
>me  $4,000  per  transaction.  Marshall 
ppes  to  duplicate  this  technique  in  her 
ew  firm,  which  is  co-owned  by  Marz 
arcia,  a  former  California  state  legisla- 
r,  and  New  York  discount  broker  Mur- 
1  Siebert. 

Bowman,    too,    is    likely    to    put    his 
amp  on  PERS.  As  head  of  the  San  Fran- 


Sowman  will  manage  PERS's 

first  forays  into 

venture-capital  funding 

and  foreign  securities 


■sco  fund,  he  became  involved  in  ven- 
ire-capital funding  and  bought  foreign 
Kurittes,  which  many  public  pension 
ands    eschew.    Bowman    will    manage 

:ks's  first  forays  into  these  two  areas, 
Id  may  try  out  index  funds,  which  mir- 
or  the  performance  of  standard  stock 
teasures  such  as  the  s&P  500.  Bowman 
llso  will  weigh  making  loans  directly  to 
(ompanies  involved  in  leveraged 
tuyouts.  But  he's  not  enthusiastic  about 
BO  funds,  noting  that  they  don't  let  in- 
BStors  know  what  the  money  will  be 
•.sed  for.  "We'd  want  to  choose  the 
eals,"  says  Bowman. 

However,  it  isn't  his  investing  but  his 
hareholder  activism  that  corporate  ex- 
cut  ives  will  be  watching  most  closely. 
Vnd  Bowman  is  unlikely  to  offer  much 

rmfort  to  corporate  managers  who 
vere  discomfited  by  Marshall.  He  may 
alk  more  softly  than  his  precedessor, 
•ut  he  will  continue  to  wield  a  big 
■tick    -PERS's  voting  power. 

/>'//   Teresa  Carson  in  Los  Ani/clcs  and 
'onallian  B,   l.irinc  in  San  Francisco 


CORPORATE  FINANCE  I 


PARTING  PREDICTIONS  FROM 
EXXON'S  JACK  BENNETT 


The  retiring  CFO  discourses  on  LBOs  and  taxes 


A  soft-spoken  Georgian  and  former 
World  War  II  naval  officer.  Jack  F. 
Bennett  has  been  shaking  up  both  Wall 
Street  and  corporate  finance  circles 
for  much  of  his  three  decades  at  Exxon 
Corp.  As  the  oil  giant's  chief  financial 
officer  since  1975,  Bennett  has  led  U.  S. 
corporations  into  shelf  registration, 
zero-coupon  bonds,  and  other  innova- 
tions. Since  1983  he  has  orchestrated 
the  buy  back  of  $13  billion  in  stock 
without  imperiling  Exxon's  AAA  cred- 
it rating.  Bennett,  a  Harvard-trained 
economist,  active  Republican,  and 
President  Nixon's  chief  monetary  aide 
from  1971  to  1974,  retires  from  Exxon 
on  Jan.  31.  He  recently  talked  about 
leveraged  buyouts,  financial  markets, 
and  other  matters  with  International 
Economics  Editor  Wil- 
liam Glasgall. 

Q Are  leveraged  buy- 
outs dangerous? 

A  When  you  have  more 
debt  and  less  equity, 
chances  of  tripping  into 
bankruptcy  are  en- 
hanced. In  many  cases, 
new  [leveraged  buyout] 
debt  hurts  existing 
debt.  We  benefited 
when  the  RJR  incident 
happened.  Demand  for 
our  bonds  went  up. 

Q  Do  Exxon 's  pension  funds  invest  in 
LBO's? 

A  No.  The  risk  is  too  great.  Up  to  now, 
[lbo  bonds]  have  paid  off  pretty  well. 
There  haven't  been  many  defaults  on  the 
recent  stuff.  But  the  record  on  the  stuff 
that's  been  out  for  a  while  is  less  en- 
couraging. 

Q  Should  the  head  of  a  corporation 
propose  an  LBO? 

A  I  find  it  very  strange,  if  somebody- 
has  an  idea  and  it  will  automatically  im- 
prove the  company,  why  he  wouldn't  be 
obligated  to  propose  that  to  the  existing 
board.  If  they  then  turn  him  down, 
that's  another  matter.  But  to  come  to 
the  board  with  an  I. HO  proposal  without 
first  proposing  it  to  the  board  for  inter- 
nal implementation  seems  strange. 


Q  Will  President  Bush  raise  taxis' 

A  1  doubt  it,  this  first  year.  But  I'm  not 
sure  we  should  say  that  base-broadening 
is  a  thing  of  the  past. 

Q  Will  a  gasoline  tax  be  passed? 

A  If  there  has  to  be  an  energy  tax,  it 
ought  to  be  a  gasoline  tax  rather  than 
an  import  tax,  [which  would  be]  a  hell  of 
an  administrative  mess. 

Q  Will  delay  in  raising  taxes  cause 
trouble  in  financial  markets? 

A  I  don't  think  we're  anywhere  near  the 
point  where  foreigners  are  going  to  be 
significantly  reluctant  to  buy  Treasury 


debt.  I  don't  see  any  crisis  around  the 
corner.  I  am  impressed  with  [Federal 
Reserve  Board  Chairman]  Alan  Green- 
span. In  a  low-key  way,  he's  trying  to 
slow  growth  of  the  monetary  aggre- 
gates. That  gives  me  encouragement. 

Q  What  about  the  dollar? 

A  I  don't  agree  that  the  dollar  will  go 
way  down  if  you  let  it  alone.  The  gov- 
ernment should  recognize  that  it's  got 
some  very  difficult  problems  trying  to 
decide  what  expenditures  to  make,  what 
to  do  about  drugs  and  crime  in  the 
streets  and  AIL>s,  and  how  much  money 
to  print.  That's  enough.  Work  on  those 
problems  and  the  [foreign  exchange] 
problems  will  take  care  of  themselves. 
But  I  am  a  little  concerned  the  neu  Ad- 
ministration will  be  a  bit  more  interven- 
tionist than  it  should.  • 
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RAIDERS  I 


A  LITTLE  CASH 
AND  A  LOT  OF  MOXIE 


Youth  hasn't  stopped  Laurence  Levy  and  Clifford  Press 


It  was  only  his  second  day  of  classes 
at  Harvard  business  school  when 
Clifford  Press  recognized  the  distinc- 
tive nasal  sound  of  a  South  African  ac- 
cent drifting  across  the  campus  quad- 
rangle. It  was  the  voice  of  a  fellow 
student  and  countryman,  Laurence 
Levy.  The  two  introduced  themselves 
and  soon  became  friends. 

Today,  seven  years  later,  Press  and 
Levy  have  teamed  up  as  corporate  raid- 
ers— among  the  youngest  and  most  te- 
nacious on  the  scene.  Press,  35,  and 
Levy,  32,  are  the  sum  total  of  Hyde 
Park  Holdings  Inc.  With  a  dollop  of  fam- 
ily money,  a  well-heeled  British  backer, 
and  some  smarts,  they  have  become  seri- 
ous shoppers  for  medium-size  U.  S.  com- 
panies. The  fate  of  their  $580  million  bid 
for  Universal  Foods  Corp.  could  be  re- 
solved in  a  Federal  court  hearing  on 
Feb.  2  and  3. 

'GAGA.'  Modeling  themselves  on  giant 
British  conglomerate  Hanson  PLC,  Press 
and  Levy  thrive  on  hostile  takeovers. 
But  they  bristle  at  being  called  raiders. 
"We're  not  in  the  business  of  destroying 
companies.  That  idea  is  gaga  to  us," 
says  Press.  "We're  buying  companies  to 
build  them." 

Their  backgrounds  make  them  unlike- 
ly raiders.  They  trained  at  the  "right" 
schools  and  worked  at  the  "right"  firms. 


At  Oxford,  Press  was  a  friend  of  Paki- 
stan's Benazir  Bhutto,  and  after  Har- 
vard, he  spent  two  years  in  Morgan 
Stanley  &  Co.'s  mergers-and-acquisitions 
department.  Press's  forte  is  structuring 
deals,  while  Levy,  who  started  as  a  con- 
sultant at  Bain  &  Co.,  searches  for  take- 
over targets. 

So  far  they  preside  over  just  one  com- 
pany, High  Voltage  Engineering  Corp. 
in  Burlington,  Mass.,  which  they  won  in 
a  takeover  battle  in  early  1988  for  $90 
million.  Although  the  CEO  left,  only  five 
small  divisions  were  sold,  and  the  same 
managers  are  running  the  remaining  12 
divisions,  says  Levy. 

At  much  bigger  Universal  Foods  in 
Milwaukee,  on  the  other  hand,  the  board 
of  directors  is  vehemently  opposed  to  a 
takeover.  But  Universal's  "just  say  no" 
defense  is  one  that  has  often  failed,  and 
Press  and  Levy  are  playing  legal  angles 
to  the  hilt.  They  have  at  least  30  lawyers 
working  to  overturn  Wisconsin's  anti- 
takeover law,  which  prevents  anyone 
from  acquiring  more  than  10%  of  a  com- 
pany and  completing  a  merger  within 
three  years  without  board  approval.  In 
the  High  Voltage  battle,  they  were 
ready  to  go  to  the  U.  S.  Supreme  Court 
to  overturn  a  protective  Massachusetts 
law.  And  while  Milwaukee  sentiment  is 
strongly  with  current  management,  be- 


ing South  African  hasn't  seemed  to  h 
Says  Levy:  "In  Milwaukee,  being  fr< 
New  York  is  worse  than  being  fr 
South  Africa." 

The  real  test  is  whether  Press  a] 
Levy  can  afford  to  put  more  money 
the  table.  Hyde  Park's  tender  offer 
$30.50  a  share  drew  a  mere  7.5%  of  1 
versal  stock  by  the  initial  Dec.  30  de 
line.  The  two  sweetened  their  bid  to  $ 
drawing  another  5%,  and  have  twice 
tended  the  deadline,  which  is  now  Feb. 
But  the  stock  is  trading  above  3i 
sure  sign  that  the  market  expects  a  s 
higher  bid,  perhaps  as  much  as  $40. 
win,  Hyde  Park  may  have  to  raise 
offer  or  risk  being  outbid.  The  partner 
bid    of    $35    is    "only    enough    to    g 
you  to  the  table,"  says  food  analyst  St 
phen  M.  Carnes  at  Piper,  Jaffray  &  Ho 
wood  Inc. 

BIG-MONEY    BACKERS.    Press     and    Le 

have  already  learned  their  first  less 
well:  Use  other  people's  money.  Indee 
while  $3  million  of  their  own  cash  we 
into  buying  High  Voltage,  with  Unive: 
sal  they  aim  to  foot  only  the  bills  for  th 
battle.  London's  S&w  Berisford  PLC, 
commodities  and  food  company,  will 
nance  their  $10  million  equity  stak 
while  Kidder  Peabody,  Chase  Manha 
tan,  and  Berisford  will  provide  the  deb1 
financing.  "There's  big  money  behin 
these  people,"  says  Martin  A.  McDevit 
Jr.  of  brokers  Cleary,  Gull,  Reiland 
McDevitt  &  Collopy  in  Milwaukee. 

Particularly  compelling  to  Wall  Stree 
is  the  backing  by  Berisford,  which  hac 
1988  sales  of  $4.7  billion.  Berisford  has 
an  aggressive  chairman,  Ephraim  S 
Margulies,  and  several  years  ago  bought 
British  Sugar  PLC.  American  billionaires 
Robert  and  Jay  Pritzker  together  own 
11%  of  Berisford  through  their  Marmon 
Corp.,  and  both  sit  on  the  company's 
board. 

Indeed,  the  question  on  Wall  Street  is: 
Who's  pulling  the  strings?  Press  and 
Levy  deny  speculation  that  it  is  actually 
Berisford  that  wants  to  buy  Universal 
Foods,  the  largest  U.  S.  yeast  supplier. 
They  insist  that  if  they  take  over  Univer- 
sal, they  will  control  it. 

Whoever  ends  up  in  the  driver's  seat, 
there's  no  question  that  in  only  a  few 
years  Press  and  Levy  have  made  them- 
selves very  much  at  home  in  the  tricky 
U.  S.  takeover  game.  At  the  same  time, 
they  have  maintained  close  ties  with 
South  Africa.  While  Press  is  a  U.  S.  citi- 
zen, he  spends  his  vacations  "in  the 
bush"  and  is  an  avid  supporter  of  sever- 
al South  African  wildlife-preservation  or- 
ganizations. That  still  leaves  him  and  his 
partner  plenty  of  time  to  bag  what  may 
be  a  vanishing  species:  the  independent 
American  company. 

By  Leah  J.  Nathans  in  New  York 
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"WHEN  I  SAY  SHARP 
I  MEAN  BUSINESS!" 


No  matter  what  your  business.  Sharp  means  business, 
from  heavy  construction  to  high  fashion  to  world  banking. 

Right  now,  all  over  America,  more  Sharp  fax 
machines  are  being  bought  than  any  other  brand.  Sharp 
is  ringing  up  the  most  electronic  cash  register  sales  in  the 
country.  Sharp  computers  are  breaking  sales  records. 
Sharp  copiers  are  rated  number  one1  in  the  country  for 


copy  quality.  And  Sharp  business  calculators  are  the 
number  one  sellers,  coast  to  coast. 

No  wonder  more  and  more  companies  are  rely  ing 
on  Sharp's  advanced  technology  and  quality  products 

What  will  Sharp  mean  to  you? 
Business.  Good  business 

Call  1-800-BE-SHARP.  and  we  will  tell  you  more. 


FROM  SHARP  /WINDS 
COME  SHARP  PRODUCTS  * 

BANKiN(,  s>sn  sis  •  CALCULATORS  •  COMPUTERS  •  COPIERS  •  ELECTRONIC  cash  REGISTERS  &  TYPEWRITERS  .  FACS1MII  i  MAI  him  s  •LASER  I'Kisn  Ks 
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THE  BIG  MONEY  IS 
GIVING  XTRA 
THAT  EXTRA  BOOST 


Look  for  fireworks  when  Xtra 
holds  its  annual  meeting  on  Jan. 
31.  Several  big  shareholders  are 
said  to  be  getting  restless.  Whispers 
are  that  some  of  them,  including  New 
York  financier  Gilbert  Butler,  who  in- 
vests heavily  in  potential  takeover  or 
leveraged-buyout  targets,  will  pressure 
management  to  take  steps  to  boost 
Xtra's  stock. 

Xtra  is'  a  major  owner  and  lessor  of 
piggyback-trailer  and  container  equip- 
ment used  by  railroad  and  trucking 
companies.  The  company's  shares  have 
been  edging  up  recently,  to  38%,  a  new 
high.  But  the  price  is  still  way  below 
the  breakup  value  of  $60  a  share  that 
some  takeover  players  say  the  compa- 
ny is  worth.  The  stock's  recent 
strength  has  been  largely  due  to  accu- 
mulation by  buyout  groups. 

Butler,  who  runs  Value  Equity  Asso- 
ciates and  four  lbo  partnerships  with 
assets  of  more  than  $2  billion,  recently 
raised  the  group's  5.3%  stake  in  Xtra 
to  6.3%,  paying  an  average  of  $33  a 
share  for  its  purchases  between  No- 
vember, 1988,  and  January,  1989. 
Known  as  a  value  player  who  focuses 
on  cash  flow  and  assets  rather  than  on 
earnings,  Butler  has  made  a  bundle  in 
the  past  by  taking  early  stakes  in  com- 
panies that  have  ended  up  as  takeover 
targets,  including  Big  Bear,  the  super- 
market chain  that  Penn  Traffic  is  now 
pursuing. 

open  options.  In  his  13D  filing  with 
the  Securities  &  Exchange  Commis- 
sion, Butler  makes  clear  his  intentions 
toward  Xtra.  He  says  he  might  explore 
the  possibility  of  a  merger,  leveraged 
buyout,  or  other  option,  including 
board  representation,  to  maximize  the 
value  of  Xtra's  stock. 

"Xtra  is  a  prime  candidate  for  a 
takeover  or  LBO,  whether  induced  by 
Butler  or  through  some  other  mecha- 
nism," asserts  an  analyst  at  13D  Re- 
search. He  says  that  Xtra's  stock  is 
currently  at  a  sharp  discount  to  its 
breakup  value. 

Moreover,  it  is  selling  at  only  three 
times  Xtra's  three-year  average  cash 
flow  of  $12  a  share.  Most  equipment- 
leasing  companies  that  have  been  tak- 
en over  in  the  past  few  years  were 
bought  at  four  to  six  times  cash  flow, 
the    analyst    notes.    Dexter's    current 


XTRA:  ON  A 
JAGGED  UPSWING 


38- 

STOCK  PRICE 

36- 

34- 

32- 

' 

30- 

-7 

0- 

i    i    i    i    i    i    i    i    i    i 

1     15     1     15     3     14     1     15     1     15    3     17 
AUG.       SEPT.       OH.        NOV.       DEC.        JAN. 
▲  DOLLARS  PER  SHARE 

DATA:  BRIDGE  INFORMATION  SYSTEMS  INC. 


cash  flow  is  around  $17.50  a  share. 
Xtra's  management  and  directors 
own  only  about  4%  of  the  stock — "far 
too  little  to  block  any  serious  raider," 
he  says.  And  several  savvy  investors 
who  also  hold  big  stakes  in  Xtra  aren't 
expected  to  thwart  an  LBO  or  a  take- 
over attempt.  They  include  Robert  Gin- 
tel,  president  of  Gintel  Equity  Manage- 
ment, which  owns  6.6%;  Templeton, 
Galbraith  &  Hansberger,  the  Nassau 
(Bahamas)-based  group  headed  by  mu- 
tual-fund guru  John  Templeton,  which 
holds  13%;  and  the  state  of  Wisconsin 
Investment  Board,  which  owns  1.6%. 


MATSUSHITA  MAY 
TUNE  IN  TO  CABLE 


Patient  investors  in  General  In- 
strument, who  watched  in  gloom 
as  the  stock  slid  from  38  in  early 
July  to  around  21  in  November,  may 
finally  get  some  happy  tidings.  The 
surge  in  recent  weeks  from  22  to  27  on 
heavy  volume  appears  to  be  "strong 
and  very  decisive,"  notes  one  New 
York  money  manager. 

"It  would  be  a  mistake  to  ignore  the 
stock's  recent  move,"  agrees  a  big  in- 
vestor. General  Instrument,  a  maker  of 
such  electronic  components  as  cable-TV 
converters  and  semiconductor  devices, 
is  "in  serious  talks  about  the  sale  of  a 
division — or  the  entire  company,"  he 
says.  This  investor  puts  the  company's 
breakup  value  at  $50  a  share. 

One  name  that  has  surfaced  as  a 
possible  buyer  is  Japan's  Matsushita 
Electric,  which  has  been  eager  to  get 
into  the  U.  S.  cable-TV  components 
business.  At  $50  a  share,  General  In- 
strument would  cost  $1.9  billion,  based 


on  38  million  fully  diluted  shares  o; 
standing.  Matsushita  can  well  affoj 
the  price,  says  the  investor,  since  it  h^ 
a  cash  hoard  of  $12  billion.  Gener 
Instrument  insiders  own  less  than  | 
of  the  stock. 

If  a  division  is  sold,  it  may  well 
the  computer-products  unit,  which  ha 
not  been  doing  well,  notes  a  takeovd 
player.  But  what's  more  likely,  he  b^ 
lieves,  is  a  friendly  deal  for  the  sale 
the  whole  company.  With  earnings  fld 
all  year,  analysts  expect  1988  to  sho'J 
net  income  of  $2.60  a  share.  For  1989 
one  analyst  sees  $3  a  share.  Sales  t<j 
taled  $1.2  billion  in  1987,  with  a  rise 
$1.3  billion  expected  for  1988  and  $1.| 
billion  seen  for  1989. 


A  CHEMICAL  MAKER" 
SECRET  ADMIRER? 


ost  analysts  have  given 
i  thumbs-down  signal  on  DexJ 
Iter,  a  maker  of  specialt 
chemicals,  whose  earnings  over  thi 
past  two  years  have  been  so-so.  Sud- 
denly, however,  demand  for  the  stockl 
has  surged.  Shares  have  jumped  from 
21  to  nearly  25  in  two  weeks,  a  move! 
that  has  puzzled  management.  A  com- 
pany spokesman  says  that  no  plans  for 
restructuring  or  a  leveraged  buyout 
are  in  the  wings — and  certainly  not  a 
takeover. 

It's  not  likely,  however,  that  man- 
agement isn't  yet  aware  of  what  some 
takeover  pros  already  know,  or  are  at 
least  hearing.  Sherwin-Williams,  the 
nation's  largest  paint  and  varnish  man- 
ufacturer, is  said  to  have  accumulated 
a  2.3%  stake.  "There's  a  lot  of  chemis- 
try between  Sherwin-Williams  and 
Dexter  that  could  be  very  productive," 
says  one  New  York  investment  manag- 
er. Dexter's  products  include  liquid  and 
powder  coatings  designed  for  the  auto- 
motive and  building  industries,  as  well 
as  engineered  adhesives,  urethane 
moldings,  and  carbon  fibers  for  the 
aerospace  industry.  Dexter  also  owns  a 
62%  stake  in  Life  Technologies,  a  large 
biotechnology  company.  No  Sherwin- 
Williams  spokesman  could  be  reached 
for  comment. 

Sherwin-Williams  may  not  be  the 
only  interested  party,  the  source  adds. 
An  investor  group  that  initiated  a  raid 
on  Pennwalt,  another  specialty-chemi- 
cal maker,  is  said  to  be  building  up  a 
position  in  Dexter.  Even  at  25,  the 
stock  may  have  quite  a  run  ahead.  One 
takeover  group  that  is  snapping  it  up 
puts  Dexter's  breakup  or  LBO  value  at 
$55  a  share. 
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incredibly  Swiss. 


Many  people  insist  on  the  best  of  both  worlds  when  it 
comes  to  financial  services.  They  want  a  bank  that  can 
offer  traditional  excellence,  consistent  service  quality 
and  cast-iron  security.  But  they  also  realize  that  success 
in  today's  global  financial  markets  depends  crucially 
on  an  authoritative  international  presence.  That's  why 
they  bank  with  Credit  Suisse.  Our  solid  Swiss  virtues 
are  regularly  rewarded  with  a  triple-A  rating  from  the 


world's  most  prestigious  rating  agencies.  At  the  same 
time  we  are  also  a  premier  player  in  the  world's  finan- 
cial markets.  Credit  Suisse's  activities  are  closely  co- 
ordinated with  those  of  the  global  investment  banking 
group,  CS  First  Boston  Inc,  in  which  CS  Holding  has  a 
substantial  shareholding.  International  strength  backed 
by  Swiss  tradition  means  that  Credit  Suisse  can  offer 
you  the  best  of  both  worlds. 


We  do  more  to  keep  you 


at  the  top. 
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AUTOS  I 


THE  COMING  TRAFFIC  JAM 
IN  THE  LUXURY  LANE 


Toyota  and  Nissan  are  upshifting  into  an  embattled  market 


Toyota  dealer  Kenneth  G.  Meade  is 
savoring  the  company's  first  salvo 
in  the  looming  luxury-car  wars.  As 
a  dealer  for  Lexus,  Toyota's  new  luxury 
division,  Meade  watched  closely  as  visi- 
tors to  Detroit's  recent  auto  show  ogled 
the  BMW  display.  Many  of  those 
browsers  then  crossed  the  aisle  to  the 
first  public  showing  of  Lexus  sedans, 
which  will  underprice  the  big  BMWs  by 


I  rVI  \Q   Coming  from  Toyota  in  September:  Lexus  models 
LlAU  J  will  cost  $20,000  to  $35,000.  Ads  by  Saatchi  & 
Saatchi  Team  One  will  emphasize  luxury  and  performance 


$20,000  or  more.  "They  couldn't  believe 
it,"  Meade  crows.  "I  think  we're  going 
to  have  a  waiting  list." 

But  Lexus  will  need  more  than  win- 
dow-shoppers in  September,  when  its 
cars  reach  showrooms.  With  two  sedans 
ranging  from  about  $20,000  to  $35,000, 
the  division  is  heading  straight  for  terri- 
tory dominated  by  the  likes  of  BMW  and 
Mercedes-Benz.  And  Lexus  won't  be 
alone.  Nissan  Motor  Corp.  USA  has  just 
unveiled  its  own  upscale  line  under  the 
Infiniti  nameplate,  and  American  Honda 
Motor  Co.'s  Acura  is  about  to  launch 
pricier  models,  too.  Together,  Lexus  and 
Infiniti  eventually  hope  to  sell  at  least 
250,000  cars  a  year — or  20%  of  a  market 
analysts  say  won't  grow  fast  enough  to 
accommodate  everyone.  "The  share  bat- 
tle is  going  to  be  real,"  says  Carl  W. 
Flesher  Jr.,  vice-president  for  marketing 
at  BMW  of  North  America  Inc. 
'emotional  factors.'  Domestic  luxury- 
car  makers  are  watching  nervously,  too. 
General  Motors  Corp.'s  Cadillac  Motor 
Car  Div.  typically  appeals  to  older,  less 
performance-oriented  buyers  who  spend 


under  $30,000  for  a  big  car.  But  the  Jap- 
anese newcomers  may  stymie  Cadillac's 
fledgling  efforts  to  woo  younger  buyers 
with  sleeker,  higher-performance  models 
such  as  the  Seville  Touring  Sedan. 

The  Japanese  have  little  choice  but  to 
enter  the  luxury  fray.  The  strong  yen 
has  pushed  up  prices  at  the  low  end  of 
the  market  and  forced  importers  to  relin- 
quish some  profits  to  stay  competitive. 
Nissan  and  Toyota  Mo- 
tor Sales  USA  need 
something  to  offer 
their  maturing  custom- 
ers. "The  college  kids 
of  the  1970s  who 
bought  Corollas  and 
trucks  are  now  driving 
Camrys  and  Supras," 
says  Lexus  Senior 
Vice-President  J.  C. 
Perkins.  "We  think 
their  next  step  is  into 
the  luxury  market." 
Both  Lexus  and  Infin- 
iti predict  that  nearly 
half  of  their  early 
sales  will  come  from 
current  owners  of  Japanese  makes. 

Keeping  those  buyers  from  climbing 
into  a  BMW  or  a  Mercedes-Benz  won't  be 
easy,  though.  At  the  top  of  the  luxury 
market  image  counts  nearly  as  much  as 
engineering.  "Nobody  needs  a  Mercedes- 
Benz.  Nobody  needs  a  Porsche,"  says 
Brian  Bowler,  president  of  Porsche  Cars 
North  America  Inc.  "Those  decisions  are 
made  on  very  emotional  factors." 

Toyota  and  Nissan 
don't  expect  to  create 
gold-plated  names 
overnight.  But  they 
are  betting  that  pres- 
tige will  take  a  back 
seat  when  sleek  cars 
full  of  such  technologi- 
cal goodies  as  fuel-effi- 
cient V-8s  and  four- 
wheel  steering  are 
offered  at  prices  that 
substantially  undercut 
the  Europeans. 

While  none  of  the 
new  models  will  go  on 
sale  until  the  fall,  the 


k 


Forwffi 


marketing  blitz  has  already  begun.  * 
finiti  will  parade  its  cars  at  seven  a 
shows  this  year.  And  Lexus  participat 
in  a  show  a  year  ago  when  all  it  had 
display  was  an  engine. 
minimalist  art.  Infiniti  expects  to  spei 
more  than  $50  million  on  advertising 
the  first  year  of  sales,  and  Lexus  is  lik 
ly   to    spend   a   similar   amount.    Bo 
Lexus  and  Infiniti  say  they're  still  tes 
ing  slogans  and  laying  out  media  plan 
But  Infiniti's  recent  ads  in  car  mag  w 
zines    discuss    the    difference    betwec  ttr>ri 
Japanese  and  Western  notions  of  luxur  "i-"a:! 
And  a  newspaper  ad  for  Lexus  showt 
only  a  small  slice  of  the  product.  "We'i  Btri1 
trying  to  make  the  car  look  like  art  W* 
says  David  W.  Wager,  president  oLa  twurp*1' 
agency  Saatchi  &  Saatchi  Team  One  i     "'^J1 
Torrance,  Calif.  But  these  early  effor  ^udi,D: 
to  build  recognition  for  Lexus  could  b  3id  Researi 
sideswiped    by    a    legal    wrangle    wit  *slMl 
Mead  Data  Central  Inc.,  owner  of  Lexi  ponsoi 
information  services,  over  rights  to  th  ireal comp 
Lexus  name.  WC 

If  the  ads  don't  grab  upscale  buyers  atConAgra 
the  Japanese  are  hoping  their  new  exch  Sot  of  time  < 
sive  dealerships  will.  Lexus  and  Infinit|tothisaiid 
have  demanded  that  their  dealers  buil 
separate  showrooms  that  conform  to 
single  design,  at  a  projected  cost  of  $! 
million  to  $5  million  each.  Infiniti's  plai 
includes  Japanese-style  screens,  natura 
materials,  stone  floors,  and  even  water 
falls  in  some  locations.  Floor  space  tha 
would  usually  hold  12  cars  will  showcases]: 


only  four.  And  the  Japanese  are  promis 
ing  extraordinary  service,  with  sue! 
amenities  as  delivery  and  pickup  service 


But  even  with  slick  cars  and  soothing  tee  to  It 


retaiconi 


pi  ■■ 


surroundings,  the  Japanese  won't  easily 
cruise  away  with  a  market  that  others 
have  been  cultivating  for  decades.  Euro 
pean  and  domestic  makes  are  beefing  up 
their  own  models,  and  a  sense  of  urgen- 
cy is  just  beginning  to  set  in.  When  it 
does,  the  genteel  world  of  luxury  cars 
will  strip  off  the  driving  gloves — and 
slug  it  out  with  bare  knuckles. 

By  Wendy  Zellner  in  Detroit 


In 
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INFINITI 


Due  from  Nissan  in  November:  Infiniti  will  range 
from  $22,000  to  $40,000.  Ads  by  Hill,  Holliday, 


Connors,  Cosmopulos  may  focus  on  Japanese  heritage 
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MARKETING 


How  Farsighted  Executives  Are 
Using  Their  PC's  For 
Ihe  Fun  Of  Profit. 


By  William  J.  Spink 

For  years  now  you've  been  hearing 
bout  the  wonderful  things  personal  com- 
puters will  do  for  The  Executive  of  the 
iO's— at  least  in  theory. 

But  what's  the  reality?  Can  a  PC  help 
'ou  enjoy  your  work  more  and  show  a 
;reater  profit,  here  and  now?  According 
o  your  peers,  the  answer  is  "yes." 

"With  just  a  few  keystrokes,"  says 
\1  Lynch,  Director  of  Corporate  Planning 
ind  Research  for  JC  Penney  Company,  "I 
:an  screen  companies,  find  possible  ac- 
quisitions or  'scope-out'  competitors.  It's 
i  real  competitive  edge." 

Walt  Casey,  V.P  of  Communications 
at  ConAgra  says,  "I  spend  a 
ot  of  time  each  day  poking  in- 
■  .o  this  and  tracking  that.  It's 
much  easier  when  you  can  im- 
mediately get  the  facts  from  a 
computer,  rather  than  having  to 
make  a  series  of  phone  calls!' 

"One  of  Dow  Jones 
News/ Retrieval's  sendees, 
QuickSearch,  is  a  Godsend!' 
adds  Jim  Posner,  a  respected 
retail  consultant.  "It  gives  me 
detailed  corporate  reports 
within  minutes— I  don't  even 
have  to  leave  the  office!' 

Instant  information:  the 
executive  advantage. 

To  lead  in  today's  marketplace,  you 
need  information  like  that"  Lynch  says, 
snapping  his  fingers. 

He  recalls  an  example  of  how  Dow 


Jones  News/ Retrieval '—the  business 
and  financial  information  service  from 
Dow  Jones  &  Company,  Inc.— gave 
JCPenney  Company  a  real  advantage. 

"Let's  just  say  that  a  'major  player1 
in  our  industry  was  being  acquired.  With- 
in a  few  hours  we  knew  more  about  the 
take-over  candidate  than  the  bidder  did. 
Honestly,  we  knew  more  than  some  in- 
vestment bankers  did. 

Decision-making  with 
the  leading  edge. 

'Then  we  started  getting  the  cor- 
porate insider  trading  data,"  Lynch  con- 
tinues. "It  showed  us  some  things  that 
influenced  a  major  deal. 


What  can  you  gel  from  your  PC? 

Dow  Jones  News/Retrieval  gives  you 

•  Exclusive  online  a  i  ess  to  the  full 
text  of  The  Wall  Strut,  Journal 

•  Current  and  historical  stock  quotes 

•  Business  news  as  it  happens 

•  10-K  and  10-Q  data 

•  Leading  investment  analysts'  reports 

•  Complete  corporate  profiles 

Over 40  services  including  MCI  Mail! 
the  Official  Airline  Guide  '  and  more. 


Al  Lynch 

Walt  Casey 

James  Posner 

Director  of  Planning 

Vice  President, 

President, 

and  Research, 

Corp.  Communications, 

James  Posner 

JCPenney  Co. 

ConAgra,  Inc. 

Assoc.  Ltd. 

'This  service  really  makes  a  differ- 
ence in  the  day-to-day  running  of  your 
business.  It  can  pay  for  itself  very  quickly!' 
Surprisingly  easy. 

All  you  need  to  access  the  service  is 
a  PC  and  modem.  Using  the  service  is 


"No  problem!'  according  to  Posner. 

"There's  no  difficulty  using  the  ser- 
vice. I  ask  for  pointed,  specific  informa- 
tion and  get  exactly  what  I  need.  It's 
much  easier  than  manual  research." 
Walt  Casey  agrees.  "Dow  Jones 
News/Retrieval  is  simple  enough  for  any- 
one who's  at  all  comfortable  with  com- 
puters to  use  it  effectively  from  their 
very  first  day  online." 

Making  the  right  decision. 

There  are  hundreds  of 
online  information  services, 
many  offering  business  data. 
How  can  you  pick  the  best  one? 
"It  was  apparent  from  the 
first  step  that  the  most  useful 
system  was  Dow  Jones 
News/Retrieval!'  remembers 
Casey.  "It  offers  so  much  of 
the  information  you're  looking 
for— from  general  news  and 
stock  quotes,  to  data  on  our 
company  and  industry.  It  was 
the  best  single  source." 

"I've  had  other  services, 
but  Dow  Jones  News/Retrieval  has  the 
most  useful  business  information  in  the 
right  form!'  says  Posner.  'The  time  I 
spend  'playing'  on  the  computer  makes 
more  money  for  me— and  for  my  clients." 
Now  that's  thejun  of  profit!  ■ 


Name. 


Experience  the  fun  of  profiting  from  your  PC. 

For  a  free  trial,  or  more  information  on  how  your  business  can  profit 
from  a  Dow  Jones  News/Retrieval  Membership, 
call  1-800-321-7176,  Ext.  160A  today. 

Or  fill  out  this  coupon  and  mail  to  the  address  below. 
Title 


Company 

City/State/Zip. 


Address  

Daytime  Phone_ 


Dow  Jones  News/ Retrieval,  Post  Office  Box  186,  Drexel  Hill,  PA  19026-99Z3 

DcwJones  ^s/Retrie\al 

From  Dow  |ones  &  (  ompany,  ln< 

The  information  that  powers  today's  business? 

ii  ■!  etpjm  Uuui\  U.  1990 
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NCR  IS  FINDING  OUT 

THAT  NO  STRATEGY  WORKS  FOREVER 


For  years  it  racked  up  handsome  growth.  Now  it's  slowing — and 

PjHor  the  past  few  years,  Charles  E.  HHHSMfeK 


a  buyer  may  pounce 


For  the  past  few  years,  Charles  E. 
Exley  Jr.,  chairman  and  chief  exec- 
utive of  NCR  Corp.,  could  gloat.  Ri- 
vals frequently  dismissed  his  $5.99  bil- 
lion computer  and  cash  register 
company  as  a  conservative,  me-too  plod- 
der. Yet  under  Exley  it  not  only  grew 
faster  than  many  big  competitors,  it  also 
outdid  them  in  profitability — particularly 
during  the  computer  slump  of  the  mid- 
1980s.  Exley's  firm  hand  and  financial 
savvy  more  than  made  up  for  any  sup- 
posed lack  of  technical  flash:  NCR's  re- 
turn on  equity  grew  from  14%  in  1986  to 
19.6%  in  1988.  Earnings  per  share  went 
up  56%  during  that  time,  too.  In  a  word, 
NCR  was  the  sleeper  of  its  industry. 

But  now  the  smile  on  Exley's  face  is 
giving  way  to  worry  lines.  Early  last 
year,  NCR's  U.  S.  orders  began  to  flatten. 
Investment  analysts  trimmed  their  1988 
earnings  projections  from  about  $5.60  a 
share  to  $5.45 — and  even  that  was  too 
optimistic.  On  Jan.  16,  NCR  announced 
earnings  of  $5.33  a  share  for  the  year. 
And  it  said  revenues  in  1988  rose  only 
6%  above  those  of  1987— hardly  the  10% 
to  15%  increase  recorded  in  the  past  few 
years.  The  company's  stock  has  fallen 
from  a  postcrash  high  of  69  %  to  a  re- 
cent 55.  And  now  insiders  say  its  name 
is  on  a  preliminary  buy  list  of  American 
Telephone  &  Telegraph  Co.,  which  is 
considering  making  a  major  computer- 
related  acquisition. 

dying  breed.  From  its  headquarters  in 
Dayton,  Ohio,  the  company  had  no  com- 
ment when  asked  about  a  takeover  by 
AT&T.  But  if  AT&T  makes  a  move,  it 
might  get  its  hands  on  the  last  thriving 
member  of  the  BUNCH  computer  compa- 
nies. That  was  the  designation  given  to 
Burroughs,  Sperry  Univac,  NCR,  Control 
Data,  and  Honeywell  in  the  early  1970s 
when  they  were  the  main  challengers  to 
computer  giant  IBM.  Since  then  the 
BUNCH  has  withered:  Sperry  and  Bur- 
roughs have  merged  to  form  Unisys 
Corp.  Honeywell  Inc.'s  computer  busi- 
ness is  in  the  hands  of  French  and  Japa- 
nese companies.  And  Unisys  is  rumored 
to  be  interested  in  acquiring  at  least  the 
computer  business  of  Control  Data 
Corp.,  though  both  companies  decline 
comment.  NCR  alone  stands  strong. 


"Our  mission  is  to 
reach  all  markets.  The 

opportunities  are  certainly 
there.  The  question  is, 

can  we  capitalize  on  them?" 

Charles  E.  Exley  jr. 

Chairman,  President,  and  CEO,  NCR  Corp. 


The  company  has  stayed  that  way — 
and  become  the  subject  of  takeover  spec- 
ulation— largely  because  of  smart  man- 
agement. And  the  59-year-old  Exley,  a 
tall  man  often  seen  around  town  smok- 
ing a  big  cigar  behind  the  wheel  of  his 
bright  yellow  1974  Porsche  911  Carrera 
Targa,  gets  much  of  the  credit.  More 
finance  whiz  than  computer  jock,  he  has 
kept  NCR  on  a  cautious  but  steady  path. 
Says  Vernon  W.  Yates,  a  former  vice- 


president  of  NCR's  personal  computer  d  jLU„ "W( 
vision:  "With  Chuck  Exley,  you  may  nc  Kw 
get  a  home  run,   but  you  sure  won  Bu 
strike  out  either."  Kw- 

NCR  was  actually  down  quite  a  fe\  ^ 
runs  in  1976  when  Exley  joined  as  pres  ^  \ 
dent  after  22  years  at  Burroughs.  It  wa  „  \ 
just  beginning  the  big  switch  from  ele(  ^  , 
tromechanical  to  electronic  cash  regujjJL 
ters,  and  in  less  than  five  years  it  re  g    , 
vamped  its  entire  product  line  am  ^ " 
pushed  heavily  into  computers.  NCR  nice  )ri„" 
ly    anticipated    the    shift    in    custome  J* 
spending  from  large,  centralized  propri  m  J 
etary  computer  systems  to  smaller  one!  ^  ■ 
running  industry-standard  software.  Be  l  > ( 
ing   relatively   late   to   the   market  foi  j 
small  computers,  it  was  free  to  jump  ir  g 
with  the  latest  technology,  which  paic  v. 
off  in  big  gains  in  the  1980s.  Meantime  p 
NCR  withdrew  entirely  from  the  large    " 
scale    mainframe    arena,    where    IBM's  ^ 
market  share  was  70%  and  growing. 

NCR's  main  strategy  became  to  focus,, 
on  traditional   core  industries   such  as[," 
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mil  retailing  and  to  sell  small, 
dalized  computers  and  terminals  for 

i  target   ana    A   key  to  success  was 

's  Tower  family  of  powerful  m 

[inters,  introduced  in  1982  and  now  a 
)  million  business.  Analysts  and  coin 
it  first  voiced  doubts  about  the 
/er,  mainly  because  NCR  used  AT&T's 
\  operating  system  for  Tower's  basic 

ware,  a  seemingly  odd  choice  for 
iness  computing.  But  Tower  was  an 

ant  success.  It  ran  networks  of  ter- 
als  with  the  power  of  a  minicomput- 
but  at  a  fraction  of  the  cost.  And 
x  turned  out  to  be  a  prescient  choice, 
now  virtually  all  computer  makers 
promoting  it,  too.  Unisys  even  buys 
:\  computers  from  NCR,  which  has 
ome  one  of  the  world's  largest  Unix 
tern  suppliers. 

ilxley  also  pushed  NCR  into  personal 
nputers — again,  well  ahead  of  many 
?e  competitors.  And  instead  of  buying 
an  clones  of  IBM's  standard-setting 
as  many  did,  NCR  built  its  own  clones 
1  reaped  the  rewards  of  higher  profit 
rgins.  NCR  sold  many  of  the  machines 
its  long-established  mainframe  cus- 
ners,   of  which   it  has  an  estimated 

00  dating  back  two  decades.  It  even- 
illy  captured  more  than  407'  of  their 

1~l.-sonal  computer  purchases. 
Much  to  the  delight  of  investors,  NCR 
_l  all  this  without  upsetting  its  balance 
eet.  No  costly  acquisitions  or  large  re- 
irch  and  development  outlays  were  re- 
ired.  Last  year,  NCR  increased  R&D  to 
■  of  sales,  the  industry  average,  from 
'%  the  year  before.  That  left  it  with 

01  million  in  cash  vs.  only  $399  million 
long-term  debt.  NCR  has  plowed  much 
its  excess  cash — a  total  of  $1.8  billion 
er  the  past  10  years,  with  more 
inned — into    buying    its    own    stock. 

tain,  investors  are  pleased. 
>llar  woes.  But  no  strategy  works 
rever,  and  in  the  past  year  several  fac- 
rs  have  dimmed  NCR's  glow.  One  is  the 
length  of  the  dollar.  Foreign  opera- 
nds provide  half  of  NCR's  sales  and 
•otits,  making  it  vulnerable  to  currency 
>s  and  downs.  The  dollar's  recent 
trength  has  helped  cut  revenue  growth 
most  in  half,  to  around  89  a  year. 
Beyond  that,  the  Tower  product  line  is 
ider  mounting  pressure  from  the  many 
•mpetitors  now  leaping  onto  the  Unix 
md  wagon.  "I'm  not  so  sure  that  the 
nnpeiition  of  the  last  few  years  was  all 
iat  intense  compared  with  what  it  is 
kely  to  lie,"  says  Bill  Murphy,  director 
I  marketing  for  Hewlett-Packard  Co., 
'Inch  has  committed  itself  to  Unix. 
NCR's  lunch  is  available  to  be  eaten." 

Recently,  NCR  has  been  suffering 

lost    from    a    self  indicted    problem.    In 
ipril,   1986,  the  company  Bet  out   to  e\ 

and  its  negligible  share  of  the  overall 

ransaction    processing    market    with    a 

mall  mainframe  that  could  rapidly  pro 


information  collected  from  banking 

or  retail  point  of  sale  terminal 
Computer  was  also  supposed  to  be  fault 

tolerant;   its  dual   proce  teon   virtually 

eliminate  crashing.  But  the  system  got 
to  mail  el  1 "  months  late,  m  19X7  mam 
ly,  insiders  say,  because  its  development 

was  insufficiently  funded.  "The  scope  of 

development  was  larger  than  we  antici 

pated,"  Exley  now  concedes. 

When  the  machine  finally  did  reach 
the  market,  customers  thought  it  was 
underpowered.  Competitors  such  as  Tan- 
dem Computers  Inc.  and  Digital  Equip- 
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ment  Corp.  had  taken  advantage  of  the 
extra  time  to  beef  up  their  comparable 
systems  substantially.  All  in  all,  instead 
of  capturing  a  sizable  piece  of  the  esti- 
mated $3.11  billion  fault-tolerant  market, 
NCR  has  installed  fewer  than  1,000  9800s. 
software  shortage.  This  is  especially 
worrisome  in  view  of  what's  happening 
to  NCR's  remaining  mainframe  busi- 
ness— small  machines  generally  selling 
for  less  than  $2  million — which  is  being 
slowly  eroded  by  IBM  and  dec.  Like  the 
other  BUNCH  companies,  NCR  has  too  few 
mainframes  installed  to  capture  the  at- 
tention of  most  independent  software 
producers.  That  helped  kill  a  deal  with 
Manufacturers  Hanover  Trust  Co.,  a 
longtime  NCR  customer  that  decided  last 
December  to  go  with  IBM  when  it  came 
time  to  replace  a  mainframe.  "The  avail- 
ability of  third-party  software  drives  our 
decision  for  hardware  purchases,"  says 
Carl  Iv  Morales,  a  senior  vice-president 
with  the  New  York  bank.  "Right  now 
there    is   only    one   NCR   software    pack- 


age for  money  center  banks  like  us." 

Meanwhile,  turmoil  in  the  retail  in< 
try   has   held   growth   at   bay    for 

I    million    point  of  ..ale    h  The 

live  mergers  of  the  pa  ll  few  .  • 
have  run  up  retailer.'  debt,  prompting 
them  to  hold  down  COStl  and,  \<  I:  says, 
limiting  their  purchase!  of  its  <-<)uij>- 
rnent.  In  19K>S's  fourth  quarter,  in  fact, 
NCR's  overall  revenues  fell  by  1%. 

Despite  the  foreboding  signs,  NCR  offi- 
cials don't  seem  particularly  rattled — or 
motivated  to  change  strategy.  "Our  mis- 
sion is  to  reach  all  markets,"  says  Exley, 
who  became  CEO  in  1983.  "The  opportu- 
nities are  certainly  there.  The  question 
is,  can  we  capitalize  on  them?" 

So  far,  NCR  has  done  just  that,  largely 
because  of  a  corporate  decentralization 
in  1983.  That  pushed  marketing  and  en- 
gineering decisions  down  to  the  compa- 
ny's 21  business  units.  Product  manag- 
ers and  engineers  began  meeting  more 
frequently  with  customers  to  determine 
their  needs  before  products  were  made. 
atm  leader.  In  NCR's  bank  equipment 
business,  for  instance,  customer  com- 
ments led  to  a  basic  redesign  of  its  auto- 
matic teller  machines,  making  them 
more  modular  for  easier  servicing.  And 
to  win  overseas  contracts,  the  machines 
were  designed  to  use  any  of  17  different 
data  codes  to  be  compatible  with  virtual- 
ly all  types  of  communications  networks. 
The  result:  NCR  surpassed  IBM  in  the 
worldwide  ATM  market.  Its  market  share 
has  hit  207<,  up  from  less  than  8%  eight 
years  ago,  according  to  the  Xilson  Re- 
port, a  Los  Angeles-based  newsletter. 
ATMs  are  now  a  $700  million  business  for 
NCR  and  its  second-largest  division. 

Observers  wonder  if  NCR  should  make 
acquisitions  part  of  its  growth  strategy. 
Their  thinking  is  that  the  company  will 
need  to  expand  into  new  markets  to 
keep  sales  and  profits  growing,  since 
margins  are  falling  across  the  industry 
on  small,  nonproprietary  systems  such 
as  the  Tower.  Despite  the  NCR's  finan- 
cial wherewithal  to  buy  into  new  mar- 
kets and  thus  improve  its  growth  possi- 
bilities, Exley  is  hardly  eager  to  do  so. 
"I'm  not  acquisition-minded,"  he  says, 
ticking  off  a  list  of  failed  mergers  in  the 
computer  industry.  Insiders  say  that 
several  years  ago,  NCR  turned  down  an 
opportunity  to  buy  Sperry  Corp.  when 
that  company  was  being  pursued  by 
Burroughs  Corp. 

Exley  isn't  interested  in  merging  with 
a  larger  company  either.  He  would  have 
to  consider  any  all-cash  offer,  he  notes. 
But  he  would  resist,  perhaps  countering 
with  a  higher  cash  offer  to  shareholders 
or  even  a  management-led  leveraged 
buyout.  So  unless  some  silver-tongued 
suitor  comes  along,  expect  Chuck  Exley 
just  to  keep  punching  out  singles. 

By  Stephen  Phillips  in  Dayton  and  John 
II'.  Verity  m  New  York 
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"What's  the  driving  force 
behind  your  increased  output?" 


Must  be  Canons  new 
productivity-driven  copiers." 


When  business  talk  turns  to  productivity,  the  copier  you  choose  can 
mean  the  difference  between  an  ordinary  performance  and  one  really 
worth  talking  about. 

Introducing  the  Canon  NP  6000  series  copiers. Two  high-performance 
copying  systems  designed  to  produce  more  work.  In  less  time. 

With  a  dependable  copy  speed  of  50  copies  per  minute.  And  features 
that  speed  you  through  any  combination  of  copy  procedures  with  the 
best  overall  time  in  their  class. 

Frorji  automatic  feeding,  duplexing  and  image  editing  to  optional 
sortingjpnd  stapling,  these  copiers  deliver  all  the  mid-volume  productivity 
a  busy  office  needs.  So  you  get  maximum  output.  With  minimum  input. 

And,  you  get  a  reputation  for  reliability  that's  made  Canon  the  copier 
choice  of  more  productivity-driven  businesses. 

The  Canoq $ip  6000  series  copiers.  When  it's  your  productivity  at 
■stake,  anything  else  is  just  talk. 


■i     , 


"W 


NP  6650/6150 


Canon 


For  more  information,  call  toll  free  1-800-OK  CANON.  Or  write  Canon  USA.,  Inc..  PO  Box  3900,  Peoria.  IL  61614 
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COMMUNICATIONS  I 


PHONE  BOOTH  YOU  CAN 
UT  IN  YOUR  POCKET 


ie  British  will  test  'mobile  communications  for  the  masses' 


ver  since  Dick  Tracy  first  used  his 
wrist  radio  to  nail  thugs  in  the 
1930s,  the  communications  industry 

dreamed  of  providing  everyone  with 
liny  personal  communicator.  Cellular 
}>nes,  introduced  in  the  early  1980s, 
•atly  advanced  the  idea.  But  service 
tiains  fairly  expensive.  And  even  the 
jvest  portable  units  are  bulky  and  suf- 

from  erratic  connections  during  peak 
nrs. 

plow  the  British  are  readying  a  novel 
ibile  phone  service  based  not  on  cellu- 

technology  but  on  cordless  phones, 
(stomers  will  have  to  place  calls  within 
pge  of  a  local  transceiver,  and  they 
>n't  be  able  to  receive  calls.  But  the 
item,  which  uses  special  wallet-size 
[ones,  is  much  cheaper  than  cellular 
Id  thus  promises  to  bring  mobile  phone 
[rvice  to  practically  everyone. 
[By  the  end  of  January,  Britain  is  ex- 
ited to  award  as  many  as  four  compa- 
ss licenses  to  operate  the  service, 
lown  technically  as  CT2  and  to  the 
neral  public  as  Telepoint.  Among  the 

contenders:  British  Telecommunica- 
bns  PLC,  Motorola  Inc.'s  British  subsid- 
f*y,  and  Ferranti  International  Signal 
f.C.  The  cordless  phones  will  transmit 
bnals  to  large-  transceivers  tucked 
[vay  in  key  public  places  and  connected 

wire  to  the  regular  phone  network. 
U  long  as  the  caller  is  within  100  to  200 
krds  of  a  station,  a  call  can  be  placed  to 
tywhere  in  the  world  by  punching  in  a 
uecial  code  and  then  the  number.  Cellu- 
r  phones,  by  contrast,  rely  on  more 
>werful  base  stations  that  relay  call 
gnals  to  the  next  station  or  cell  as  the 
istomer  moves  out  of  range. 
hone  check.  Some  of  the  world's  big- 

■i  phone  companies  are  keeping  close 
ibs  on  Telepoint  If  BT  wins  a  service 
sense,  one  Baby  Bell,  Nynex  Corp.,  will 

mi.'  ut'  its  minority  partners.  Nynex 
Iso  is  considering  whether  to  test  Tele- 
omt  somewhere  in  the  Northeastern 
!.  S.  or  use  another  system  that  the 
lib]  Bells  arc  developing  through  their 
nut  research  arm,  Hell  Communications 
Lesearch. 

The  French  phone  authority.  France 
'elecom,  is  another  minority  partner  in 
r's  service.  And  France  plans  to  test 
T2  this  spring,  even  though  market  re- 


JEFFREY:  CT2'S  BOOSTERS  EXPECT  BRITAIN 
TO  BE  A  $1.4  BILLION  MARKET  BY  1994 


search  shows  that  French  consumers 
might  prefer  to  wait  a  while  longer  and 
get  two-way  service. 

The  British  system  should  be  operat- 
ing by  early  summer.  With  only  moder- 
ate-size receivers  to  erect  and  no  costly 
switching  gear  for  transferring  calls,  li- 
cense applicants  figure  it  will  take  no 
more  than  $70  million  to  build  a  nation- 
wide network  of  20,000  base  stations, 
placed  in  such  busy  sites  as  train  termi- 
nals and  gas  stations.  That's  a  fifth  of 


CT2  VS.  CELLULAR 


$275.00'     Cost  of  hondheld  phone   $1,100.00 


17.00'     Monthly  subscription 


45.00 


1.90"     Two  3-minute  calls* 


3.80 


'Estimotes 

'One  local  and  one  35  plus  miles,  during,  standard  hours 
DAI*  8W.  BRITISH  TELECOMMUNICATIONS  PIC 


what  it  cost  to  build  one  of  Britain' 

national  cellular  networks. 

a  n-  nit,   lervice  will  he  relati 
cheap.  Initially,  the  phones  will  retail  for 

about    $275   in    Britain    v,.   $1,100   for  a 

portable  cellular  unit.  The  monthlj 
age  fee  will  be  $17  vs.  $45  for  cellular. 
And  Telepoint  calls  will  cost  about  half 
that  of  cellular  (table).  Says  William  Jef- 
frey, chief  executive  of  Shaye  Communi- 
cations Ltd.,  one  of  two  manufacturer- 
ready  to  churn  out  CT2  handsets  and 
base  stations:  "This  is  the  beginning  of 
mobile  communications  for  the  masses." 
In  fact,  Telepoint's  boosters  expect  Brit- 
ain to  be  a  $1.4  billion  market  with  4 
million  subscribers  by  1994. 
big  orders.  Moreover,  the  CT2  system 
offers  big  improvements  as  a  multi-ex- 
tension, cordless  system  for  replacing 
hard-wired  phones  in  the  home.  British 
consumers  soon  will  be  able  to  buy  a 
small  CT2  base  station  for  about  $200, 
and  use  it  in  place  of  a  regular  phone 
and  expensive  wiring  to  connect  up  to 
eight  CT2  cordless  handsets.  While  a 
home  system  would  cost  about  three 
times  as  much  as  current  cordless  mod- 
els, it  should  eliminate  conflicts  between 
neighbors  with  cordless  phones  that  use 
the  same  preprogrammed  frequency.  On 
each  call,  a  CT2  phone  finds  the  first 
available  frequency  among  40  channels. 
Backers  say  its  low  power  output  means 
that  up  to  14,000  phones  could  operate 
simultaneously  per  square  mile. 

For  all  the  appeal  of  CT2,  some  suppli- 
ers think  a  more  sophisticated  system 
would  serve  customers  better.  "We  are 
convinced  that  people  aren't  going  to 
pay  £200  [$360]  a  year  just  to  be  able  to 
get  ahead  of  you  in  a  pay-booth  line," 
says  Colin  Buckingham,  president  of 
Ericsson  Paging  Systems  of  the  Nether- 
lands, a  subsidiary  of  Sweden's  L.  M. 
Ericsson.  Ericsson's  preference:  a  cord- 
less phone  system  that,  unlike  low-pow- 
er CT2  equipment,  will  allow  occupants 
in  office  buildings  to  wander  around 
with  phones  that  make  and  receive  calls. 
Ericsson  says  its  system  will  be  ready 
for  market  by  1990. 

While  CT2  may  not  prove  to  be  the 
final  word  in  cordless  mobile  phones. 
Britain  is  counting  on  its  lead  to  gener- 
ate big  export  orders.  It  had  better  hur- 
ry: Many  industry  executives  figure  that 
in  10  years  or  so  a  new  communications 
technology  will  surface  that  combines 
CT2's  low  cost  and  high  capacity  with 
the  two-way  convenience  of  cellular.  Un- 
til then,  however,  Telepoint's  bad 
are  betting  that  the  new  service  will  at- 
tract enough  cost-conscious  consumers 
to  turn  a  quid  or  two. 

By  Mark  Maremont  in  London,  with 
Jonathan  kapstctn  in  I! 
report.'; 
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More  learning  •  More  contacts  •  More  new  products 

If  you  can  go  to  only 

one  computer  and  communications 

trade  show  in  1989... 


It's  the  complete  trade 
show  and  conference  that  will 
put  you  on  the  fast-track  to  cost- 
effective  business  solutions. 

INTERFACE  '89  Plus  will  give  you 
the  answers  you  need  to  help  you  as 
well  as  your  computer  and  communi- 
cations professionals  prepare  for  today's 
tough  competitive  environment. 

Here's  what  you  can  expect: 

New  Product  SHOWSTOPPERS- 

Look  for  the  bright  red  SHOWSTOP- 
PER  signs  at  INTERFACE  '89  Plus. 
That's  where  you'll  find  the  new 
products.  And  there'll  be  lots  of  them! 

More  than  350  Exhibits— You'll  see 
the  full  spectrum  of  products  and 
services  for  voice,  data  and  image 
processing,  storage  and  transmission 
...minicomputers,  PCs,  mainframes, 
modems,  multiplexers  and  much  more! 


Everything  related  to  computers  and 
communications  will  be  on  display  at 
INTERFACE  '89  Plus. 

INTERnetSM— See  continuous,  live 
demonstrations  of  computer  products 
exchanging  information  from  different 
companies.  Complete  and  fully  func- 
tional. Only  at  INTERFACE  '89  Plus. 


March  13-16 

Javits  Convention  Center 

New  York  City 


CROSSROADS  OF  COMPUTERS  S  COMMUNICATIONS    VOICE ,  DATA,  IMAGE 


Co  sponsored  by 

BusinessWeek 


CatlOIlS  Magazines 


Produced  b) 

KTHE  INTERFACE  GROUP  Inc. 

3(X)  First  Avenue,  Needham.  MA  02194 


Important  Conferences- 
Leading  computer  and  commu- 
nications industry  experts  will 
share  their  knowledge,  insights  and 
experiences  with  you.  INTERFACE  '89 
Plus  offers  you  more  than  60  session 
topics  to  choose  from  [...information 
you  can  put  to  work  for  your  business 
the  first  day  back  at  your  office. 

It's  all  here,  close  to  home,  at  New » 
York's  Javits  Convention  Center. 
FREE  shuttle  buses  from  most  Show 
hotels  and  the  New  York  Stock  Ex- 
change, too. 

For  complete  details  on  attending: 

Call  (617)  449-6600  or 
FAX  (617)  449-6953  or  write  TODAY! 

Please  send  complete  registration 
and  travel  information  to: 

Name 

Title. 

Company 

Address 

City 

State 


-Zip- 


Telephone. 


Telex_ 


Mail  to:  INTERFACE  '89  Plus.  Registration 
300  First  Ave.,  Needham.  MA  02194  USA 

INTERnet,  the  world's  premier  network  demonstra- 
tion facility,  is  engineered  and  managed  by  Allied 
Data  Communications  of  Norcross.  GA. 


1988  The  Interface  Group,  Inc 
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VILD  BILL'  DANIELS 

RIES  ONE  MORE  COMEBACK 


s  life  is  in  order,  but  his  cable  brokerage  has  fallen  to  No.  3 


n  early  1985,  cable-TV  broker  Bill 
Daniels  sent  an  extraordinary  letter 
to  his  employees.  He  admitted  that 
had  a  serious  drinking  problem  and 
s  entering  the  Betty  Ford  Center  for 
atment.  "I  was  avoiding  issues  and 
sn't  being  productive,"  Daniels  re- 
Is.  Still,  the  news  stunned  colleagues 
his  closely  knit  company,  Denver- 
>ed  Daniels  &  Associates.  "We  did  not 
)w  how  to  handle  it," 
'S  Senior  Vice-President 
;an  Deevy.  Left  unspo- 
i  was  the  fear  that 
niels'  career  might  be 
ling. 

DStead,  the  cable  exec- 
ve  left  the  Betty  Ford 
nter  that  Apr.  2 — a  date 
now   celebrates   as   a 
thday — hell-bent      on 
wing  he  still  had  a  lot 
contribute.    In    the   al- 
>st   four  years  since  he 
d  his  last  drink,  Daniels, 
has  launched  ambitious 
ntures  outside  his  core 
siness    of    buying    and 
lling  cable  systems.  He 
built    a    huge    cable 
orts    network    and    has 
ipped    up    philanthropic 
tivities,   including  open- 
's; the  nation's  first  char- 
red bank  for  kids. 
the  dust.'  Yet  Daniels 
in't  leave  all   his  prob- 
ns  at  the  treatment  cen- 
r.    As   cable   deals   have 


one  for  him.  On  Jan.  9,  Daniels  repre- 
sented the  consortium  that  bought  Jack 
Kent  Cooke's  Cablevision  system  for 
$1.5  billion.  He  is  also  acting  as  co-bro- 
ker with  Morgan  Stanley  in  the  sale  of 
Centel  Corp.'s  cable  system,  expected  to 
fetch  up  to  $1.4  billion,  and  several  other 
big  deals  are  nearing  completion.  His 
commissions  range  from  less  than  l'<  on 
the  biggest  deals  to  59?  on  smaller  trans- 


Prime    i 

rightu  to  thi    I 

le    King    hod ej  team    With  i 

coll.  •  II,  Prinn 

hing     '■>     million 
than  any  other  regional   Di 
CELLULAR  SIDE  DISH.  Then        > 

her,  Daniel-,  founded  Primi 

work,    aimed    at    1  5    million    cable 
SCriber8    in    Colorado    and    four 
rounding    state-      Week-     after     Pi 
Sports    went    on    the    air,    Daniels    an- 
nounced a  merger  of  Prime  Ticket  and 
Home  Sports  Entertainment  Ltd..  a  re- 
gional sports  network  in  the  South.  He- 
will  be  the  majority  stockholder,  taking 
control  of  the  nation's  largest  empire  of 
regional  sports  networks.   It  will  cover 
17  states  and  6.5  million  homes. 

To  shore  up  his  brokerage  bush 
Daniels  has  diversified  into  the  booming 
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DANIELS:  A  CABLE  PIONEER 

1952  Develops  first  microwave  relay 
system  to  transmit  broadcast  signals; 
sets  up  a  cable  system  in  Casper,  Wyo. 

1 965  Persuades  Cox  Broadcasting  to 
become  first  major  broadcaster  to  enter 
cable 

1 968  Forms  American  Television  & 
Communications  Corp.,  now  the  na- 
tion's second-largest  cable  system  and 
owned  by  Time  Inc. 

1 980  Completes  the  largest  private 
transaction  in  cable  history  by  selling 
Daniels  Properties  Inc.  to  Newhouse 
Broadcasting  for  $100  million 

1985  Launches  Prime  Ticket  Network, 
a  regional  sports  channel 

1 988  .Announces  merger  of  Prime 
Ticket  and  Home  Sports  Entertainment, 
giving  him  control  of  the  nation's  la: 
regional  sports  network 

DATA.  BW.  COMPANY  REPORTS 


DANIELS:  LINING  UP  NEW  DEALS  TO  "KNOCK  'EM  DEAD  IN  '89' 


ared  into  the  billion-dollar  realm,  big 
all  Street  investment  banks — notably 
organ  Stanley  &  Co. — have  moved  in 
ith  a  vengeance.  So  have  other  special- 
cable  brokers,  BUCh  as  New  York's 
aller  Capital  Corp.,  winch  have  won 
ients  by  offering  sophisticated  finan- 
advice.  In  1988,  for  the  first  time. 

aniels  &  Associates  lost  its  No.  1  rank- 
|g  among  cable-brokerage  firms. 
they've  been  left  in  the  dust,"  sneers 
te  rival.  Hut  "Wild  Bill"  Daniels,  a  for- 
er  Golden  Cloves  champion  of  New 
exioo,  is  lighting  back.  "We'll  knock 
m  dead  in  1989,"  he  vows. 

So  far,  the  new  year  has  been  a  good 


actions.  Daniels  will  easily  win  the  com- 
petition among  specialist  firms  this  year. 
he  boasts.  To  help  meet  that  goal,  he  has 
replaced  departing  veterans  with  a  new 
team  of  brokers  drawn  largely  from 
banking,  formed  a  partnership  with  Salo- 
mon Brothers  Inc.,  and  is  opening  a  New 
York  office  next  month. 

Even  BO,  Daniels  has  little  chance  of 
dominating  the  cable-brokerage  business 
as  he  once  did.  That  helps  explain  his 
other  new  projects.  Six  months  after 
leaving  the  Hetty  Ford  Center,  he  and 
Los  Angeles  Lakers  owner  Jerry  BUSS 
launched  the  Prime  Ticket  Network  in 
Southern    California.    Thanks    to    Buss. 


mobile-communications   industry,   where 
his  deals  include  cellular  and  paging 
terns.  Last  year.  Daniels  did  $320  million 
in  mobile-communication  deals.  His  ties 
to    Salomon,    through    which    he    n. 
money  for  cable  companies  to  relin. 
debt  or  fund  acquisitions  •  Iped 

produce  more  than  $]   billion  of  in\ 
nient  hanking  business  in  1988   '!'!.• 
result:   Despite  the  plunge  in  C 
kerage,    Daniels    handled 
billion  of  total  bus 

Numbers  like  that  would  have  i 
inconceivable  when  Dai 
in  cable  T\    In  19 
out  of  the  Navy,  he 
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phy's  Bar  in  Denver  for  a  corned  beef 
sandwich  and  a  beer.  Inside,  there  was  a 
TV  showing  a  live  prizefight.  It  was  Dan- 
iels' first  glimpse  of  television.  "I 
thought  about  it  all  the  way  to  Casper, 
Wyo.,"  where  he  was  heading  for  an 
insurance  job,  Daniels  says.  Soon  he  was 
organizing  the  nation's  first  microwave 
relay  system  to  transmit  a  TV  signal 
from  Denver  to  Casper,  then  too  small 
to  support  its  own  broadcast  stations, 
and  stringing  cable  to  homes  in  the  city. 

In  the  late  1950s,  as  the  industry's 
only  broker,  he  helped  put  together 
many  of  the  nation's  largest  cable  com- 
panies. "He  was  the  first  guy  to  really 
understand  the  value  of  cable,"  says  in- 
dustry analyst  Paul  Kagan.  By  the  mid- 
1980s,  however,  Daniels  had  begun  to 
slip.  While  he  handled  about  80%  of  all 
cable  deals  through  1983,  his  firm's  mar- 
ket share  among  the  specialists  dropped 
to  47%  for  the  1984-87  period.  Last  year, 
Daniels  did  only  $547  million  in  cable 
brokerage — vs.  Morgan  Stanley's  rough- 
ly $5  billion.  Among  cable  specialists, 
Daniels  tumbled  to  third  place  behind 
Communications  Equity  Associates  Inc. 
and  Waller,  each  of  which  claimed  about 
$1  billion  in  deals  last  year. 
CHILD'S  play.  Over  the  years,  Daniels 
has  made  a  point  of  sharing  his  wealth, 
but  lately  he  has  become  even  more  phil- 
anthropic. His  most  unusual  project,  in 
which  he  has  invested  more  than  $2  mil- 
lion, is  a  bank  for  kids  only.  Since  it  was 
founded  in  1987,  Denver-based  Young 
Americans  Bank  has  already  attracted 
8,000  customers,  all  under  22.  The  idea  is 
to  teach  children  about  finances  and  of- 
fer loans  to  their  small  businesses.  Un- 
fortunately, the  bank  has  lost  about 
$500,000  so  far.  American  Express, 
Sears,  and  others  have  come  up  with  a 
total  of  $2  million  in  interest-free  depos- 
its to  help. 

Daniels  has  also  donated  $10  million  to 
the  University  of  Denver  to  create  what 
Chancellor  Dwight  M.  Smith  calls  a 
"revolutionary  MBA  program"  with  a 
strong  emphasis  on  ethics.  And  at  Dan- 
iels' 20,000^square-foot  Denver  mansion, 
dubbed  Cableland,  charity  events  have 
become  so  frequent  that  just  before 
Christmas,  neighbors  complained  to  city 
zoning  authorities  that  the  fund-raisers 
were  clogging  the  streets.  Daniels  is 
now  using  a  valet  service  to  handle  cars. 

Of  all  Daniels'  new  ventures,  sports 
programming  is  clearly  the  riskiest.  His 
networks  aren't  making  money  yet,  and 
they  all  face  intense  competition  for  ad- 
vertising dollars.  But  in  a  couple  of 
years,  Daniels  promises,  Prime  Ticket 
will  be  profitable.  Wishful  thinking?  Per- 
haps. But  these  days  he  is  brimming 
with  confidence.  After  all,  he  has  al- 
ready fought  his  toughest  battle — at  the 
Betty  Ford  Center. 

By  William  C.  Symonds  in  Denver 
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CAN  MAYTAG  CLEAN  UP 
AROUND  THE  WORLD? 


TheU.S 


appliance  market  is  losing  its  starch 


KRUMM:  HOOVER  GIVES  HIM  A  BRITISH 
NICHE,  BUT  ITS  POSITION  IN  EUROPE  IS  TINY 


For  years  appliance  maker  Maytag 
Corp.  has  led  a  charmed  life.  Its 
washers  and  dryers  enjoy  an  up- 
scale, top-quality  image — cultivated  by 
the  long-running  ads  in  which  a  repair- 
man laments  that  Maytag's  trouble-free 
products  make  him  a  lonely  guy.  The 
respect  consumers  accord  Maytag  is 
enough  to  exasperate  the  hardiest  of 
competitors.  Grumbles  one:  "Their  ma- 
chines cost  the  same  to  make,  break 
down  as  much  as  ours — but  they  get 
$100  more  because  of  the  reputation." 

Yet  lately  even  Maytag's  premium 'im- 
age can't  insulate  the  Newton  (Iowa) 
concern  from  the  effects  of  consolidation 
and  globalization  rippling  through  the 
$11  billion  home-appliance  market.  In- 
deed, Maytag  Chairman  Daniel  J. 
Krumm  actually  found  himself  on  the 


aver 


defensive  last  fall  when  Wall  Street 
mor  mongers  targeted  the  company   iw^oi 
takeover  bait.  s  toy® 

The  response:  Krumm  surprised  inv  *  M*' 
tors  by  proposing  a  $1  billion  acquisiti  i !1 1 :t 
of  Chicago  Pacific  Corp.,  a  maker  of  ;v  iJom 
uum  cleaners  and  other  appliances  w 
$1.4  billion  in  sales.  The  deal,  which  icarry 
expected  to  be  approved  by  shareholde  i  faa? 
on  Jan.  26,  should  be  enough  to  scare  i  wgies  thi 
most  raiders.  Maytag  will  pile  on  $5  »-loadiw 
million  in  new  debt,  doubling  its  tot  lora?  or 
load  to  50%  of  capitalization.  And  this  alter  Hoc 
the  face  of  gloomy  industry  fundame  ranee  and 
tals:  stagnating  U.  S.  appliance  sales,  r  inducts.  I 
ing  raw  material  prices,  and  a  loomh  lid, 
price  war.  It's  no  surprise,  then,  th 
investors  have  beat  the  stock  price  ba<  to  it  rei 


hitch  giant 
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25%,  to  around  20,  since  the  Oct.  24  a 
nouncement  (chart) 

While  Krumm  has  admitted  public 
that  the  deal  is  partly  an  exercise 
raider-proofing,  he  has  also  said  h 
overriding  strategy  is  to  grab  son 
growth  overseas.  Chicago  Pacific  is  bei 
known  for  the  Hoover  vacuums  it  sel 
in  the  U.  S.  and  Europe.  But  it  ate 
makes  washers,  dryers,  and  other  appl 
ances  under  the  Hoover  nameplate — a: 
sells  them  exclusively  in  Europe  an 
Australia. 

transformation.  It  wasn't  that  Ion 
ago  that  Krumm,  who  declined  to  b 
interviewed  for  this  story,  pooh-poohe 
the  notion  of  chasing  business  abroac 
After  all,  Maytag,  the  No.  4  U.  S.  appl 
ance    maker — behind    General    Electrk  nvj 
Whirlpool,  and  Electrolux — has  bee;  more  th; 
transformed  under  Krumm's  leadershi  took  co 
from  a  niche  laundry-equipment  make  Chicago 
into  a  lucrative,  full-line  manufacturer  million. 
After  an  acquisition  spree,  Maytag  bt  fork  ov. 
gan   offering  such   products   as   micro  for  the 
wave  ovens,  electric  ranges,  refrigera  fc 
tors,  and  freezers  sold  under  the  Magi  million. 
Chef,    Jenn-Air,    Norge,    and    Admira  Unusw 
names.   Krumm,  a  deft  marketer,   ha: 
managed  to  juggle  a  total  of  six  appli 
ance    product    lines    and    price    ranges  Lester 
without  cannibalizing  market  share  oi  s 
diluting    the    prestige    of    the    Maytag  menu 
name.  And  while  the  purchase  of  Magi<  I 
Chef  in  1978  has  squeezed  profit  mar 
gins,   the  company   still   boasts   pretax  s 
margins  of  11.4%,  compared  with  an  ap 
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wince -industry  average  01   5™    to  1'  • . 
■  Hut   even    Maytag   is   starting   to   feel 

i  letdown  in  the  U  S.  appliance  mar 
t.  The  company's  19KK  earnings 
jpped  an  estimated  9 ".  to 
n,  on  sales  of  $1.9  bfllion.  Combine 
it  with  the  recenl  wave  of  joint  ven- 
■r  iii'tween  U.S.  and  European  appli 
ce  makers,  and  suddenly  Krumtn  has 
|K>ns  to  turn  internationalist.  As  one 
rytag  director  puts  it:  "Times  change, 
editions  change." 

The  trouble  is,  Hoover's  position  in 
irope  is  tiny.  While  it  boasts  a  strong 
esence  in  Britain  and  Australia,  it  isn't 
big  player  on  the  Continent — where 
e  bulk  of  Europe's  320  million  appli- 
ice  buyers  reside.  Britain  represents 
»out  one-half  of  Hoover  Co.'s  $750  mil- 
»n  in  European  sales,  and  the  unit's 
ajor-appliance  business  is  only  margin- 
ly  profitable.  Since  Hoover  appliances 
>  carry  great  name  recognition  in  Brit- 
n,  Maytag  may  be  able  to  ply  some 
■nergies  there. 

op-loading  nation.'  Yet  building  a  big 
illowing  on  the  Continent  is  another 
atter.  Hoover's  two  plants  there,  in 
ranee  and  Portugal,  produce  vacuum 
•oducts.  Whirlpool  Corp.,  on  the  other 
ind,  picked  up  10  plants  on  the  Conti- 
int  and  some  popular  appliance  lines 
hen  it  recently  took  a  5396  stake  in 
utch  giant  Philips'  appliance  business. 
Maytag  will  essentially  be  introducing 
ew  products  into  new  markets,"  says 
lbert  E.  Turner,  an  analyst  with  Duff 
.  Phelps  Inc. 
That's  certain  to  be  a  struggle,  since 
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Europeans  are  fiercely  loyal  to  domestic 
brands.  British  customers,  long  familiar 
with  Hoover  vacuums,  have  warmed  to 
the  company's  line  of  front-loading 
washing  machines.  "But  you  can't  give 
them  away  in  France,"  gripes  Frank 
Vaughn,  head  of  Chicago  Pacific's  appli- 
ance group.  "The  French  are  a  top-load- 
ing nation." 

Come  1992,  of  course,  the  lifting  of 
trade  barriers  in  Europe  should  open 
markets  and  ease  costs  somewhat.  And 
product  standardization  should  help 
newcomers  into  the  market.  Still,  May- 
tag will  be  up  against  some  entrenched 
European  competitors  such  as  Sweden's 
Electrolux,  the  world's  largest  appliance 


maker,    Gen  and 

Italy1    Merloni  Group  Maytag1 

tk  rival-  aren't    lifting    nil  either   On 
Jan.  18,  General  Electric  Co  announced 
plans  i"  create  joint  venture:-.,  including 
one  in  consumer  appliances,  with  I'm 
sin's  Genera]  Electric  pli  . 

Maytag's     best     immediate     ; 

may  he  in  Australia— one  of 
the  few  foreign  major-appliance  markets 
where  Hoover  has  a  notable  presence. 
Its  refrigerator  plant  in  Melbourne  could 
easily  be  expanded  to  include  Maytag's 
washers  and  dryers.  Says  Chicago  Pacif- 
ic's Vaughn:  "Maytag  could  be  intro- 
duced as  a  top,  premier  line."  True,  but 
the  market  for  major  appliances  in  Aus- 
tralia is  a  mere  $250  million. 

Maytag  did  get  a  profitable  domestic 
vacuum  business  with  Hoover,  but  it 
still  has  plenty  to  worry  about  stateside. 
For  one,  Sears,  Roebuck  &  Co.,  the  na- 
tion's largest  appliance  retailer,  may  set 
off  a  price  war.  It  has  started  selling 
brand-name  appliances  to  win  back  mar- 
ket share  from  super-store  discounters. 
"We're  killing  each  other,  eating  each 
other  like  piranha,"  frets  Joseph  Anlauf, 
head  of  Associated  Volume  Buyers  Inc., 
a  purchasing  group  for  539  retailers 
across  the  U.  S. 

Maytag  has  some  breathing  room.  Its 
30c"f  return  on  equity  is  the  envy  of  the 
business.  Yet  it  will  be  years  before 
Krumm's  overseas  gambit  pays  off,  if 
ever.  In  fact,  when  it  comes  to  Europe,  it 
may  be  the  Maytag  salesman,  not  the 
repairman,  who  gets  lonely. 

By  Brian  Bremner  in  Chicago 


HOW  CHICAGO  PACIFIC  BECAME  A  TANTALIZING  TARGET 


When  Chicago  investor  Lester 
Crown    asked    Harvey    E. 
Kapnick  Jr.  to  head  up  Chi- 
(i  Pacific  Corp.  in  1983,  he  had  a 
novel  request:  Create  a  new  company 
virtually  from  scratch. 

Kapnick  did  just  that — and  in  only 
five  years  made  the  Crown  family 
more  than  $100  million  richer.  When  he 
took  command,  the  Crowns'  stake  in 
Chicago  Pacific  was  worth  only  $17 
million.  With  Maytag  Corp.  prepared  to 
I  fork  over  $1  billion  in  cash  and  stock 
for  the  company,  the  Crowns'  holding 
has  become  worth  as  much  as  $150 
million. 

unusual  choice.  Even  for  the  Crown 
dynasty,  that  is  more  than  pocket 
change.  Their  vast  portfolio,  which 
Lester  oversees,  includes  a  $475  million 
stake  in  General  Dynamics  and  invest- 
ments in  First  Chicago  Corp.  and  the 
Chicago  Bulls. 

Chicago  Pacific  was  not  a  simple  as- 
signment   Having  emerged  from  the 


bankrupt  remains  of  the 
old  Chicago,  Rock  Island 
&  Pacific  rail  company, 
the  new  Chicago  Pacific 
had  no  operating  as- 
sets— only  $204  million 
in  cash  and  some  $140 
million  in  tax  credits. 
And  Kapnick  was  an  un- 
usual choice.  He  had 
served  as  a  director  with 
Lester  and  his  father,  fi- 
nancier Henry  Crown, 
on  the  board  of  GD,  but 
he  had  never  run  an  in- 
dustrial company.  Kap- 
nick had  headed  an  ac- 
counting firm,  Arthur 
Andersen  &  Co.,  and  did  a  short  stint 
as  a  hanker,  serving  as  the  No.  2  man 
at  First  Chicago. 

Kapnick's    biggest    move    was    the 
rquisition  of  Hoover  Co.  fo] 
million.   That    gave    Chicago   Pacific   a 
solid  base  to  launch  its  foray  into  the 


international  appliance 
market.  The  following 
year,  Kapnick  swept  up 
West  German  appliance 
maker  Rowenta  for  $74 
million  and  later  ac- 
quired some  furniture 
makers. 

Kapnick  tripled  capital 
expenditures  and  scored 
big  with  several  product 
innovations.  Hoover's 
handheld  wet  vacuum 
and  new  Elite  upright 
cleaners  have  been  hot 
sellers. 

Kapnick's  dealmaking 
has  helped,  too.  Last 
year  he  sold  off  Rowenta  for  $50  mil- 
lion in  aftertax  profit,  then  used  the 
proceeds  to  pay  down  debt.  That  made 
Chicago  Pacific  a  more  attractive  take- 
over target — pushing  the  company 
right  into  Maytag's  open  arms. 

By  Brian  Bremner  in  Chicago 
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We  support. 


We're  Toshiba.  Toshiba  products. 
Toshiba  people.  Helping  you  get  ahead,  and 
supporting  you  in  many  ways.  With  prod- 
ucts and  people  that  solve  your  business 
problems  today.  And  people  already  working 
on  solutions  for  the  challenges  you'll  face 
tomorrow. 

Designing,  manufacturing,  supporting 
and  servicing  a  full  range  of  office  products. 
Portable  computers,  disk  drives,  printers, 
copiers,  facsimile  and  telephone  systems. 
Products  that  are  flexible  enough  to  grow  as 
your  business  grows,  and  will  make  doing 


business  faster  and  easier  for  years  to  come. 

Behind  those  products  is  something 
just  as  important,  Toshiba  people.  Experts 
who  support  you  in  research,  manufacturing 
and  national  distribution  and  service.  People 
as  committed  to  the  success  of  your  busi- 
ness as  they  are  to  their  own.  People  who 
make  the  Toshiba  difference. 

lb  get  an  even  closer  look  at  our  prod- 
ucts, and  find  out  more  about  how  great  a 
difference  Toshiba  products  and  people  can 
make,  please  call  1-800-527-1557,  and  start 
putting  Toshiba  America  to  work  for  you. 


In  Touch  with  Tomorrow 

TOSHIBA 
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TRANSPORTATION! 


WHY  AMTRAK  WON'T  STOP 
TO  LET  THE  TAXPAYER  OFF 


It  says  it  needs  more  trains — and  more  subsidies  to  buy  them 


It's  full  throttle  at  Amtrak.  The  New 
York-Washington  run  is  so  popular 
that  many  travelers  often  stand. 
Sleeping  berths  for  long-distance  routes 
in  the  West  are  booked  months  in  ad- 
vance. Last  year,  as  air  fares  rose  and 
the  skies  became  more  crowded,  Amtrak 
raked  in  record  revenues  of  $1.1  billion, 
and  ridership,  at  21.5  million,  recorded 
its  biggest  gain  in  years. 

So  now's  the  time  to  uncouple  the  rail- 
road from  its  government  subsidies, 
right?  That's  what  President  Reagan  ar- 
gued for  the  fifth  time  when  he  sought 
no  funds  for  Amtrak  in  the  budget  he 
presented  to  Congress  on  Jan.  9.  Indeed, 
as  the  pressure  to  cut  the  deficit  in- 
creases, Amtrak  is  bound  to  remain  a 
favorite  target  for  conservatives.  Last 
year  a  Presidential  commission  said  that 
Amtrak  should  follow  Consolidated  Rail 
Corp.'s  example  and  learn  the  joys  of 
being  a  private,  self-reliant  company.  Al- 
ready President  Bush  has  said  that  Am- 
trak should  seek  some  private  financing. 


Amtrak  Chairman  W.  Graham  Claytor 
Jr.  hardly  seems  disturbed  at  this  latest 
buffeting.  Sitting  in  his  spacious  office 
with  a  view  of  the  Capitol,  home  of  his 
protectors,  the  76-year-old  railroader 
states  bluntly  that  Amtrak  can't  be 
weaned  from  government  appropriations 
"in  the  foreseeable  future."  Indeed, 
Claytor  is  angling  for  more  funds  so 
that  Amtrak  can  expand. 
powerful  pals.  He  has  financial  and 
political  reality  on  his  side.  The  financial 
reality  is  simple  enough:  Despite  record 
sales,  Amtrak  still  loses  nearly  $600  mil- 
lion a  year  before  subsidies.  To  survive 
as  a  private  company,  the  railroad  would 
probably  have  to  abandon  dozens  of 
routes  and  cut  back  service  on  others. 
Claytor  says  that  would  produce  more 
demand  for  air  travel  than  the  airlines 
could  handle  on  some  popular  routes  in 
California  and  the  Northeast. 

Claytor's  friends  in  Congress  include 
Senator  Frank  R.  Lautenberg  (D-N.  J.), 
chairman  of  the  Senate  appropriations 


subcommitte   that  controls   Amtra 
funding.    Amtrak's    24,000-mile    sys 
runs  through  hundreds  of  congressio 
districts,   and  members   of  Congre 
would  never  risk  taking  the  heat  for  d 
rupting  service.  "There's  no  way  tl 
Congress  will  not  fund  Amtrak,"  says) 
Democratic  Senate  aide. 

Despite  its  plentiful  losses,  Amtr; 
has  been  making  progress.  In  1981,  I 
year  before  Claytor  took  over,  revenu 
covered  only  48%  of  operating  costs, 
increased  maintenance  for  track  and  ro| 
ing  stock,  persuaded  unions  to  ado 
more  realistic  wage  rules,  and  launch 
a  $30  million-a-year  effort  to  market  A: 
trak  to  vacation  and  business  travele 
Now  revenues  cover  70%  of  costs. 
no  hobo.  Yet  for  fiscal  1990,  Cla; 
wants  to  boost  Amtrak's  subsidy 
more  than  10%,  to  $650  million.  Althou 
Amtrak  has  just  ordered  $150  million 
new  locomotives  and  passenger  can 
Claytor  says  he  needs  at  least  $100  m: 
lion  a  year  more  in  capital  spending 
bring  everything  up  to  snuff.  "We  don 
have  the  equipment  to  handle  all  of  i 
passenger  demand,"  he  says.  Amtral 
could  boost  revenues  on  its  Weste 
routes,  for  example,  if  it  had  enoug| 
sleeping  cars  in  the  summer  for  t! 
tourist  trade.  Claytor  plans  an  Amtra 
run  to  Atlantic  City,  the  gambling  mee 
now  served  mostly  by  buses.  And  sue 
states  as  Ohio,  California,  and  Oklahom 
are  clamoring  for  more  Amtrak  servic 

Claytor,  a  former  chairman  of  Sout 
ern  Railway  Co.  who  briefly  .served  ai 
Transportation  Secretary  in  the  Carte: 
Administration,   is   astute  enough  1 
know  he  can't  just  put  his  palm  out.  S 
he  is  pushing  for  changes  to  help  slas 
$100  million  in  costs.  High  on  his  wis 
list  is   getting   Amtrak   employees   e: 
empted  from  the   Railroad   Retiremen 
System,  the  costly  pension  program  foi 
railroad  workers,  and  putting  them  un 
der  Social   Security.   Claytor  estimates 
the  switch  would  save  $45  million  a  year 

With  friends  in  Congress  and  an  ole 
hand  up  front,  Amtrak  probably  can  rest 
assured  that  it  will  continue  to  be  subsi- 
dized.  About  the  only  thing  troubled  tax- 
payers can  do  is  ride  regularly — and  con- 
sole themselves  that  the  government  is 
picking  up  nearly  one-third  of  the  tab. 
By  Seth  Payne  in  Washington 


AMTRAK:  MORE  RIDERS,  FEWER  TAX  DOLLARS 
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FISCAL  YEARS  ENDING  SEPTEMBER  30 
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The  fastest  growing  electrical 

equipment  company  is  hard  at  work  in  half 

of  America's  office  buildings. 


The  name  is  MagneTek.  And 
if  you're  reading  this  in  your  of- 
fice, chances  are  you're  less  than 
10  feet  away  from  a  MagneTek 
product. 

Examples?  I  low  about  light- 
ing ballasts  (over  200,000  in 
the  World  Trade  ( 'enter  alone), 
printer  and  tape  drive  motors,  of- 
fice machine  and  building  power 
transformers,  elevator  drives, 
an  conditioning  motors,  standby 
generators,  or  copier  and  com- 
C 1988  MagneTek,  In< 


puter  power  supplies. 

In  just  four  years,  MagneTek 
has  become  a  significant  factor  in 
America's  business  offices  —  and 
American  business. 

How? 

By  uniting  some  of  the  best- 
known  names  in  the  electrical 
equipment  industry  into  a  grow- 
ing $900  million  corporation. 
And  by  keeping  two  important 
promises:  Make  the  best  electri- 
cal equipment  in  the  world.  And 


treat  our  customers  as  if  they  run 
the  company. 
Because  at  MagneTek,  they  do. 

MM  MagneTek 

lor  more  information,  in 
eluding  J  COW  ot  our  am 
Capabilities  Brochure, 
write  MagneTek,  Ini  , 
mil  Santa  Monica 
Bl\d  .  Los  Angeles, 
i  A 90025  Ores]] 
80O-S41-9997 
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AN  INVISIBLE  WORKPLACE  HAZARD 
GETS  HARDER  TO  IGNORE 


Repetitive  motion  injuries  afflict  more  workers  every  year — and  cost  employers  billions 


Two  years  ago,  several  fingers  on 
Deborah  Tager's  right  hand  went 
numb.  She  struggled  along  using 
only  her  left  hand  and  was  able  to  keep 
working  as  a  features  editor  at  the  Con- 
cord (N.  H.)  Monitor.  Her  job  normally 
required  8  to  12  hours  a  day  of  editing 
on  a  personal  computer.  Soon  she  felt 
better. 

Tager  didn't  think  much  of  the  inci- 
dent— until  it  happened  again  last  year. 
This  time,  the  numbness  wouldn't  go 
away.  Today,  she  has  chronic  pain  in 
both  arms  and  can  no  longer  type.  The 
Monitor  fired  Tager  in  December  and 
refuses  to  comment  on  the  case.  Mean- 
while, Tager,  31,  sits  at  home  collecting 
workers'  compensation,  hoping  she'll  get 
better  so  she  can  look  for  another  job. 
The  pain,  she  says,  feels  "like  sunburn, 
but  inside  the  arms." 

Tager  is  suffering  from  what  doctors 
call  cumulative  trauma  disorder — some- 


ONE  WORKER'S 
STRUGGLE  WITH 
'VDT  DISEASE' 


igh  Field  developed 
carpal  tunnel  syndrome 
using  a  vdt  only  a  few 
hours  a  day.  He  had  sur- 
gery and  no  longer  feels 
any  pain.  But  "I've  no- 
ticed that  1  tend  to  drop 
things,"  says  Field. 


times  dubbed  'VDT  disease.'  Such  injuries 
stem  from  thousands  of  repetitive  move- 
ments. The  result  can  be  painful  nerve 
conditions,  such  as  carpal  tunnel  syn- 
drome, that  debilitate  the  hands  and 
arms  (box).  Because  many  doctors  are 
still  studying  the  relationship  between 
motion  injury  and  work,  no  one  knows 
how  extensive  the  problem  is.  One  sur- 
vey, by  the  Bureau  of  Labor  Statistics, 
shows  that  reported  cases  almost  dou- 
bled in  1987,  to  73,000— making  repeti- 
tive motion  injuries  the  fastest-growing 
occupational  injury  of  the  1980s. 
record  fines.  This  may  be  just  the  be- 
ginning. Widespread  repetitive  motion 
claims  first  appeared  in  Australia  a  de- 
cade ago.  The  country  had  a  near  epi- 
demic by  the  mid-1980s  that  has  affected 
about  3%  of  its  workers.  Some  experts 
think  that  the  U.  S.  already  may  have 
just  as  big  a  problem. 
Vern   Putz   Ander- 


son, chief  of  psychophysiology  at 
National  Institute  for  Occupational  S< 
ty  &  Health  (NIOSH)  in  Cincinnati  e 
mates  that  more  than  5  million  peo] 
or  4%  of  the  work  force,  suffered  fr 
motion  injuries  in  1986.  Soft-tissue  dis 
ders,  which  include  motion  and  back 
juries,  now  account  for  about  30%  of 
workers'    compensation    claims.    Roj 
Stephens,  an  ergonomist  at  the  Occu] 
tional  Safety  &  Health  Administrati 
(OSHA),    predicts    that   this    figure 
reach  50%  by  2000. 

Motion  injuries  are  already  costii 
employers  plenty.  According  to  a  19 
estimate  by  the  American  Academy  1!lHwre 
Orthopedic  Surgeons,  lost  earnings  a  itUB^r 
expenses  for  medical  costs  and  trei  HN(i,IEi 
ment  amount  to  more  than  $27  billii  ™)'t0 
annually.  OSHA  is  also  becoming  aggr<  3n  28  milli 
sive.  It  has  levied  record  fines  again  ^T™ 
Pepperidge  Farm,  IBP,  and  John  Morre  ™ ,()  l' 
In  addition,  these  companies  must  spei  "  {-mW 
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Frequent  bending  of 
the  wrist  causes  ten- 
dons or  tissue  to  swell 
in  the  tunnel  formed  by 
the  carpal  bones  and  the 
ligament.  This  pinches 
the  median  nerve, 
which  gives  feeling  to 
the  hand. 
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CARPAL  BONES 

SOURCE:  JOHN  8.  WINFIELD,  M.D 


REPETITIVE  MOTION  INJURIES 
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Hjions    to    corn-el     these    conditions 

[lltl gh  repetitive  motion  injuries  af- 

ed  workers  long  before  doctors  gave 
ii  a  formal  name,  some  experts  Bee 

•  tulative  trauma  disorder  as  the  first 
Or  postindustrial  illness.  The  actions 

I  p|\ed  often  stem  from  the  use  of  ad- 
eed  technology.  In  industries  such  as 
ttpacking  and  food  processing,  new 

•hines  divide  ii|i  jobs  into  much  small 
tasks  than  a  normal  assembly  line 
ft,  As  a  result,  workers  make  fewer 
ions  more  frequently.  In  the  office, 
SO  display  terminals  make  typing  so 
y  that  some  operators  hit  keys  more 
n  10,000  times  an  hour, 
'ake  l Hi*  Inc.  The  nation's  largest 
itpacker  has  been  a  pioneer  in  "de 
iling."  or  making  jobs  simpler.  But 
,er  an  automation  push  a  few  years 
>,  motion  injury  cases  rose  sharply. 
i  United  Food  &  Commercial  Work- 
,  which  represents  some  IBP  workers, 
nplained  to  OSHA.  The  agency  then  hit 
■  with  $5.7  million  in  fines.  As  a  result, 

•  signed  an  agreement  with  the  new 
conduct   a   three-year  research   pro- 

im  to  reduce  motion  injuries.  In  re- 
•n.  OSHA  cut  the  fines  to  $975,000.  IBP 
il  spend  "easily  $1  million  or  $2  mil- 
i"  to  correct  the  problems,  says  Exec- 
ve  V  ice-President  Maurice  L.  McGill. 
aiming  need.  Most  motion  injury  cases 
i  likely  to  come  in  offices,  where  more 
an  28  million  people  work  at  VDTs.  Us- 
,r  typewriters,  employees  took  periodic 
eaks  to  change  the  paper  or  the  rib- 
in.  Computers  need  no  such  tending, 
d  they  make  it  easy  for  managers  to 
aasure  productivity.  As  a  result,  many 
irkers,  such  as  insurance-claims  pro- 
ssors,  are  pressured  to  spend  hours  at 
terminal  without  a  break.  "Maybe 
're  creating  a  job  atmosphere  where 
ere  is  not  enough  recuperating  time 
|  the  body,"  says  Sharon  Danann,  re- 
arch  director  of  !)  to  5,  the  National 
ssociation  of  Working  Women. 
Poor  design  and  lack  of  awareness  ag- 
Avate  the  problem.  Employees  rwisl 
trained  to  use  keyboards,  chairs, 
•sks,  and  lights  that  minimize  stressful 
ovement.  These  ergonomic  issues  fig- 
red  in  a  spate  of  motion  injury  cases  at 
S  West  Communications,  a  unit  of 
S.  West  formerly  called  Mountain 
If  Its  500  directory  assistance  opera 
>rs  look  up  phone  numbers  all  day  by 
,'ping  names  into  a  computer.  From 
0  1988,  Hit'  operators  tiled  re- 
etitive  injury  claims.  Management  or- 
Wed  new  computers,  chairs,  lighting, 
Od  desks.  That  cut  the  number  of  new 
ises  from  a  peak  of  ITU  in  1985  to  I'.i 
IS1  >car.  The  company  says  il  has  spent 
bout  .-hi   million  nn  tin-  changes. 

Despite    the    number   of   cases,    re- 
earchers  don't  know  much  about  repeti 

ive  motion    The  causes  of  such   injuries 
.re  subtle,  and  not  all  doctors  make  the 


WHAT  SUFFERERS  CAN  DO 
ABOUT  THAT  PAIN  IN  THE  WRIST 


o  you  ever  wake  up  m  the  mid 
(die  Of  the  DJghl  with  a  burning 
or  painful  tingling  in  your 
hand''  (let  shooting  pains  up  your  arm 
when  you  type?  If  bo,  you  may  be  ex 
periencing  the  first  signs  of  carpal  tun- 
nel syndrome — one  of  the  most  serious 
repetitive  motion  injuries. 

This  condition  can  strike  meat  cut- 
ters, violinists,  and  typ- 
ists. The  common  denomi- 
nator: fast,  repetitive 
motions  that  strain  the 
tendons  of  the  wrist  and 
arm.  This  can  cause  the 
tendons  that  control  the 
hand  and  fingers  to 
swell.  The  swelling 
crimps  the  median  nerve 
in  the  carpal  tunnel, 
where  it  and  the  tendons 
pass  through  the  wrist. 
The  median  nerve  pro- 
vides feeling  to  the  hand. 

Unless  you  take  steps 
to  prevent  further  dam- 
age, things  will  get 
worse.  Pain  from  the 
compressed  nerve  can 
travel  to  the  shoulders, 
neck,  and  upper  back. 
Carpal  tunnel  syndrome 
sufferers  also  have  trou- 
ble picking  up  small  ob- 
jects such  as  pins. 
piano  lesson.  There  are 
ways  to  keep  your  hands  healthy.  If 
you  use  a  keyboard,  the  best  defense  is 
practicing  what  piano  teachers  have 
been  preaching  for  years:  Never  rest 
your  palms  on  it.  To  keep  your  hands 
in  the  right  postion  you  might  buy  a 
wrist  pad — a  thick  vinyl  roll  that  costs 
about  $30  and  runs  along  the  lower 
edge  of  the  keyboard.  Also,  adjust  the 
height  of  your  chair  and  keyboard  so 


A  SPLINT  CUTS  PRESSURE 
ON  THE  MEDIAN  NERVE 


connection  between  symptoms  and  work 
environments.  Some  victims  say  that 
they're  told  their  problem  is  psychoso- 
matic. Tager,  for  example,  went  to  eight 
doctors,  including  a  psychiatrist,  until 
she  found  one  who  could  help.  Such  atti- 
tudes make  life  even  worse  for  sufferers 
who  are  already  upset  that  they  can't 
work.  They  also  lead  employers  to  think 
that  workers  are  malingering. 

Furthermore,  workers  can  develop  re- 
petitive motion  disorders  even  when 
they're  not  chained  to  the  keyboard. 
Hugh  Field,  a  data  analyst  at  the  Massa- 
chusetts  Department  of  Public  Welfare. 

developed   carpal   tunnel   syndrome    in 

L985  using  a  \  DT  only  a  few  hours  a  day. 


your  elDOWS  are  bent  at  roughly  a  90 

angle.  Tilt  the  keyboard  slight- 
ly BO  I'  doesn't  lie  flat  in  front  of  you. 
Gel  up  frequently.  Dr.  Linda  Morse, 
r  of  occupational  medicine  at 
San  Jose's  Valley  Health  Center,  rec- 
ommends taking  a  break  every  hour  or 
so  and  stretching  the  back,  neck,  arms, 
hands,  and  wrists. 

If  your  fingers  are  al- 
ready tingling,  doctors 
can  detect  early  carpal 
tunnel  damage  with  a  vi- 
brometer,  which  mea- 
sures how  sensitive  the 
fingers  are  to  vibration. 
Other  tests  include  grip 
and  pinch  tests  that 
check  motor  strength. 

After  diagnosis,  you 
may  get  a  combination  of 
therapies.  These  include 
icing  the  hands  and 
wrists,  rest,  variation  of 
work  activities,  and  anti- 
inflammatory drugs  such 
as  aspirin  and  ibuprofen. 
Some  people  need  a  wrist 
or  hand  splint  to  limit  the 
nerve-compressing  mo- 
tion. If  the  pain  contin- 
ues, says  Steven  Stuchin, 
a  hand  surgeon  at  New 
York's  Hospital  for  Joint 
Diseases,  steroid  shots  in 
the  wrist  will  reduce 
swelling.  In  severe  cases  surgeons  will 
cut  the  carpal  ligament  to  ease  pres- 
sure on  the  nerve. 

Repetitive  motion  injuries  often  go 
away  if  you  catch  them  early.  If  you 
don't,  they  may  require  months  or 
even  years  of  treatment.  To  be  safe, 
see  a  doctor  within  a  week  or  two  after 
you  first  think  you  feel  symptoms. 
By  Naomi  Freundlich  in  New  York 


Field  had  surgery  and  no  longer  feels 
the  pain  that  at  times  was  so  acute  it 
nauseated  him.  But  he's  not  totally 
cured.  "I've  noticed  that  I  tend  to  drop 
things  a  little  more,"  he  says. 

In  some  ways,  repetitive  motion  disor- 
ders resemble  lung  cancer  in  the  1950s. 
Before  scientists  learned  that  cigarette 
smoke  is  carcinogenic,  feu  people  relat- 
ed smoking  to  lung  cancer  Similarly, 
many  doctors  today  are  just  begim 
to  realize  that  work  can  cause  nerv< 
orders.    Until    the    link    b<  more 

widely  recognized,  workers  ai  d  em] 
era  face  massive  pain  and  .  •    ■ 

By  Maria  Mallory  in  Cleveland  and  Ha- 
;>■/  Bradford  i»  Washingi 
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WAR  OF  THE  WORLDS 
NABBED  7%  OF  VIEWERS 


TELEVISION  I 


FRIDAY  THE  I3TH: 
SCARY  FARE  SELLS  WELL 


ARSENIO  HALL 
STIRS  UP  LATE-NIGHT  TV 


STAR  TREtCi  SUCCESS 
WORRIES  THE  BIG  THREE 
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HOW  PARAMOUNT  IS 
BLITZING  THE  NETWORKS 


The  king  of  prime-time  syndication  will  run  its  own  stations 


Paramount  Pictures  Corp.  was  the 
perfect  host  for  owners  of  inde- 
pendent television  stations  when 
they  partied  in  Los  Angeles  in  January. 
The  executives  were  celebrating  a  mile- 
stone: In  the  November  ratings  sweeps, 
for  the  first  time  ever,  the  independents 
beat  out  a  Big  Three  network — CBS — for 
prime-time  viewers.  The  stations 
couldn't  have  done  it  without  Para- 
mount's  help. 

Since  1987  the  Gulf  &  Western  Inc. 
unit  has  led  the  independents'  charge  by 
producing  and  selling  slick  dramas  that 
can  air  in  prime  time.  The  studio's  big- 
gest hit,  Star  Trek:  The  Next  Genera- 
tion, cracked  the  market  open.  Para- 
mount followed  with  two  other 
adventure  series,  War  of  the  Worlds 
and  Friday  the  13th.  This  month,  Para- 
mount added  late-night  fare  by  introduc- 
ing The  Arsenio  Hall  Show.  Paramount 
also  hopes  to  produce  and  syndicate  a  TV 
movie  that  could  feature  superstar  Ed- 
die Murphy. 

Does  Paramount  have  even  bolder 
plans?  Apparently  so.  On  Jan.  17  the 
studio  announced  an  agreement  in  prin- 
ciple that  could  allow  it  to  run  the  five 
independent  stations  owned  by  tvx 
Broadcast  Group  Inc.  The  stations  reach 
10%  of  the  nation,  including  four  of  the 
top-10  markets:  Philadelphia,  Washing- 
ton, Houston,  and  Dallas.  Paramount's 
expansion  could  also  complement  Rupert 
Murdoch's  plans  to  turn  20th  Century- 


Fox  Film  Corp.  into  a  fourth  network. 
The  TVX  stations  are  Fox's  major  affili- 
ate group,  and  Paramount  could  easily 
fill  gaps  in  Murdoch's  schedule. 

The  TVX  deal  also  comes  with  a  bar- 
gain price  tag.  Paramount  will  stretch 
out  TVX's  payments  for  syndicated  pro- 
grams and  will  pay  $10  million.  In  return 
it  gets  49%  of  a  partnership  with  Salo- 
mon Brothers  Inc.,  which  owns  79%  of 
the  stations'  equity.  Paramount  has  four 
years  to  decide  whether  it  will  buy  Salo- 
mon's shares — possibly  for  less  than  Sa- 
lomon's $140  million  investment. 

The  TVX  stations  will  turn  Paramount 
into  a  major  force  in  independent  televi- 
sion. Its  power  could  be  awesome  if  the 
studio  develops  closer  ties  with  Tribune 
Co.,  whose  six  stations  in  cities  such  as 
New  York,  Los  Angeles,  and  Chicago 


WHO'S  ON  FIRST-RUN 


Syndicators  deal  largely  in  reruns.  But  first-run 
programming  is  a  growing  part  of  the  business. 

Hours  distributed    Hours  produced 

(per  week)           (per  week) 

PARAMOUNT                      16.5 

11.5 

LORIMAR-TELEPICTURES  15.0 

10.0 

KING  WORLD                     13.0 

2.5 

DISNEY                              10.5 

8.0 

MULTIMEDIA                         7.5 

7.5 

"Figures  based  on  Hie  100  mosl-watched  syndicated  programs 
DATA:  BW 


complement  TVX  perfectly.   There's 
ready  plenty  of  good  feeling:  Paramou 
distributes   the   Tribune-produced    G( 
aldo  and  will  offer  its  planned  The  Jo< 
Rivers  Show. 

Paramount  has  already  shown  a  w 
ingness  to  take  on  the  networks  in  prirf1' 
time.  Most  syndicators  are  reluctant 
do  so  because  high-quality  shows  ; 


it-Vei 


[Si 


costly  and  the  odds  for  success  are  lo1  &  W " 
So  with  the  exception  of  Murdoch's  20  sv  insist  it 
Century-Fox — which  is  building  i  'Wmi 
fledgling  network — syndicators  sti<  fe-  The  st 
with  such  inexpensive  programs  as  s:  '^nm 
corns  and  game  or  talk  shows.  The* ,s '")  tl 
usually  are  shown  right  before  prirr  w  sells 
time,  when  network  affiliates  and  ind '  pves 
pendent  stations  have  slots  to  fill.  1.  A  30-se 
GOLDEN  oldies.  Paramount,  howeve  P.  The 
thinks  bigger.  The  studio  is  large  ai  S.viewer 
profitable — and  it  knows  how  to  chuj  fidaldiff 

out  hits.   Paramount  makes  such  ne  ^ » 

work  successes  as  Family  Ties,  Cheen  femom 
MacGyver,  and  Dear  John.  The  studi «'  /  r 
also  has  a  long  track  record  in  syndics 6  studio 
tion:  It  sells  reruns  of  older  shows  sue  Ws,  h 
as  Taxi  and  Happy  Days.  Paramount'"' 
also  produces  a  popular  nonprime-tim<  ft  lares 
first-run  show,  Entertainment  Tonighx  Mjht  I 

The  studio's  syndication  activities  gei'TCisl 
erated  operating  income  of  more  tha  &t  \\ 
$100  million  in  1988,  according  to  Janne  ihttrai 
Montgomery  Scott  Inc.  Most  of  tha'l^-i 
came  from  selling  reruns  of  Cheers  an<  Half  ft 
Family  Ties.  But  to  collect  the  needec  1  net 
episodes  to  sell,  a  show  must  run  for  a  fc  th; 
least  three  years — which  puts  the  net  ^  ithei 
work  in  control  of  a  studio's  destiny  n ; ; , 
With  Star  Trek,  no  one  outsider  can  pul  » 
the  plug.  'f 

Such  aggressiveness  has  made  Para It 
mount  a  leader  in  the  $1  billion-a-year  a(  »t!' 
market  for  nationally  syndicated  showsk  ; 
This  year,  analysts  project,  Paramount^ 
shows  could  make  up  about  209!  of  the 
overall  national  market.  Profits  should^ 
hit  $3  million  and  will  grow  as  the  studio 
depreciates  startup  costs. 
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iramount'a  success  comes  al  a  time 

g   miir  competitor   are  having  trou 

Too  many  producers  and  distribu 

entered  the  business  in  the  mid 

,  when  swarms  of  new  independent 
ons  were  eager  to  buy  program- 
*.  A  shakeoul  among  those  stations 
i87  ended  the  period  of  easy  growth 

syndication.     Meanwhile,    advertisers 

Dted  a  tougher  line:  Saatchi  &  Saat- 
Advertising   Inc.   says   ad   rates   for 
licated  shows  will  grow  about  lu 
year,  compared  with  a  20     incn 

.sip  co-round.  Syndicators  also  have 
id  audiences  to  be  fickle.  Viewers 
n  to  have  had  their  fill  of  light  infor- 
.ion  or  entertainment  shows  such  as 
Today:  The  Television  Show.  Con- 
7  to  George  Bush's  plea  for  a  kinder, 
tier  nation,  TV  viewers  are  opting  for 
iner,  harsher  fare  such  as  The  Mor- 
Downey  Jr.  Show  and  Fox's  Ameri- 
Most  Wanted  (box).  In  keeping  with 
mood,  Paramount  will  enter  the 
wded  field  of  tabloid  TV  shows  in  the 
with — what  else? — Tabloid.  The 
tit-year-old  Entertainment  Tonight, 
anwhile,  has  improved  ratings  by  air- 
more  investigative  stories, 
is  for  Star  Trek,  Paramount  execu- 
s  hope  it  will  live  long  and  prosper: 
iy  insist  they're  already  making  back 
ir  $1.3  million-per-episode  production 
its.  The  studio  sells  the  new  series  on 
Bocassette  in  Europe.  And  235  sta- 
is  buy  the  show  in  the  U.  S.  Para- 
unt  sells  seven  minutes  of  ad  time 
1  gives  the  stations  five  minutes  to 
1.  A  30-second  spot  can  go  for  about 
i,000.  The  show  lures  about  11%  of  all 
S.  viewers — impressive  for  a  program 
ed  at  different  times  in  different  cities 
.h  no  network  promotion. 
Paramount  hopes  its  success  with 
ir  Trek  and  the  link  with  TVX  will  help 
i  studio  broaden  its  base.  After  slow 
|irts,  War  of  the  Worlds  now  attracts 
out  7  of  all  viewers  while  Friday  the 
th  lures  5.5" ; .  And  Arsenio  Hall's  new 
IB-night  talk  show,  which  is  shown  on 
i  TVX  stations,  seems  off  to  a  strong 
hi  At  the  end  of  his  second  week, 
ill  attracted  1.2  of  viewers,  tying  The 
't  Sajak  Shouts  debut  week  on  ens. 
Half  the  battle  in  syndication  is  get- 
ig  new  shows  on  the  air.  Paramount 
|6S  that  well  now.  Broadcasters  don't 
im  the  door  on  a  company  that  carries 
many  hits.  What's  more,  the  TVX  sta- 
>ns  now  offer  a  natural  outlet  for  all  of 
iramount's  wares. 

It's  risky  to  challenge  the  Big  Three, 
it  Paramount  isn't  terribly  worried.  To 

traphrase   the   mission   of  Star   Trek's 

arahip  Enterprise,  the  studio  seems 

spared  to  boldly  go  where   few  syndi- 
itors  have  gone  before. 

By  Ronald  Grover  m  Los  Angeles  and 
avid  Lieberman  in  New  York 


TV'S  NEW  WISDOM:  THE  WORSE  THE  SHOW, 
THE  BETTER  THE  RATIHGS 


In  Hollywood,  they  have  long  sus- 
pected  where  television  is  really 
heading.  A  197.")  film,  Rollerhull, 
showed  TV  viewers  cheering  as  roller- 
skating  competitors  battled  to  the 
death.  A  decade  later,  Arnold  Schwar- 
zenegger's character  in  The  Running 
Man  attracted  huge  ratings  by  killing 
an  ex-convict  with  a  chainsaw  on  TV. 

Programmers  aren't  ready  for  that 
much  gore — at  least  not  yet 
But  several  new  syndi- 
cated shows  scheduled 
for  this  fall  take  TV 
farther  along  the  road 
to  mayhem.  Get  ready 
for  "Crash  TV,"  where 
scantily  clad  roller 
skaters  leap  over  alli- 
gator pits,  combatants 
club  each  other  off 
platforms,  and  contes- 
tants race  through 
open  fields  ducking 
fire  from  a  laser  gun. 

'OUTRAGEOUS.'      With 

such  shows,  TV  station 
owners  want  to  avoid 
strafing  from   fickle 
viewers    who    can 
fearlessly   zap   bor- 
ing   programs    with 
one    flick    of    a    re- 
mote-control  button. 
"The   game   now   is 
to    catch    the    eye    of 
the  viewer  and  make 
him    stop    and    watch 
the  shows,"  says  John 
A.  Rohr,  vice-president 
of     Blair    Television 
Co.,    which    sells    ads 
for  TV  stations.   "And 
the    more    outrageous 
the  programs  are,  the 


ROUERGAMES: 
FLASH  ON  WHEELS 


better  they  seem  to  do." 

Even  outrageous  programming  is  of- 
ten too  tame  for  the  audience  that 
Crash  TV  shows  hope  to  attract:  teen- 
agers. Producers  want  the  bizarre 
shows  to  develop  cult  followings.  "If 
you  must  reach  teens,  you  must  get 
involved  with  those  shows,"  says  Ke- 
vin G.  Brown,  who  follows  syndication 
for  Saatchi  &  Saatchi  Advertising  Inc. 

Rollergames  is  the  most  expensive 
of  the  new  offerings.  Like  old  Roller 
Derby  shows,  the  production  from  Qin- 
tex  Entertainment  Inc.  will  feature  pro 
racing  teams.  But  in  the  new,  rougher 
version,  teams  will  carry  names  such 
as  The  Violators,  with  skaters  dressed 
as  thugs,  prostitutes,  and  punks. 


For  added  thrills,  QintO  is  building 
lal  roller  rink  that  requires  skat- 
ers to  jump  obstacles  such  as  a  pit 
filled  with  live  alligators.  "People  want 
excitement,  maybe  a  little  danger," 
says  Mort  Marcus,  executive  vice-presi- 
dent at  Qintex.  But  not  to  worry: 
Sheets  of  plexiglass  will  protect  the 
skaters  from  the  alligators.  "We're  not 
crazy,"  says  Marcus.  The  show  will 
also  feature  rock  bands  at  halftime. 

Qintex  faces  compe- 
tition from  Samuel 
Goldwyn  Co.'s  Ameri- 
can Gladiators.  The 
program  pits  former 
athletes  dressed  as 
space-age  warriors 
against  civilians  who 
complete  a  two-week 
gladiator  training  pro- 
gram. The  gladiator 
challenges  range  from 
sumo  wrestling  to  a 
contest  in  which  play- 
ers smash  each  other 
against  walls  while 
hanging  from  a  rope. 
In  another  game  play- 
ers club  each  other  off 
a  10-foot-high  plat- 
form. Is  there  risk  in- 
volved? "Sure  there's 
a  risk,"  says  Richard 
H.  Askin,  president  of 
Samuel  Goldwyn  Tele- 
vision. "It's  also  a  risk 
when  a  running  back 
crashes  into  a  300- 
pound  lineman." 
skydiving.  Contes- 
tants face  more  space- 
age  dangers  in  Fries 
Entertainment  Co.'s 
Interceptor.    During 


AMERICAN  GLADIATORS 
WILL  LIONS  BE  NEXT? 


this  game,  players — possibly  including 
celebrities — will  jump  from  helicopters 
in  deserted  places  and  race  to  collect  a 
treasure.  Grimly  dressed  villains  with 
laser  guns  will  try  to  stop  them. 

Station  managers  seem  eager  to  try- 
all  this  new  violence.  Armed  with  only 
a  blurred,  six-minute  promotional  vid- 
eotape, Fries  has  already  sold  a  prime- 
time  special  of  Interceptors  to  stations 
that  reach  more  than  5W  of  the  na- 
tion's viewers.  Qintex  has  sold  Roller- 
games  to  stations  that  reach  more 
than  70^  of  U.  S.  viewers. 

If  kids  like  what  they  see.  it  won't  be 
long  before  other  Hollywood  producers 
scramble  to  turn  Crash  into  cash. 

By  Ronald  Grover  in  Los  Angeles 
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How  to  pick  aiffi 
when  everyone  iik 

Let's  face  it.  Being  chosen  to  choose  machines  f<nthe| 
the  office  is  not  always  an  honor.  Everybody  in  the  ptac  wise.  W 
has  his  own  set  of  priorities,  and  you're  elected  referei  Whey 
The  problem  is,  everyone  also  gets  to  second-guess  th  No  one 
referee.  i  technol 

Which  means  that  when  you're  shopping  for  offic  Ktmou 
typewriters,  printers,  shredders  or  facsimiles,  you  bett«  ate relig 
arm  yourself  with  a  strategy  you  can  defend. 

So  here's  a  strategy:  Go  for  good  engineering.  Ca  In  ever 
up  your  AEG  Olympia  dealer  (if  you  don't  have  hisrbrani 
number,  call  our  800  number  below)  and  ask  him  for  ifc^ 
demonstration.  He'll  show  you  the  state  of  the  art  in  foi  it;^. 
facsimiles,  eight  printers,  thirteen  shredders,  two  wor  5 
processors  or  ten  sophisticated  typewriters  with  feature 


1 


ff ice  machine 
;he  office  is  picky 


h  the  IBMs  don't  have  (which  should  not  come  as  a 
>rise.  We  were  making  electronic  typewriters  long 
l>re  they  were). 

i  No  one  can  argue  with  the  choice.  The  design 
technology  of  these  machines  is  known  worldwide, 
ict,  in  our  native  Germany,  where  technology  is  almost 
late  religion,  AEG  Olympia  is  number  one  in  business 
;hines. 

I  In  every  category  they  offer  a  range  of  features  few 
fn  brands  can  match.  Yet  they're  so  well  made,  so 
y  to  use  and  give  you  so  much  valuefor  the  money, 
money-minder  in  the  store  will  think  there's  a  sale  on. 
So  if  you're  chosen  to  be  the  chooser  in  your  office, 
't  panic.  Call  us  at  1-800-999-6872  for  the  name  of 


your  nearest  dealer.  Or  write  to  AEG  Olympia 
Incorporated,  3140  Route  22,  Box  22,  Somerville,  NJ 
08876-0022.  We'll  give  you  a  machine  even  the 
nitpickers  can't  pick  on  you  for. 

Where  technology  counts, 
business  counts  on  us. 


AEG 
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Planning 


PENNIES-A-DAY'  INSURANCE 
PROBABLY  ISN'T  WORTH  IT 


:■. 


I  \r 


m 


health,  he  can  cover  it  by  f 
chasing  $100,000  worth  ofi 
dinary  term  insurance  for  : 
prisingly  little  at  savi: 
banks.  The  first-year  pw  l[  ' 
um  is  just  $117  for  acco  ' 
holders  at  New  York's  \ 
coin  Savings  Bank.  But  if 
same  individual  buys  enoi 
mortgage  insurance  to  co 
his  mortgage,  the  pre 
um  the  first  year 
about  $650. 

Why  the  differen 
Ordinary  term  ins 
ance  pays  a  speci 
amount,  $100,000,  s  Areh 
upon  death,  and  the  ;  iW  pureha; 
nual  premium  to  ren  s  as  mucl 
the  policy  each  year  wility  p< 
creases  as  you  get  o  rc  a  tiorr 
er.  At  65,  our  borrow  tgage « 
might  have  to  peas  part 
$2,500  or  more  for  \'-hnu 
other  year  of  $100,0  "protect 
protection.  With  mo  use  or  fat 
gage  insurance,  the  si  blende 
of  the  death  benefit  <  *  a 
creases  each  year  in  li  re  readi 
with  principal  still  owe  i  increase 
But  the  premiums  sti  urate,  c 
the  same,  $650  in  tl  purchas 
case.  That's  because  tl  pilar  ten 
annual  amount  repr  Wai 
sents  an  average  of  i  ^  the 
premiums  to  be  pa  ibenefici 
throughout  the  life  toother 
the  loan,  so  the  borro'  aura  t 
er  pays  the  sanjveraft; 
amount  each  year  for  liability 
years.  The  cost  is  usue  B  :> 
ly  divided  by  12  ar  ntinue? 
lumped  in  with  th») 
monthly  payment  for  ii  lei 
terest  and  principal,  a  Mi 
lowing  a  "pennies  per  day« 
claim.  ti 

For  most  borrowers,  takin  typical 
a  renewable  term  policy  is   *i 
better  move  than  signing  u  a 
for    mortgage    insurance-  0 
even  with  the  rising  cost  of 
term  coverage  factored  in. 
decade  or  more  can  pass  b 
fore  the  premium  on  the  tern 


The  way  the  insurance  in- 
dustry tells  it,  you  can 
never  have  enough — life 
insurance  or  health  insurance. 
Automobile,  property,  and  li- 
ability coverage.  Protection 
for  lost  baggage  or  credit 
cards  or  cancellation  of  a  trip. 
And  on  and  on.  It  may  be 
hard  to  resist  a  barrage  of 
ads  and  direct-mail 
pitches  that  say:  "All 
this  protection  for  your- 
self and  your  loved 
ones — just  pennies  a 
day!" 

It's  difficult  to  argue 
with  the  sentiment,  as 
difficult,  in  fact,  as 
gauging  how  much  in- 
surance you  really  need. 
But  there's  no  doubt 
that  many  of  the  more 
specialized  forms  of  pro- 
tection, such  as  "credit 
life"  and  travel  accident 
coverage,  are  often 
merely  high-priced  vari- 
ations on  good,  old-fash- 
ioned, term  insurance. 

"It's  beyond  me  why 
people  buy  coverage 
that  is  largely  unneces- 
sary in  the  first  place 
and  almost  always  can 
be  bought  more  cheaply 
if  the  fancy  names  are 
eliminated,"  says  Ar- 
thur Milton,  a  New 
York  City  insurance  bro- 
ker. His  advice:  "Buy 
term  and  invest  the 
money  saved." 
poor  risk.  It's  possible 
to  save  time  as  well  as 
money  by  staying  on  top  of 
some  of  the  basic  costs  and 
drawbacks  of  any  auxiliary  in- 
surance you  hear  about.  Typi- 
cally, most  such  insurance 
plans  involve  group  rates, 
where  everyone  pays  the 
same  premium. 

A  group  rate  can  be  benefi- 
cial if  you  are  a  poor  insur- 


ance risk.  But  if  not,  it's  fre- 
quently less  expensive  to  look 
elsewhere  for  an  individual 
rate  on  the  protection  you 
need — once  you're  convinced 
you  really  need  it.  Suppose  a 
lender  suggests  that  you  sign 
up  for  mortgage  insurance  or 
credit  life  insurance?  Both  are 
basically  a  type  of  coverage 


your  spouse,  the  lender  also 
gets  protected.  In  addition, 
the  lender  collects  a  commis- 
sion from  the  insurance  com- 
pany for  making  the  sale. 
And  a  lender  who  gets  a  per- 
centage of  premiums  might 
have  little  concern  about  of- 
fering the  lowest-priced  cover- 
age available  among  compet- 


MORTGAGE 

It  makes  sense  for  most  people  to  cover  their  mortgage  loan 
payments  with  a  renewable  term  policy 


known  as  "decreasing  term." 
That  is,  the  amount  the  insur- 
er agrees  to  pay  in  case  of 
death  gets  smaller  each  year, 
matching  the  loan  balance 
that  remains  if  you  die  before 
the  debt  is  satisfied. 

While  the  sales  approach  in 
such  cases  usually  highlights 
the    protection    provided    for 


ing  insurers.  "In  any  event," 
contends  a  critical  Milton, 
"the  coverage  can  cost  you 
from  4  to  10  •  times  normal 
term  insurance  rates." 
better  off?  As  an  example 
of  the  cost  differences,  let's 
take  a  40-year-old  nonsmoking 
male  with  a  new,  25-year 
$100,000   mortgage.    In   good 


the  sai 
ear-old  m; 

nice  e 
Id  run  roil 
The  ss 


:, 


- 
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PERSONAL  BUSINE 


0  y  climbs  enough  to 
>i  ilv  equal  the  annual  cost 
Ine   mortgage    insurance. 

1  by  then  another  option 

■  ■*:  You  might  cut  your  in- 
u-  ice  costs  by  buying  a 
i6  regular  term  policy  with 

taller  death   benefit — one 
IS  large  enough 
over   the   re- 
ting       mort- 
balance. 
edit  life  in- 
nce      works 
the    same 
A    typical 
ies-per-day 
at   a   credit 
n       charges 
a  month  per 
$100    out- 
ding     on     a 
i  i.  If  the  same 

■  fear-old  male 
rows  $25,000 
a  year,  the  in- 

Aince         cost 
fid  run  rough- 
so    The  same 


industry  argues  that  it  has 
good  reason  for  charging 
more  for  such  coverage:  I'ay 
ing  a  death  benefit  is  a  one 
time  proposition  that  usually 
follows  a  long  period  of  pre- 
mium payments,  while  disabil- 
ity  benefits   can    stretch   out 


SPECIFIC   ILLNESS 

One  disease  can  lead  to  another,  so 
get  full  medical  insurance  first 


VII 


mditure  for  ordinary  term 
ild  purchase  two  or  three 
es  as  much  coverage. 
vbility  pay.  No  laws  re 
•e  a  borrower  to  accept 
"tgage  or  credit  life  insur- 
e  as  part  of  a  loan  pack- 
.  If  you  want  the  addition- 
"protection"    for    your 

jjuse  or  family,  or  if  you  be- 
e  a  lender  will 

( I  vide    a    loan 
fre    readily    if 
increase  your 

t  .trance,  consid- 
purchasing    a 
'ular  term  poli- 
You  can  even 
ke   the    lender 
beneficiary. 
Vnother   high- 
•mium  type  of 
rerage;  credit 
ability    insur- 
es.   Usually    it 
Dtinues     your 
n  payments  to 
lender    if    you 

come  disabled. 
.rrow  $25,000 
•  a  year,  say,  in 
typical  credit  union  plan, 
d  you  would  paj  a  premium 
about  $222. 

Compared   with   life   insur- 
ce  premiums,   the  cost  of 
lability  coverage  that  pays 
■  a    monthlj    benefits 
em  high.  But  the  insurance 


over  many  years  and  exceed  a 
onetime  death  benefit. 

But  hold  on:  Data  from 
Monarch  Life  Insurance  Co., 
which  specializes  in  disability 
income  insurance,  says  that 
only  19  people  out  of  each 
1,000  are  disabled  for  a  period 
of  more  than  90  days  during  a 
particular  year.  And  the  Life 


CREDIT  SAFEGUARD 

Before  paying  for  it,  check  whether 
you  have  free  theft  protection 


Insurance  Marketing  &  Re- 
search Assn.  cites  statistics 
that  show  at  age  It),  only  one 
person  in  1,000  will  suffer 
permanent  disability;   even  at 

age  60,  it's  onlj  10  per  1,000. 

Think  those  minuscule  num- 
bers are  still  too  high'.'  Or  are 


you  self-employed  or  fi  el  thai 
your   employer'  |   disabUitj    m 

come  plan  is  insufficient? 
There  are  ways  to  reduce  the 
cost  of  extra  disability 

age,  Before  purchasing  a  poll 

cy,  check  whether  any  of  your 

credit  card  suppliers  offer 
free  benefits.  (American  Ex- 
press' Corporate  Card,  for  in- 
stance, provides  lump  sum 
benefits  of  $10,000  to  $50,000 
for  small  business  owners, 
and  the  card's  $45  annual  fee 
is  tax-deductible.) 

Also,  the  longer  the  period 
before  the  insurer  begins  pay- 
ing benefits,  the  lower  your 
premium:  You  save  about  40% 
if  you  choose  to  wait  six 
months  rather  than  30  days. 
Costs  come  down,  too,  if  you 
pass  up  options  that  provide 


TRAVEL    ACCIDENT 

If  you  use  the  right  credit  card  to  buy 
the  ticket,  you're  already  covered 


extra  benefits  for  such  things 
as  accidental  death  or  partial 
disability,  or  that  increase  in- 
come payments  as  the  cost  of 
living  rises.  And  costs  can  be 
halved  if  you  cover  the  possi- 
bility of  being  disabled  only 
up  to  age  65  rather  than 
throughout  your  lifetime. 

Ext<ra  accident  insurance? 
If  you  travel  often,  there's  an 
appeal  in  deals  that  say  your 
beneficiaries  will  get  $100,000 
if  your  death  is  accidental, 
plus  $100,000  more  if  the  acci- 
dent involves  a  car  or  public 
transportation.  All  for  about 
$10  a  month.  $120  a  year.  But 
don't  let  news  of  plane  crash- 
es and  highway  smashups 
produce  a  "fear  factor"  that 
makes  you  sign— not  when  a 
similar  sum  can  purchase  an 
equivalent  amount  of  term  in- 


uiaiice   lhat    pay     no   matter 

the  cau  te   of  death    Again, 

check  your  credit  card  ..  Mo  i 
premium  card-  provide  free 
travel  m    use 

them  tO  pa;,  for  tick' 
common  carrier-  And  those 
same  card.-,  usually  offer  oth- 
er benefits:  picking  up  the  col 
lision-damage  waiver  that 
you  from  having  to  pay 
for  damage  to  a  rental  car, 
and  giving  protection  if  your 
cards  are  lost  or  stolen  and 
unauthorized  charges  appear 
on  your  accounts. 
'dread  disease.'  Where 
health  insurance  is  concerned, 
even  a  high  group  rate  can 
seem  a  bargain  if  the  solicita- 
tion guarantees  acceptance — 
when  you  are  getting  along  in 
years  and  are  in  relatively- 
poor  health.  Be 
wary,  though,  if 
the  policy's  bene- 
fits are  contin- 
gent on  your  dy- 
ing or  becoming 
ill  from  a  specific 
cause — an  acci- 
dent, cancer,  leu- 
kemia, multiple 
sclerosis,  or  other 
disease. 

"Selling  what 
we  call  'dread  dis- 
ease' insurance 
began  back  in  the 
1930s  when  ev- 
eryone feared  po- 
lio," says  a 
spokesman  at  the 
American  Council 
of  Life  Insurance  (ACLI). 
About  20  companies  now  of- 
fer cancer  insurance;  a  hand- 
ful of  others  specify  various 
diseases.  Generally,  advises 
the  acli,  consider  such  cover- 
age only  after  you're  sure 
you  have  full-protection  life 
and  medical  insurance:  "What 
if  you're  in  the  hospital  and 
your  cancer  is  cured,  but  you 
develop  pneumonia?  The  can- 
cer policy  won't  cover  that." 
If  you  are  fully  covered, 
you  may  wonder  why  you'd 
additional  insurance  at 
all.  The  generic  name  for 
many  auxiliary  plans  is 
insurance.  "You  sleep  better 
having  it,"  - 
spokesman.  But  o 
know  how  much  it  will 
you  maj  sleep  just  as 
without  it. 
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Shopping 

A  JAPANESE 
MALL  IN- 
NEW  JERSEY? 


Shopping  at  the  mall  has 
become  a  quintessential 
part  of  suburbia.  And 
like  most  things  American, 
malls  have  been  enthusiasti- 
cally embraced  by  the  Japa- 
nese. So  much  so,  that  they've 
decided  to  export  their  ver- 
sion back  to  the  source. 

Welcome  to  New  Jersey's 
Yaohan  Plaza,  the  newest  of 
six  malls  in  the  U.  S.  built  by 
and  for  the  Japanese.  There 
are  six  other  Yaohans  in  Cali- 
fornia, in  such  cities  as  Los 
Angeles  and  Fresno.  But  this 
bit  of  Tokyo  on  the  Hudson  is 
the  first  on  the  East  Coast. 
Yaohan  is  a  collection  of 
about  20  stores  that  sell  ev- 
erything from  Japanese  mov- 
ies to  octopus  and  red  snap- 
per imported  from  Japan. 
Located     in     Edgewater, 


N.  J.,  30  minutes  from 
midtown  Manhattan, 
(Yaohan  runs  a  bus 
from  midtown),  the 
mall  caters  to  70,000  lo- 
cal Japanese,  as  well  as 
the  much  larger  Chi- 
nese and  Korean  popu- 
lations in  the  area.  But 
you  don't  have  to  be 
Asian  to  visit — and 
taste  a  slice  of  every- 
day Japanese  life. 
sushi  queue.  Unlike 
most  U.  S.  mall  food, 
what  Yaohan  restau- 
rants serve  is  first-rate. 
You  can  take  your  pick 
of  different  booths 
where  cooks  prepare 
meals  behind  glass 
walls,  and  then  find 
yourself  a  seat  in  a 
large  common  dining 
area.  At  Bento  House, 
chefs  meticulously  pre- 
pare, the  woodcutter's 
lunch  box — steamed  salmon 
or  steamed  meat  served  in 
round  plastic  boxes  tied  with 
colored  ribbons.  And,  of 
course,  there  are  rows  and 
rows  of  take-out  sushi. 
After  lunch,  stroll  through 


EASTERN  EATS:  YAOHAN  PLAZA  SUPERMARKET 


the  huge,  spotless  supermar- 
ket. It  boasts  the  widest 
range  of  Japanese  foods  in 
the  U.  S.,  including  hard-to- 
find  sweet  mandarin  oranges 
($18  for  an  eight-pound  box), 
20th   century  pears,   a  tasty 


green  variety  front 
gano  ($1.49  apiece., 
99<t  Fuji  apples  grj 
by  Japanese  farmei 
California. 

Some  of  the  ho 
hold   items   are 
more  exotic.  There 
four  shelves  full  of 
ferent   kinds    of 
sticks,    and    somet! 
no  Japanese  house 
could    live    without 
rice  dispenser  that  r 
sures    out   exactly 
grams,  or  one  po: 
of  rice. 

Looking   for   an 
usual  gift  for  the  k 
At  the  toy  store,  the  =: 
a   large   collection 
talking    robots    (t  s 
speak    Japanese), 
well  as  a  bullet  tr 
You'll    also    find 
kitschy  items  as  a  G 
zilla  toilet-paper  hoi 
and  a  clock  with  plastic  su 
pieces  instead  of  numbers 
Yet  for  all  that,  there's 
lapse    of    authenticity: 
Yaohan  is  truly  a  Japan 
mall,  then  where  is  the  I 
Donald's?  Leah  Natht 
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Outdoors 


WHAT  MAKES 
THE  NEW  BIKES 
SO  BOSS 


R: 
s 


emember  when  a  10- 
speed  racer  was  the 
>state-of-the-art  in  bicy- 
cles? Well,  these  days  your 
old  10-speed  is  about 
as  up-to-date  as  a  '72 
Buick.  Some  new 
models  have  as 
many  as  21  gears 
and  high-tech  shift- 
ing systems  that  are 
the  next  best  thing 
to  an  automatic 
transmission.  And 
instead  of  steel 
frames,  the  latest 
bikes  are  made  of 
lightweight,  high- 
strength  materials 
such  as  titanium  and 
carbon  fiber  compos- 
ites that  help  riders 
knife    through   the 


air  with  greater  agility  and 
speed. 

Like  most  innovative  prod- 
ucts, the  new  bicycles  aren't 
cheap.  Carbon-fiber  bikes  like 
the  Kestrel  4000  start  at 
$1,000,  while  titanium  models, 
such  as  Spectrum's  and  Fuji's, 
cost  about  $2,500.  Why  pay  so 
much?  Composite  frames 
shave  about  three  pounds  off 
the  weight — a  big  difference 
over  long  distances. 

Other  advances   are   less 


costly  but  will  still  make  a 
real  difference  in  your  ride. 
Take  a  look  at  bikes  with  Shi- 
mano  American's  Hyperglide 
sprocket.  The  Hyperglide  has 
little  ramps  and  specially  de- 
signed teeth  that  guide  the 
bike  chain  smoothly  between 
gears — without  requiring  rid- 
ers to  let  up  on  the  pedals. 
That's  a  major  plus  when  you 
need  to  downshift  fast  at  the 
base  of  hilly  trails.  Trail  bikes 
with  Hyperglide  start  at  $500. 
Even  more  high 
tech  is  Suntour 
USA's  Browning 
Automatic  Transmis- 
sion ($300),  an  elec- 
tronic system  that 
uses  a  micro-motor 
to  change  gears  on 
the  front  sprocket. 
It's  not  really  auto- 
matic; you  still  have 
to  select  the  gear 
manually  by  pushing 
a  button.  But  com- 
pared with  the  old 
method,  the  Brown- 
ing makes  switching 
gears  a  snap. 

Patricia  Kranz 


Worth  Noting 


_  SIC  Intel 
LESSER  GAINS.  If  you  pla  peas,  com 

to  unload  some  of  you 
shares  in  a  company  or  a  m\ 
tual  fund  this  year,  you  ca 
minimize  the  taxable  capita 
gain.  The  IRS  assumes  yo 
sell  your  oldest  holding 
first.  But  if  your  more  recen 
purchases  cost  more,  specif 
in  a  letter  to  your  broke 
that  those  are  the  one 
you're  selling.  You'll  have 
smaller  gain  to  report. 
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state  colleges  offer  resident 
tuition  prepayment  plans 
but  Indiana  University's  ii 
the  first  to  be  available  t< 
out-of-staters.  Its  Guaran 
teed  Tuition  Certificates,  us 
able  in  four-year  period 
from  1990  to  2006,  lock  in  the 
rate  of  $63  per  credit  ($1,00( 
minimum).  Call  800  858-2600, 
■  free  ride.  Ron  Hollander 
author  of  All  Aboard!,  a  his 
tory  of  the  Lionel  Train  Co.,1 
appraises  any  toy  train  gra-i 
tis.  Write  him  at  197  Lincoln 
Ave.,  Newark,  N.  J.,  07014. 
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PREMIER  GUIDE  TO 
AMERICAN  BUSINESS 

the  indispensable  Three  volumes  of 

POORS  REGISTER  OF  CORPORATIONS, 
DIRECTORS  AND  EXECUTIVES 


vIEW  1989  Edition.  Over  700,000  changes. 


du  do  business-or  would  like  to  do  business-with  the  companies 
sponsible  tor  some  90%  ot  all  U.S.  commerce.  Poor's  Register  can  be  ot 
valuable  assistance.  Published  by  Standard  &  Poor's,  port  ot  the  McGraw-Hill 
nancial  Services  Co.,  this  comprehensive  national  directory  gives  you  a 
ide  range  ot  critical  information- 
More  than  50,000  up-to-date  company  profiles,  names  and  titles  of  top 
■  executives,  addresses;  phone  numbers;  approximate  annual  sales  volume, 
•  stock  exchange  where  firm's  stock  is  traded;  number  of  employees,  primary 
and  secondary  products/services. 

Primary  banks,  accounting  and  law  firms  of  major  organizations. 
Approximately  70,000  key  executive  profiles;  birlhdate  ond  place,  directorships; 
alma  mater  and  year  ot  graduation,  professional  associations;  home  ond 
.  office  addresses.  - 

Information  on  private  companies  (often  difficult  to  find  elsewhere)  that 
can  be  useful  in  merger  and  acquisition  activities. 

S&P  500  Section:  Explanation  of  the  500  Index  and  a  complete  list  of  all  com- 
panies included,  accompanied  by  their  ticker  symbol  and  industry  group;  the 
nome,  address  and  phone  number  of  every  U.S.  and  Canadian  stock  exchange, 
the  name,  address  and  phone  number  of  the  securities  administrator  in  each 
of  the  50  states  and  every  province  in  Canada 
Corporate  family  tree:  parent  company,  subsidiaries  and  affiliates  aligned 
to  tell  you  who  owns  whom. 

All  corporate  listings  arranged  by  state  and  principal  city  as  well  as  alpha- 
betical listing 

Obituary,  new  individuals,  and  new  companies  section. 
SIC  Index:  Over  900  product  classification  codes  to  help  you  pinpoint  pros- 
pects, competitors  or  suppliers  within  any  specific  product  cdtegory. 
Constantly  updated:  Three  cumulative  Supplements  issued  in  April,  July 
ond  October 

Current  and  correct  phone  numbers,  spellings  and  titles  for  400,000  men 
and  women  who  run  50,000  of  America's  largest  corporations,  buy  and  sell, 
insure  and  invest,  borrow  and  lend,  hire  and  fire,  build  and  demolish,  merge 
and  acquire 

A  FAST,  VERSATILE  INFORMATION  RESOURCE 

j  Do  you  need  to  know  the  names  of  manutacturing  directors  for  the  firms  in 
the  industries  to  which  you  sell?  The  tinonciol  directors  of  companies  with 
whom  you  might  profitably  affiliate9  Primary  banks  tor  the  largest  companies 

I  located  in  the  Southeastern  United  States'  Parent  companies  ot  high-tech- 
nology's most  dazzling  firms?  Suppliers9  Prospects?  Competitors? 
Turn  to  Poor's  Register  For  a  relatively  small  sum,  you  can  occess  the  three 
huge  information  banks  contained  in  this  reference  source  and  quickly  locate 
critical  tacts  it  might  otherwise  take  days  to  gother 
Every  organization  is  coded  by  product  category;  geographically  indexed  by 
locality,  ond  rounded  out  with  key-person  listings 

61  YEARS  OF  USER-EXPERIENCE,  YOURS-FREE 

For  nearly  62  years,  subscribers  have  been  discovering  new  ways  to  use  Poor's 
Register  to  their  advantage.  When  you  subscribe  to  the  Register,  you'll  have 
the  benefit  ot  all  their  experience  in  a  manual  that  will  take  you  just  20  minutes 
to  read  The  User's  Companion  to  Poor's  Register  details  89  Proven  Ways  to 
use  the  Register  Just  one  ot  them  could  repay  the  cost  of  your  subscription 
many  times  over  This  compendium  ot  experience  is  yours  FREE  when  you 
return  the  coupon 

NO  OTHER  SOURCE  TELLS  YOU  SO  MUCH  ABOUT  U.S. 

BUSINESS  SO  CONVENIENTLY  AND  ACCURATELY 

Order  your  sets  of  Poor's  Register  now  You  get  all  three  volumes  ot  the  1989 
Edition  Plus  cumulative  updates  issued  in  April,  July  and  October. 

CALL  TOLL-FREE  1-800-777-4858,  Ext.  58. 
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our  order  for set(s)  of  the  1989  POOR'S  REGISTER,  plus  cumuiotive  supple- 
ments, and  the  bonus  manual.  The  User's  Companion  at  the  current  annual  rate  of 
$475  00  FOR  THE  FASTEST  SERVICE,  CALL  TOLL-FREE  1  -800-777-4858,  Ext  58.  (RD) 
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ANNOUNCING   A  VITALLY   IMPORTANT  TRANSPACIFIC   CONFERENCE    .    .    . 


U.S. -Japan  Business  Toward  2000: 

Competition  and  Partnership 
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DP 
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Join  high-level  former 

and  current  Japanese 

and  American  government 

officials,  including 

representatives  of 

the  new  administration, 

as  well  as  senior  executives 

of  highly  successful 

Japanese  and  American 

companies  in  two  days  of 

intensive  discussion. 


Emerging  Japan-U.S.  Business  Opportunities 
How  to  Select  the  Best  Investment  Strategy 
Buying  In:  Joint  Ventures,  Mergers  and 
Acquisitions 

Dangers  and  Benefits  of  Technology  Transfer 
Getting  the  Best  from  the  Brightest:  Human 
Resource  Management  Across  the  U.S.-Japan 
Culture  Chasm 


Space  is  limited, 

so  plan  now  to  attend 

this  unprecedented 

transpacific  conference. 

March  7  and  8  in 
New  York. 


This  important  event  is  presented 
by  Business  Week  and  the  Japan 
External  Trade  Organization 
(JETRO)  to  celebrate  JETRO's  30th 
year  of  energetic  support  for  two- 
way  trade  between  Japan  and  the 
United  States. 

Business  and  political  ties  bet- 
ween the  two  largest  economies  in 
the  free  world  have  never  been 
closer.  Yet  as  the  bilateral  relation- 
ship has  expanded  and  deepened, 
so  has  the  challenge  of  avoiding 
frictions  and  disputes. 

Japan  is  at  a  crossroads  of  change. 


Japan  has  restructured  itself  into  a 
domestic  demand-driven  economy 
and  a  rapidly  growing  consumer  of 
imports.  In  the  international  arena, 
Japanese  direct  investment  in  the 
U.S.  and  elsewhere  has  been 
expanding  dynamically,  while  the 
nation  is  moving  toward  a  leadership 
role  in  world  affairs.  JETRO's  history 
reflects  and,  indeed,  has  influenced 
these  changes. 

Don't  miss  this  rare  opportunity 
to  deepen  your  insight  into  the  vital 
U.S.-Japan  link  and  the  specific 
business  prospects  that  it  offers. 


For  complete  details  contact  Business  Week  Executive  Programs,  1221  Avenue  of  the  Americas-36th  Floor 
New  York,  NY  10020;  (800)  848-9018;  (212)  512-4930;  FAX  (212)  512-6909 
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*»  is  good  news — or  so  it 
Investors  quickly  shrugged 
de  numbers  that  once  might 
•een  disappointing,  and 
treet  continued  its  January 
londs  and  the  dollar  moved 
).  One  sign  of  stocks'  re- 
ength:  There  have  been 
of  mutual  fund  winners.  For 
!  >st  recent  four  weeks,  the 
has  beaten  the  S&P  500, 
average  fund  is  up  more 
1%.  The  best  performer 
i  more  than  18%,  while  the 
it  was  down  less  than  3%. 
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Foreign  stocks 
$13,917 

-0.46% 


U.  S.  stocks 
$11,680 

+  1.13% 


Treasury  bonds 
$11,164 

+  1.91% 


Money  market  fund 
$10,632 

+  0.15% 


Gold 

$«,37S 

-0.56% 
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MIXED  SIGNALS 
ON  LIBYA 


The  U.  S.  government  is  angry  that  West  German  com- 
panies have  helped  Libyan  dictator  Muammer  Qadaffi 
build  a  chemical  weapons  facility.  Rightly  so.  But  at 
the  same  time  that  Washington  puts  pressure  on  European 
governments  and  companies,  the  incoming  Bush  Administra- 
tion ought  to  examine  the  inconsistencies  in  U.  S.  policy  that 
confuse,  and  sometimes  alarm,  our  allies. 

For  starters,  what  is  the  U.  S.  policy  on  chemical  weap- 
ons? After  all,  we  make  them  ourselves,  and  the  U.  S.  is  the 
leading  opponent  in  the  West  of  a  universal  ban.  A  consis- 
tent Washington  would  make  some  gesture  toward  reducing 
the  superpower  competition  in  chemical  weapons.  What's 
more,  many  Europeans  are  baffled  by  the  distinctions  Wash- 
ington sees  among  the  madmen  who  brandish  chemical 
weapons.  The  Reagan  Administration  displayed  no  moral 
outrage  when  the  Iraqis  used  chemical  warfare  against  both 
Iranian  troops  and  their  own  Kurdish  population.  The  Syri- 
ans, scarcely  paragons  of  moderation,  also  have  a  chemical 
warfare  capability,  which  is  of  great  concern  to  the  Israelis. 
A  coherent  U.  S.  policy  would  bring  the  same  pressure  to 
bear  on  Iraq  and  Syria  that  it  has  tried  to  put  on  Libya. 

Secondly,  what  is  the  U.  S.  policy  toward  Libya?  Washing- 
ton has  spent  years  leaning  on  its  allies  to  treat  Qadaffi  as  a 
pariah.  Yet  the  outgoing  Reagan  Administration  seems  to 
have  been  considering  giving  the  green  light  to  five  U.  S.  oil 
companies  to  reenter  Libya  lest  Qadaffi  expropriate  some  $2 
billion  worth  of  their  assets.  The  reasons  for  denying  Libya 
American  expertise  and  support  still  hold  strong.  It  would 
be  folly  to  squander  the  initiative  Washington  has  gained  on 
chemical  weapons  by  sending  such  a  signal  to  the  world. 

Bonn  was  slow  to  recognize  the  news  it  received  from  its 
own  intelligence  services  about  the  Libyan  plant  for  what  it 
was:  a  major  political  and  ethical  problem  and  not  a  narrow 
legal  issue  about  export  controls.  Had  Chancellor  Kohl 
quickly  gone  public  with  the  information,  along  with  a  threat 
to  expose  the  culprits,  damaging  repercussions  for  German- 
American  relations  and  the  Western  Alliance  might  have 
been  avoided.  But  dumping  on  Germany  is  no  substitute  for 
coherent  U.  S.  policies  on  Libya  and  chemical  weapons. 


TAKING  THE  LONG  VIEW 
ON  HIGH-DEFINITION  TV 


Since  the  U.  S.  has  already  lost  the  bulk  of  its  consum- 
er electronics  industry,  does  it  really  matter  whether 
this  country  cedes  high-definition  television  to  Japan 
and  Europe?  Ves.  Answering  the  question  any  other  way 
would  betray  tho  same  myopia  that  sapped  U.  S.  competitive- 
ness in  the  first  place.  By  the  1970s  it  was  clear  that  Japan, 
in  particular,  had  done  a  remarkably  effective  job  of  analyz- 
ing the  weaknesses  of  the  American  political  system  to 
exploit  its  open-market  policies.  When  Japanese  TV  sets  were 


being  sold  here  for  less  than  in  Japan,  pushing  U.  S.  bra 
off  the  market,  Washington  looked  the  other  way. 

Technologically,  HDTV  is  not  a  lost  cause.  Silicon  Va 
still  leads  in  the  digital  technologies  that  will  be  the  ke 
the  second  generation  of  hdtv  in  the  late  1990s,  so  there 
chance  of  reviving  the  U.  S.  television  business.  But 
doubtful  that  any  company  will  give  it  a  shot.  The  cards 
still  stacked  against  the  long-range  commitment  that  wo 
be  required.  While  Washington  has  tightened  antidump 
enforcement  and  loosened  antitrust  laws,  the  tax  code 
mains  skewed  toward  short-term  investments,  rewarding 
nancial  manipulation  more  than  asset  development. 

It's  time  to  change  that,  to  ensure  U.  S.  competitiveness 
HDTV  and  other  emerging  technologies.  For  starters,  G 
gress  should  adjust  tax  rates  to  provide  incentives  for  in 
tors  to  hold  stock  for  at  least  three  years — and  virtu; 
eliminate  taxes  on  investments  held  for  five  years  or  mi 
That  would  spur  companies  to  do  better  long-term  plann 
and  encourage  more  consumer  saving,  which  would  in  ti 
help  trim  the  high  cost  of  capital.  In  addition,  Congn 
should  empower  the  President's  science  adviser  or  the  Co 
merce  Dept.  to  designate  selected  technologies  that  woi 
earn  special  tax  credits  and  rapid  depreciation.  Enact 
promptly,  these  measures  might  put  the  U.  S.  in  HDTV 
brighten  the  bigger  R&D  picture. 


WORKPLACE  HAZARDS 
HIT  A  NERVE 


In  the  past  few  years  a  growing  number  of  workers  ha 
been  stricken  by  a  painful  nerve  injury  arising  from  1 
accumulated  effects  of  making  the  same  movement  ov 
and  over.  Repetitive  motion  injuries  have  long  afflicti 
workers  on  assembly  lines,  including  the  one  in  Char 
Chaplin's  Modern  Times,  but  postindustrial  technology 
increasing  the  incidence  of  these  disorders.  In  factories,  ne 
machines  divide  work  into  small  tasks  repeated  thousands 
times  a  day.  In  offices,  employees  can  make  more  ths 
10,000  keystrokes  an  hour  on  video  display  terminals. 

Employers  must  pay  more  attention  to  how  new  technc 
ogy  is  used  by  their  employees.  After  the  Occupation 
Safety  &  Health  Administration  slapped  record  fines  on  IE 
Inc.,  formerly  Iowa  Beef  Packers,  the  meatpacker  agreed 
hire  ergonomists  to  study  how  its  automated  cutting  m 
chines  can  be  better  designed  to  fit  people.  In  offices,  th 
means  hiring  specialists  to  ensure  that  chairs,  desks,  ke; 
boards,  and  lights  are  adjusted  and  used  properly.  A 
equipment  and  computer  makers  need  to  pay  more  attentio| 
to  such  concerns  when  they  are  designing  products. 

Although  repetitive  motion  injuries  have  been  known  f< 
many  years,  many  doctors  still  don't  realize  that  the  proble 
can  stem  from  the  workplace.  This  has  led  some  companie 
where  such  injuries  have  hit  first,  such  as  meatpacking  an 
newspapers,  to  deny  that  they  have  any  responsibility.  Ir 
stead,  they  think  their  employees  are  just  trying  to  get  ou 
of  work.  This  attitude  doesn't  help  anyone.  If  employer 
don't  want  an  epidemic  of  these  injuries,  they  must  face  u  3 
to  the  dangerous  workplace  potential  of  new  technology. 
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The  production  index  declined  for  the  week  ended  Jan.  14.  A  sharp  drop  in  the 
seasonally  adjusted  output  of  lumber  and  autos,  together  with  smaller  declines  in 
truck  and  electric  power  production,  offset  gains  in  the  output  of  steel  and  crude-oil 
refining.  Data  on  coal,  paper,  paperboard,  and  rail-freight  traffic  output  were 
unavailable  for  the  week.  Before  calculation  of  the  four-week  moving  average,  the 
index  dropped  to   174.6,  from   177.2  in  the  previous  week. 

BW  production  index  copyright   1989  by  McGraw-Hill  Inc. 


The  leading  index  increased  for  the  week  ended  Jan.  14.  A  sharp  spike  in  the 
growth  of  materials  prices,  along  with  higher  stock  prices  and  faster  growth  in  real 
estate  loans,  fueled  the  increase.  On  the  negative  side,  bond  yields  were  slightly 
lower,  and  the  growth  rate  for  M2  declined.  Data  on  business  failures  were 
unavailable  for  the  week.  Prior  to  calculation  of  the  four-week  moving  average,  the 
index  jumped  to  206  from  204.9. 

Leading  index  copyright    1989  by  Center  for  International   Business  Cycle  Research 
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CZHaCEggiB 


latest 
week 

Week     %  Change 
ago      year  ago 

STEEL  (1/21)  thous.  of  net  tons 

1,969 

1,937# 

5.6 

AUTOS  (1/21)  units 

152,440 

145,403r# 

19.3 

TRUCKS  (1/21)  units 

91,658 

85,772r# 

9.7 

ELECTRIC  POWER  (1/21)  millions  of  kilowatt-hours 

54,443 

56,080  # 

1.4 

CRUDE-OIL  REFINING  (1/21)  thous.  of  bbl./d,  . 

13,524 

13,496r# 

4.5 

COAL  (1/14)  thous.  of  net  tons 

NA# 

16,225 

NA 

PAPERBOARD  (1/14)  thous.  of  tons 

NA# 

NA 

NA 

PAPER  (1/14)  thous.  of  tons 

NA# 

NA 

NA 

LUMBER  (1/14)  millions  of  ft. 

486.5  # 

405.1 

2.9 

RAIL  FREIGHT  (1/14)  billions  of  ton-miles 

NA# 

NA' 

NA 

Latest 
week 


Week 


%  Chang 
yearagi 


STOCK  PRICES  (1/20)  S&P  500 


285.55 


282.08 


15.1 


CORPORATE  BOND  YIELD,  Aaa  (1/20) 


9.61% 


9.69% 


-2.; 


INDUSTRIAL  MATERIALS  PRICES  (1/20) 


103.9 


102.6 


6  • 


BUSINESS  FAILURES  (1/13) 


NA 


NA 


Hfi 


REAL  ESTATE  LOANS  (1/11)  billions 


$299.9 


$299.0r 


12.; 


MONEY  SUPPLY,  M2  (1/9)  billions 


$3,072.2       $3,070.8r 


5.C 


INITIAL  CLAIMS,  UNEMPLOYMENT  ( 1  /7)  thous 


285 


332 


-14.2 


Sources:  Standard  &  Poor's,  Moody's,  Journal  of  Commerce  (index:  1980=  100),  Dun  & 
Bradstreet  (failures  of  large  companies),  Federal  Reserve  Board,  Labor  Dept.  CIBCR  season 
ally  adjusts  data  on  business  failures  and  real  estate  loans. 


Sources:  American  Iron  &  Steel  Inst.,  Ward's  Automotive  Reports,  Edison  Electric  Inst.,  Amer- 
ican Petroleum  Inst.,  Energy  Dept.,  American  Paper  Inst.,  WWPA1,  SFPA2,  Association  of 
American  Railroads. 
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Latest 
month 


Month 
ago 


%  Change 
year  ago 


IMilM'IMiM.I'E 


HOUSING  STARTS  (Dec.)  annual  rate,  thous. 


1,524 


1,558 


Latest 
week 


Week 


Year 
ago 


CONSUMER  PRICE  INDEX  (Dec.) 


120.5 


120.3 


8.9 
4.4 


REAL  GROSS  WEEKLY  PAY  (Dec.) 


$167.21         $167.94 


JAPANESE  YEN  (1/25) 

128 

129 

128 

GERMAN  MARK  d/25) 

1.84 

1.87 

1.67 

BRITISH  POUND  (1/25) 

1.77 

1.75 

1.78 

FRENCH  FRANC  (1/25) 

6.26 

6.39 

5.63 

CANADIAN  DOLLAR  (1/25) 

1.84 

1.19 

1.28 

SWISS  FRANC  (1/25) 

1.57 

1.59 

1.36 

MEXICAN  PESO  d/25)3 

2,300 

2,292 

2,236 

Sources:  Major  New  York  banks.  Currencies 
British  pound  expressed  in  dollars. 

expressed 

in  units  per 

U.  S.  dollar, 

except  for 

PRICES 

Latest 
week 

Week 
ago 

%  Change 
year  ago 

GOLD  (1/25)  $/troyoz. 

404.200 

402.500 

-13.1 

STEEL  SCRAP  (1/24)  #  1  heavy,  $/ron 

120.00 

120.00 

11.6 

FOODSTjr.  5  1  1  /23)  index,  1 967  =  1 00 

231.9 

229.5 

3.5 

COPPER  (1/21)  ^/lb. 

161.7 

152.5 

25.2 

ALUMINUM  (1/21)  «•  /lb. 

107.5 

109.5 

17.7 

WHEAT  (1/21)  #     hard,  $/bu. 

4.37 

4.40 

36.6 

COTTON  (1/21)  stric  I  low  middling  1-1/16 

in.,  <../lb. 

56.08 

55.63 

-3.7 

BUDGET  SURPLUS  OR  DEFICIT  (-)  (Dec.)  millions    -$  1  1 ,568      -$29,01 8 


-0.5 
52.5 


Sources:  Commerce  Dept.,  BLS,  Treasury  Dept. 
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Latest 
week 

Week 
ago 

%  Change 
year  ago 

MONEY  SUPPLY,  Ml  (1/9) 

$785.4 

$793.1 

-1.0 

BANKS' BUSINESS  LOANS  (1/H) 

304.9 

307.  lr 

5.6 

FREE  RESERVES  (l/ii) 

301  r 

719r 

NM 

N0NFINANCIAL  COMMERCIAL  PAPER  (1/11) 

101.0 

99.6 

16.0 

Sources:  Federal  Reserve  Board  (in  billions,  except  for  free  reserves,  which  are  expressed  for 
a  two-week  period  in  millions). 


■■'■N.lil.'.HiMiimi 


Sources:  London  Wed.  final  setting,  Chicago  mkt.,  Commodity  Research  Bureau,  Metals 
Week,  Kansas  City  mkt.,  Memphis  mkt. 


latest 
week 

Week 
ago 

Year 
ago 

FEDERAL  FUNDS  (1/24) 

9.10% 

9.26% 

6.66% 

PRIME  (1/25) 

10.50 

10.50 

8.75 

COMMERCIAL  PAPER  3-MONTH  (1/25) 

9.02 

9.05 

6.89 

CERTIFICATES  OF  DEPOSIT  3-MONTH  (1/25) 

9.10 

9.28 

6.83 

EURODOLLAR  3-MONTH  ( l  / 1 8) 

9.30 

9.31 

7.11 

Sources:  Federal  Reserve  Board,  First  Boston 


w  Raw  data  in  the  production  indicators  are  seasonally  adjusted  in  computing  the  BW  index  (chartl;  other  components  (estimated  and  not  listed)  include  machinery  and  defense  equipment. 
1  =  Western  Wood  Products  Assn.  2  =  Southern  Forest  Products  Assn.  3  =  Free  market  value  NA=  Not  available  r  =  revised  NM  =  Not  meaningful 
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What  you  see  here  is  a  sensitive, 
two-way  communication  device 
found  in  the  seat  pockets  of  every 
Alaska  Airlines  plane. 

It's  called  a  passenger  comment 
card.  Otherwise  known  as  the 
moment-of -truth  card. 

Because  while  all  airlines  talk 
about  giving  you  good  service, 
we're  one  airline  that  actually 
wants  to  hear  how  we're  doing. 

So  we  take  the  time  to  read 
and  answer  every  card.  And  should 
there  be  a  problem,  we  do  some- 
thing about  it.  Pronto. 

Granted,  it's  a  rather  simple 
system.  But  it  seems  to  be  working. 
Because  over  90%  of  the  passengers 
who  fill  out  a  card  rate  our  service 
"good"  or  "excellent." 

Next  trip  to  or  from  California, 
the  Northwest,  Arizona  or  Alaska, 
call  your  travel  agent  or  Alaska 
Airlines.  And,  please,  tell  us  exactly 
what  you  think  of  us.  We're  all  ears. 
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CAN  THE  WEST  AFFORD 

A  SOVIET  SPENDING  SPREE? 


Your  commentary  on  changing  rela- 
tions with  the  Soviet  Union,  "Eu- 
rope wants  to  believe  in  a  kinder,  gentler 
Kremlin"  (Top  of  the  News,  Dec.  26), 
leaves  out  one  critical  point.  While  it  is 
true  that  many — particularly  the  Euro- 
peans— view  the  situation  in  terms  of  an 
economic  gold  rush  of  opportunities  in 
the  East  bloc,  as  yet  no  one  has  ex- 
plained how  the  East  bloc  intends  to  pay 
for  the  expected  flood  of  Western  equip- 
ment and  consumer  goods.  The  only  via- 
ble avenue  would  be  for  Moscow  to 
drain  off  more  billions  in  Western  cred- 
its, adding  to  the  already  staggering  lev- 
els of  global  debt.  The  basket-case  econ- 
omies of  Poland,  Romania,  and  Yugo- 
slavia have  unfortunately  demonstrated 
that  this  is  not  a  true  option,  as  these 
states  are  unable  to  keep  up  with  even 
the  interest  payments  on  their  debt.  The 
only  difference  with  the  Soviet  Union 
would  be  its  infinitely  greater  capacity 
to  borrow  and  squander. 

Drage  Vukcevich 
Columbia,  Md. 

IN  THE  FRENZIED  SKIES, 
YOU  GET  WHAT  YOU  PAY  FOR 

'^Phe  frenzied  skies"  (Cover  Story. 
I  Dec.  19)  was  in  part  misleading,  and 
it  failed  to  address  issues  of  vital  inter- 
est to  the  traveling  public.  You  wasted 
no  time  in  painting  Frank  Lorenzo  as  the 
Scrooge  of  the  airways  for  "jacking  up 
fares,"  failing  to  mention  that  Continen- 
tal Airlines  Corp.  has  been  the  industry 
leader  in  discounting  for  the  past  five 
years.  Many  other  major  carriers  were 
compelled  to  follow  suit.  If  the  public 
wants  greater  security,  new  aircraft, 
and  high-caliber  professionals  in  the  sky, 
it  must  be  willing  to  pay  for  them. 

Steven  J.  Costa,  Captain 

Continental  Airlines  Corp. 

Kingwood,  Tex. 

While  your  cover  story  comprehen- 
sively covered  the  business  as- 
pects of  the  deregulated  airline  industry, 
little  attention  was  given  to  the  effects 
deregulation   has   had   on   rank-and-file 


A  NEW  BUSINESS  WEEK  INDEX 

This  week  we  introduce  a 

for  readers:  an  index   to  compai 

mentioned  in  the  issue.  I/jok  for  it  on 
page  111. 


airline  employees.  Demoralized  airline 
work  forces,  having  borne  the  brunt  of 
management  efforts  in  "lowering  labor 
costs,"  are  now  supposed  to  assist  com- 
panies trying  to  lure  passengers  with 
the  quality  of  their  service  rather  than 
the  cost  of  their  tickets.  It  is  difficult  to 
ask  employees  to  smile  and  be  happy 
after  they  have  been  treated  as  the  evil 
enemy  in  labor  relations  battles  at  al- 
most every  major  carrier. 

Fair  treatment  and  improved  wages 
and  benefits  are  the  only  way  that  de- 
regulation-caused service  problems  will 
be  solved.  The  airlines  do  deserve  a 
chance  to  make  profits.  But  I  believe 
that  a  share  of  those  profits  must  be 
returned  to  the  workers  whose  give- 
backs  made  profits  possible.  If  they  are 
not,  the  new  focus  on  service  will  be- 
come airline  CEOs'  greatest  frustration. 
Margaret  W.  Brennan,  President 
Independent  Union  of  Flight  Attendants 

New  York 

LIFE  IN  ASIA  IS  NO 

BOWL  OF  CHERRY  BLOSSOMS 

Gary  S.  Becker's  rosy  description  of 
Japan's  educational  and  employ- 
ment systems  in  "Why  don't  we  value 
schooling  as  much  as  Asians  do?"  (Eco- 
nomic Viewpoint,  Dec.  12)  differs  radi- 
cally from  the  far  bleaker  picture  one 
gets  from  firsthand  experience,  discus- 
sions with  those  affected,  and  editorials 
in  the  Japanese  press. 

While  Japanese  high-school  students 
outperform  U.  S.  students  in  math,  sci- 
ence, and  language,  they  do  so  at  a  cost. 
Japanese  education  is  stifling,  oppres- 
sive, and  destructive  of  independent 
thought.  The  object  is  to  prepare  for 
entrance  exams,  no  more,  no  less.  The 
time  spent  is  stupendous.  Legally  re- 
quired schooling  involves  ~S'Z('<  more 
classroom  days  than  the  U.  S. 

The  lifetime  employment  system, 
viewed  so  favorably  by  Mr.  Becker,  has 
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TOYOTA  CAMRY  V6 
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ALL  YOUR 

INVESTMENTS  SHOULD 

PERFORM  THIS  WELL 

IDS 

The  1989  Toyota  Camry  V6  will  give  you  dividends  at  every  turn  ^ 

It  has  a  153-horsepower  four-cam  24-valve  V6  engine  that  delivers 

the  impressive  passing  power  and  extra  leverage  you  require  to 

negotiate  on  the  street  most  effectively  With  all  the  hand 

some  styling,  roomy  comfort,  smooth  handling  and 

reliability  you  expect  from  the  Camry  name.  The  1989 

Toyota  Camry  V6.  A  long-term  asset  loaded  with 

instant  gratification. 

A  36-month/36,000-mile  basic  new  vehicle  limit- 
ed warranty  with  no  deductible  and  no  transfer  fee 
applies  to  all  components  other  than  normal  wear 
and  maintenance  items. 

Call  l-800-GO-TOYOTA  for  more  information 
and  the  location  of  your  nearest  dealer.  Get  More 
From  Life. . . Buckle  Up! 

TOYOTA  QUALITY 

WHO  COULD  ASK  FOR  ANYTHING  MORE! 
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t  'Xtrcmcly    iitfly    Hip   side:    Sim-. 

I'ult  to  change  jobs,  large  Japanese 
■parties   can    treat    their   emplo 

!y.  Taking  sick  leave  results  in  B  cut 
le  "bonus"  (which  is  about  one-third 
ie  employee's  pay),  SO  most  employ- 
take  vacation  time  when  they  are  ill. 
rtime  pay  is  computed  on  the  base 
(two-thirds  of  regular  annual  coni- 
zation) excluding  the  bonus,  so  over- 
pay is  really  not  1.5  times  hourly 
;es,  but  the  same. 

ipanese  society  has  many  truly 
hing  aspects:  low  crime  rates  and  a 
.-educated  populace,  to  name  just 
.  However,  from  the  trenches  it 
us  that  the  aspects  that  Mr.  Becker 
iks  so  glowingly  of  are  problems,  not 
i  points.  We  should  think  carefully 
ire  copying  them. 

David  J.  Littleboy 
Tokyo 
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(Bloverty  and  overcrowding  character- 
ize the  environment  in  which  this 
an  passion  for  study  evolved.  People 
iped  up  in  a  rabbit  hutch  with  a  bowl 
rice  are  not  sacrificing  much  when 
y  spend  their  time  working  through  a 
th  book.  Americans  might  become 
re  productive  if  they  were  deprived  of 
affluence  and  access  to  open  space 
t  distinguishes  America  from  Japan, 
likewise,  freedom  is  very  valuable  in 
iierica — including  the  freedom  to 
Dose  not  to  work  very  hard.  Many  peo- 
do  so,  knowing  what  it  will  cost 
'.m.  They  choose  what  makes  them 
apier — and  a  lot  more  Asians  are 
)osing  to  live  in  America  than  Ameri- 
is  are  choosing  to  move  to  Asia. 

Craig  S.  Marxsen 

Associate  Professor  of  Economics 

Kearney  State  College 

Kearney,  Neb. 

LUNG  SICK  THRIFTS  IS 

IE  LESSER  OF  TWO  EVILS 

rhe  great  SAL  giveaway"  (Editorials, 
.Ian.  16)  misrepresents  the  actions 
the  Federal  Home  Loan  Bank  Board 
dealing  with  the  savings  and  loan 
oblem.  The  bank  board's  obligation  un- 
r  the  law  is  to  find  the  least-cost  reso- 
tion  for  insolvent  thrifts.  We  have  the 
lalyses  to  back  up  our  position  that,  in 
■arly  all  cases,  selling  them  to  ac- 
tirers  costs  less  than  liquidation.  In 
•\as.  we  are  consolidating  the  insol- 
■nts  into  groupings  that  arc  then  sold. 
v  recapitalizing  these  institutions  with 
mds  from  acquirers  and  the  Federal 
ivings  &  Loan  Insurance  Corp..  we 
inimi/.e  disruption  of  service  to  custom- 
's and  put  the  assets  m  the  hands  of 
Uiagers  who  can  (leal  with  them  better 
tail  we  can    We  also  make  certain  that 


On  January  26,  1088,  IBM  announced 

new  hard  wan- arid  software 
advancements  lor  Information  networks, 

including  the  IBM  3745 
high-speed  communication  controller. 

The  3745  oilers  significant 

performance  improvements  by  providing 

high-speed  communications  capabilities 

and  improved  availability  with  two  central 

control  units. 

And,  the  3745  now  gives 

customers  greater  connectivity,  attaching 

to  as  many  as  16  separate  System/370™ 

computers  and  sending  information 

faster,  for  less  money. 


)  Copyright  IBM  Corporation  1989.  IBM  is  a  registered  trademark  of  the  IBM  Corporation. 
System  370  is  a  trademark  of  the  I BM  ( Corporation . 


On  February  15, 1988,  IBM  announced  its 

most  significant  storage  management 

advance  in  more  than  20  years,  DFSMS™ 

This  new  software  can  manage  vast 

quantities  of  information  on  disks  and 

other  storage  devices,  provide  for  more 

effective  use  of  IBM  storage  hardware  and 

improve  end-user  service — 

all  automatically. 

This  means  programmers  can  now  spend 

less  time  controlling  and  more  time 

creating. 


)  Copyright  IBM  <  Corporation  1989.  DFSMSut  trademark  ol  the  IBM  <  Corporation 
IBM  i*  .1  reaialered  trademark  ol  the  IBM  <  orporation 
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Six  good  reasons 
experienced  fax  b 


First-time  fax  buyers  some- 
times have  trouble  deciding  which 
fax  features  are  essential  and 
which  are  useless  bells  and 
whistles. 

But  second-time  buyers  know 
what's  important  and  what's  not. 
Which  is  why  we're  pleased— but 
not  surprised-that  experienced 
fax  users  choose  dex®  high-tech 
facsimiles  from  Fujitsu. 


A  reputation  for  reliability 

One  reason  is  Fujitsu  reliability. 
Anyone  who's  owned  a  dex  facsi- 
mile will  tell  you  our  reliability  is 
second  to  none.  Which  is  exactly 
how  reliable  your  fax  should  be, 
since  it's  on  the  job  24  hours  a  day. 


'( 


M 


dex  6700 


Crisp,  easy-to-read  copies 

Copy  quality  is  no  small  thinl 
So  even  our  smallest  personal  fa 
has  16-level  greyscale  image  scapid 
ning  to  bring  out  the  details  in 
text,  drawings— even  photograpl 
And  automatic  speed  control  to 
improve  transmission  when  phofro 
lines  are  bad. 


All  the  right  features 

Buying  the  right  fax  comes 
down  to  choosing  the  right  fea- 
tures. At  Fujitsu,  we  cover  all  thp 
bases,  from  compact,  affordable, 
easy-to-use  units  to  highrtech, 
plain-paper  workstations.  And 
everything  in  between. 

100%  trade-up  credit 

But  just  to  make  sure  you  get 
the  fax  you  need,  we'll  even  give 


odular,  expandable  fax 


H 


dex  7800 


igh-speed,  plain-paper  fax  with  G4  option 


±r 


dex  2500 


rogrammable,  automatic  fax 


1 


ers  choose  Fujitsu. 


u  credit  for  changing  your  mind. 

0%  credit,  if  within  six  months 
'■■  your  purchase  of  a  dex  facsimile, 
iu  decide  to  trade  up  to  another 
jjitsu  model.  Call  it  error-free 
irehasing. 


nve  money  every  time 

No  matter  which  model  you 
loose,  your  dex  facsimile  will 
ive  you  money  every  time  you 
se  it.  With  proprietary  transmis- 
.on  speeds  to  help  you  lower  your 
lecommunications  costs.  And 


automatic  activity  reports  to  help 
you  track  your  costs  easily.  Plus 
easy  operation,  to  make  your 
people  more  productive. 

Nationwide  service  network 

With  over  22  years  in  the  busi- 
ness, no  one  knows  fax  better  than 
Fujitsu.  And  no  one  backs  fax 
better— our  nationwide  service 
organization  devoted  exclusively 
to  fax  is  unique  in  the  industry. 
It  assures  you  of  prompt,  profes- 
sional service  and  support  when- 
ever and  wherever 
you  need  it. 

-  fcjrt'.v  >>>< 


Get  the  facts 

If  you're  thinking  about  buying 
a  fax,  take  a  tip  from  thousands 
of  experienced  fax  users:  choose 
a  high-tech  dex  facsimile  from 
Fujitsu,  the  first  choice  for  a  fax 
that  lasts. 

For  complete  information, 
contact  Fujitsu  Imaging  Systems 
of  America,  Corporate  Drive, 
Commerce  Park,  D anbury,  CT 
06810.  Or  call:  1-800-243-7046. 

dex'  is  a  registered  trademark  of  Fujitsu  Imaging 
Systems  of  America,  Inc    ■ilW'&J&v 


mm 
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dex  ten 


dex  2400 


asy-to-use  personal  fax 


ull-featured,  affordable  fax 


0 


dex  2200 

ne-touch  auto-dialing  fax 


FUJITSU 


High-tech  facsimiles  from  Japan's  No.  1  computer  maker. 


On  February  17, 1988,  IBM  announced 
that  IBM  researchers  had  produced  the 
world's  fastest  DRAM  computer  chips. 

These  experimental  chips  can  retrieve 

one  bit  of  information  in  just  20  billionths 

of a  second. 

In  the  time  it  takes  to  read  this  ad,  one  of 

these  chips  could  retrieve  500,000,000 

bits  of  information. 


©  Copyright  IBM  Corporation  1989.  IBM  is  a  registered  trademark  of  the  IBM  Corporation.        


On  April  19, 1988,  IBM  announced 

extensive  product  implementations  of  its 

Enterprise  Systems  Architecture/370™ 

(ESA/370™)  only  two  months  after  its 

introduction. 

Seven  major  software  systems  were 

enhanced  to  take  advantage  of  ESA/370, 

increasing  the  capability  of  IBM's  most 

powerful  processing  systems  to  meet 

growing  customer  needs. 

Amazing  what  can  happen  when  you 
think  fast. 


lifcM'Hrt 


i 
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©Copyright  IBM  Corporation  1989.  Knterprise  Systems  Architecture/370  and  KSA/370are 

trademarks  of  the  IBM  Coq>oration.  IBM  is  a  registered  trademark  of  the  IBM  Corporation. 


FSLIC  [gains]  from  the  recovery  of  tl  ifo 
institution  by  sharing  in  future  profi 
and  any  tax  benefits  that  may  eventus  i  ''■' 
ly  be  used,  and  by  receiving  warran  s 
that  can  later  be  converted  to  commc  I 
stock  and  sold. 

The  tax  provisions  are  not  a  giveawa;  Ito 
Without  them,  fslic's  costs  would  t  U 
higher  and  would  have  to  be  made  up  b  BjS 
other  assistance.  However,  even  inclut  m 
ing  the  tax  benefits,  the  estimated  cos  m 
to  FSLIC  of  resolution  by  sale  is  belo^  to 
the  cost  of  liquidation. 

Sales  of  thrifts  are  conducted  throug  m 
a  bidding  process  that  is  widely  know  » 
throughout  the  business  world.  We  hav  it 
more  than  1,000  approved  bidders  on 
list,  and  anyone  else  interested  can  be 
participant  if  qualified.  The  bidders  ar 
competing  against  one  another  ant 
against  the  cost  of  liquidation.  We' 
walk  away  from  any  settlement  we  don 
think  is  right,  and  we  have  done  so  evei 
in  December  before  the  tax  benefit  dead 
line.  It  also  is  pertinent  that  the  majority  as 
of  the  December  deals  had  been  in  thi  e! 
negotiating  phase  for  months,  somep! 
even  starting  back  in  1987. 

In  every  instance,  the  acquirer  select- 
ed is  the  one  with  the  best  bid.  If  we  Sat 
didn't  select  on  this  basis,  we'd  be  re-  al 
miss  in  carrying  out  our  responsibility. 

When  the  FSLIC  recapitalization  bond-|st 
ing  authority  became  law  in  August 
1987,  we  were  directed  to  spend  the 
money  to  resolve  insolvent  thrifts.  We  i 
accomplished  that  at  an  accelerated  pace 
in  1988.  Our  job  was  to  stanch  the  hem- 
orrhage in  the  industry.  We  are  doing 
that.  Net  industry  losses  were  nearly 
billion  in  each  of  the  first  two  quarters 
of  1988;  they  dropped  sharply  to  $1.6 
billion  in  the  third.  We  won't  know  for  a 
few  weeks  yet  how  much  further  prog- 
ress was  made  in  the  fourth  quarter. 

Others  like  you  have  called  for  mas- 
sive liquidations  of  insolvent  thrifts.  Not 
only  is  that  method  most  costly,  but  also 
there  is  no  way  we  can  do  this  on  a  large 
scale.  We  simply  don't  have  the  up-front 
cash.  For  example,  to  liquidate  those  75 
institutions  we  dealt  with  in  December 
would  have  required  $47  billion  in  cash 
immediately.  To  carry  calculations  fur- 
ther, our  estimated  present  value  cost  of 
the  December  actions  comes  to  about 
$17  billion  compared  with  a  liquidation 
cost,  after  disposition  of  assets,  of  about 
$23  billion.  Even  if  the  tax  benefits  of  $4 
billion,  which  FSLIC  will  share  50-50  on 
average  with  acquirers,  are  added  to  ac- 
quisition costs,  the  sum  is  still  well  be- 
low the  liquidation  cost. 

Our  costs  would  be  additionally  re- 
duced if  FSLIC  notes  had  the  full  faith 
and  credit  of  the  U.  S.  backing  them. 
Our  estimate  is  that  full  faith  and  credit 
on  the  notes  would  lower  interest  on 
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n  by  a  full  percentage  point  bee; 

would  attract  more  and  better  bid- 

ia  matters  now  stand,  the  reluc- 

lrnft:e  of  the  accounting  profession  to  ac- 

mi   t   the   notes    fully    has    hindered 

;ntial  bidders  from  coming  forward. 

fhen  we  take  action  on  these  institu- 

s,  we  don't  bail  out  stockholders  or 

iiagements  that  may  have  led  them 

trouble  in  the  first  place.  They  are 

I  placed.  The  courses  of  action  open  to 

bank  board  are  obviously  limited. 

1  if  we  did  not  sell  all  of  those  thrifts, 

would  have  had  to  take  them  over, 

action  that  would  be  tantamount  to 

ionalization. 

M.  Danny  Wall,  Chairman 

Federal  Home  Loan  Bank  Board 

Washington 
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T  SAFETY  AND  HEALTH 
THE  TOP  OF  THE  AGEHDA 


concur  with  the  many  pressing  issues 
;"aised  in  "Needed:  A  replacement  for 
bargaining  table"  (Top  of  the  News, 
h.  9),  with  one  exception:  The  article 
upletely  overlooks  safety  and  health 
the  workplace. 

Safety  and  health  issues  are  an  inte- 
al  part  of  each  issue  cited:  unions  bar- 
ining  for  better  working  conditions, 
5t  of  insurance,  and  increasing  litiga- 
n.  All  of  these  issues  are  affected  by 
>related  injuries  or  fatalities,  which 
n  be  caused  by  unfamiliar  equipment, 
w  technologies,  chemical  releases,  in- 
fficient  ergonomics,  and  poor  indoor 
•  quality. 

Employee  rights  most  certainly  in- 
ade  a  safe  and  healthy  work  environ- 
ent.  Additionally,  revision  of  existing 
ccupational  Safety  &  Health  Adminis- 
ation  legislation  may  shape  future  em- 
oyee  rights  and  employer  costs.  It's 
)t  only  dangerous  but  also  expensive  to 
:erlook  vital  safety  and  health  issues, 
'e  expect  the  new  Labor  Secretary  and 
ie  new  Administration  to  keep  safety 
igh  on  the  agenda. 

T.  C.  Gilchrest,  President 

National  Safety  Council 

Chicago 

ORRECTIOM 

chart  accompanying  "Apple  turns 
rom  revolution  to  evolution"  (Informa- 
ion  Processing,  Jan.  23)  carried  an  in- 
orrect  legend.  The  scale  for  net  earn 
lgs  should  have  read  "hundreds  of 
nillions  of  dollars." 


.etters  to  the  Editor  should  be  sent  to  Readers 
teport,  Business  Week,  1221  Avenue  ol  the  Amen- 
ds, New  York.  NY  10020  Fax;  (212)  512-6875, 
elex  12-7960.  Intl  4998204  All  letters  must  m- 
:lude  an  address  and  daytime  and  evening  tele- 
>hone  numbers  We  reserve  the  right  to  edit  letters 
or  clarity  and  space 


On  May  25,  L988,  IBM  announced  the 

lirst  mass  production  of  semiconductor 

chips  on  8-inch  wafers.  This  means 

producing  as  rnanv  as  150  one-million-bif 

memory  chips  from  just  one  wafer,  by  far 

the  greatest  numher  in  the  industry: 

Just  one  more  way  IBM  is  chipping  in  to 
keep  computer  costs  down . 


= 

— 
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On  June  21, 1988,  IBM  announced  the 

Application  System/400,Mthe  largest 

product  introduction  in  IBM's  history. 

This  powerful,  easy-to-use  computer 

system  is  designed  to  grow  as  fast  as 

customers'  needs  and  provide  consistency 

in  applications,  and  is  IBM's  first  product 

family  to  conform  to  IBM's  Systems 

Application  Architecture!" 

So  even  though  you  can't  predict  the 

future,  you  can  now  adjust  to  the  future 

easily  and  quickly. 

Say  good-bye  to  future  shock. 


M  lopyrighl  llt\1 1  orporation  l'»K>)   Application  System)  UMijnd  System 

Application  Architecture  are  trademark!  ol  ilx-  IBM  Corporation. 

IBM  ii  a  registered  trademark  ol  the  IBM  (  orporation. 
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Introducing  the  new 
Sonata  from  Hyundai. 
It  has  more  passenger 
room  than  any  other 
car  in  its  class. 
And  the  power  to  fly 

These  days  a  lot  of  mid-size 
cars  promise  you  the  moon. 
But  check  their  interiors  first 
to  see  if  there's  any  space  that 
goes  with  them.  Usually 
there's  not  much. 

But  now  there  is  a  mid-size 
car  that's  conquered  space. 
The  new  Sonata  from 
Hyundai.  We've  gone  to  great 
lengths  and  widths  to  give  the 
Sonata  100  cubic  feet  of  pas- 
senger room.  That  adds 


more  room  than  any  other  car 
in  its  class.  It  also  adds  up 
to  a  very  comfortable  ride  for 
five  adults.  Including  their 
elbows  and  shins. 

As  a  matter  of  fact,  inside 
the  Sonata  GLS  you'll  discover 
room  for  everything  but  im- 
provement. There's  an'ergo- 
nomically  designed  dash  with 
full  instrumentation  that  helps 
eliminate  the  awkward  reach. 
Plush  cut-pile  carpeting  covers 
the  entire  floor  space,  even  the 
cargo  area.  Up  front  you'll 
find  reclining  bucket  seats  in 
rich  velour.  Also  notice  the  six- 
way-adjustable  driver's  seat. 
And  to  the  rear  there's 
a  spacious  60/40 


split  bench  seat  that  folds  I !f 
to  make  a  large  cargo  are;  ^ 
larger.  The  rear  seat  even  1  * 
a  disappearing  center  arm  k 
with  added  storage  space.  llf 
The  Sonata  GLS  also  corSic 
equipped  with  a  whole  gaL  ^ 
of  standard  features.  Featui1^ 
that  will  put 

you  in  com-  /^ 

plete  power.  %^j  i 

Like  power  i    jj 

windows  and 
power 


li    'ry 


•See  Dealer  lor  warranty  derails,  c  19ke  Hyundai  Motor  America  Seal  bells  make  sense 


t  iarview  mirrors.  Power  door 
n>cks.  Plus  an  electronically 
iliied  AM/FM  stereo  c^issette 
mith  six  speakers  and  power 
>  tenna.  There's  also  techno- 
iii  Really  advanced  power 
;i|xk-and-pinion  steering 
ui  d  power  front  disc  brakes. 
But  that's 
I  only  the 

beginning. 
Because 
under  the 
hood  lies 


a  fuel-injected,  2.4-liter  over- 
head-cam engine.  The  most 
powerful  standard  engine  in 
its  class.  And  coupled  with 
front-wheel  drive  and  either  a 
five-speed  manual  overdrive 
transmission  or  optional  four- 
speed  electronic  automatic,  it 
can  really  flv 

4  4 

Whatever  your  destination 
may  be,  the  Sonata  was  built 
to  go  the  distance.  And  it's 
comforting  to  know  that 
Hyundai's  Bumper-to- 

Bumper  limited 
warrant)' 
will  be 


right  there  with  you  for 
a  full  36  months  or  36,000 
miles.  (With  absolutely  no 
deductible  required.)*  Each 
new  Sonata  owner  also 
receives  a  free  membership 
in  the  Cross  Country  Motor 
Club: 

And,  since  it's  a  Hyundai, 
you  can  be  sure  it  steers 
clear  of  astronomical  sticker 
prices.  The  Sonata  is  priced 
down  to  earth  and  light  years 
from  the  competition. 

So  call  1-800-826-CARS 
for  the  location  of  your 
nearest  Hyundai  dealer. 
And  stop  by  to  test  .drive  a 
new  space  vehicle. 


The  Sonata 

HYunnn 

Cars  that  make  sense. 


v 


Are  you 
planning 
to  build? 

If  you  have  made  the  decision 
to  expand,  establish  or  re-locate 
your  business,  you  know  there 
are  thousands  of  details  to  con- 
sider. VP  Buildings  can  help. 
We'll  send  you  the  planning 
guide,  "Building  Concepts,"  plus 
a  special  planning  worksheet, 
and  it's  all  free.  Call  or  write  for 
yours  today!  1-800-238-3246. 


inning 


Wo*sheet 


\P 


VARCO-PRUDEN 
BUILDINGS 

AMCA 
INTERNATIONAL 

Built  on  Superior  Service 


DE   CI  "Building Concepts"  and 
IiCCb  the  Planning  Worksheet 

Mail  to:  Building  Concepts  Response  Center 
5100  Poplar/Suite  1400 
Memphis,  TN  38117-9883 
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THE  GOOD  LIFE:  THE  MEANING  OF  SUCCESS  FOR  THE  AMERICAN  MIDDLE  CLASS 

By  Loren  Baritz 

Knopf  •  361  pp  •  $19.95 

THE  TRAPPINGS  OF  SUCCESS 
OR  JUST  A  TRAP? 


IT 


America  has  always  been  about 
freedom.  From  the  start,  it  has 
been  a  haven  for  those  whose 
religious  or  political  beliefs  were  not  tol- 
erated in  their  homelands.  But  it  does 
not  deprecate  the  importance  of  that  ha- 
ven to  say  that  economic  freedom — the 
chance  to  achieve  more  ease  and  accu- 
mulate more  goods  than  one's  parents — 
has  always  been  this  country's  root  at- 
traction. In  a  brief  history  of  the  U.  S. 
dashed  off  in  1942  as  propaganda  for  the 
Office  of  War  Information,  poet  Stephen 
Vincent  Benet  portrayed  a  nation  that 
"looks  to  the  future  always — to  a  future 
of  free  men  and  women,  where  there 
shall  be  bread  and  work,  security  and 
liberty."  He  correctly  put  first  things 
first. 

Freedom  from  want  is  still  a  chimera 
to  far  too  many  Americans.  But  those 
who  have  moved  up  the  economic  ladder 
are  most  typical  of  the  American  story. 
This  group's  concerns  and  choices,  gains 
and  losses  are  the  territory  charted  by 
Loren  Baritz,  a  history  professor  at  the 
University  of  Massachusetts,  in  The 
Good  Life:  The  Meaning  of  Success  for 
the  American  Middle  Class. 

Decade  by  decade  through  this  centu- 
ry, Baritz  chronicles  the  fads,  interests, 
and  values  of  the  middle  class.  The  re- 
sult is  a  masterful  history  marked  by 
broad  themes  that  keep  the  narrative 


» 


moving  and  precise  details  that  make  i 
vivid.  To  enliven  his  account,  Barit 
draws  on  a  dizzying  array  of  sources 
from  macroeconomic  statistics  to  famil; 
correspondence  of  the  most  ordinary  cit 
zens.  We  zip  along  from  the  liberate! 
Jazz  Age  to  the  suburban  domesticitj 
that  followed  World  War  II  to  th< 
Aquarian  explosion  of  the  1960s. 

Essentially,  this  is  the  story  of  wha  ;l 
happened  when  the  traditional  uppei  * 
classes,  "the  gentlemanly  amateurs  ir  V 
business,  finance,  and  the  professions,'  ,f; 
were  replaced  as  decision-makers  bj 
those  who  had  to  scramble  for  power.  A  ™ 
the  beginning  of  the  century,  as  the  ur  [ 
ban  middle  class  gained  confidence,  il  «j 
became  more  willing  to  substitute  its 
values  for  "the  moral  ideas  inherited u 
from  the  Protestant  past."  These  mod  IT 
em  values  emphasized  pleasure  and  the  ^ 
trappings  of  success. 

For  immigrants,  the  first  material  l 
goal  was  a  home.  By  1929,  Baritz  notesJJ 
half  of  this  country's  Polish  immigrants 
owned  their  own  homes,  as  did  54%  of 
Czech  immigrants.  And  even  when  these 
immigrants'  basic  earnings  didn't  quite 
translate  into  middle-class  status,  home 
ownership  made  them  "susceptible  to 
middle-class  preoccupations."  Inspired 
equally  by  mass  advertising  and  time- 
payment  plans,  they  became  caught  up 
in  acquisition — of  automobiles,  furni- 


^rt»*Cf3*^ 


'The  egg  timer  is  pinging.  The  toaster  is  popping.  The  coffeepot  is 
perking.  Is  this  it,  Alice?  Is  this  the  great  American  dream?" 
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if  OurHotels  MakeBusiness 
pravel  Peel  Like  AVacation, 
'  LeWhat  Our  Resorts 
eA\kationfelLike. 


i 


I  At  Four  Seasons  were  aware  that 
:n  you're  away  on  business  your 
s  can  be  even  more  pressure- 
ked  than  those  spent  at  the  office. 
Which  is  why  we  want  to  make 
ir  stay  so  pleasurable,  you'll  look 
<  vard  to  your  next  business  trip. 
Superb  restaurants,  overnight 
ssing,  complimentary  shoe  shine, 
Ice  daily  maid  service, and  24-hour 
\  >m  service  can  bring  calm  to  the 
J>st  turbulent  day 
Of  course,  attention  to  detail 


and  unsurpassed  service  are  the 
cornerstones  of  our  hotels,  but  they're 
also  the  foundation  of  our  resorts. 

And  thats  just  the  beginning. 

Each  and  every  one  of  our 
resort  locations  have  been  carefully 
selected  for  their  environmental 
beauty  and  peaceful  serenity 

Yet  all  Four  Seasons  Resorts  offer 
a  wide  variety  of  recreational  activities 
for  you  to  enjoy  at  your  leisure. 

Needless  to  say  at  our  resorts 
you'll  be  pampered  by  all  the  attention 


you've  become  accustomed  to  receiv- 
ing at  our  hotels. 

But  that  shouldn't  be  surprising. 
After  all,  if  both  our  hotels  and  resorts 
share  the  name  Four  Seasons,  then 
they  obviously  share  something  else. 

Unparalleled  service. 


FburSeasons 

THE  GRAND  HOTELS  AND  RESORTSOF  OURT1ME 
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CANON'S  REVOLUTIONARY  ULTRA 


A  NEW  GENERATION  OF  PERFORMANI 


With  UHQ,  Canon  introduced  an  entirely  new  gen- 
eration of  facsimile  technology.  A  digital  imaging  system 
so  advanced,  it  can  transmit  even  the  most  detailed 
documents,  graphics  or  photographs  in 
an  incredible  64  shades  of  gray 

Now,  we've  made  it  even  easier 
to  improve  your  business  image,  with  a 
full  line  of  UHQ  facsimiles  designed  to 
meet  a  wide  range  of  business  needs. 

Like  the  Canon  FAX-270,  designed  for  businesses 
who  want  a  higher  level  of  performance  and  quality, 
without  higher  costs. 

Or  the  FAX-450,  with  an  incredibly  efficient 
9-second*  transmission  speed.  And  the  plain  paper  per 


UHQ 


IMAGE  PROCESSING  SYSTEM 


formance  of  the  FAX-630,  with  the  highest  resolution 
available  anywhere  on  plain  paper. 

Or  for  businesses  who  need  high  performance 

that's  also  highly  productive,  there's  the 
FAX-705's  powerful  built-in  memory  and 
InstaScan  document  scanning. 

And  all  Canon  UHQ  Facsimiles 
feature  an  exclusive  Error  Correction 
Mode  to  ensure  the  reliability  and  quality  of  the  docu- 
ments you  send.  Plus  automatic  features  that  make 
Canon  UHQ  faxes  as  easy  to  use  as  they  are  advanced. 

Canon  UHQ  Facsimile.  Technology  designed  to 
make  a  clear  difference  in  all  your  business 

Communications.  "Based  on  CCITT#1  Test  Chart, CHTmode 


QUALITY  FACSIMILE  TECHNOLOGY. 

lAT'SClEARW  AHEAD  OF  ITS  TIME. 
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COMMUNICATING  QUALITY 


For  more  information,  call  toll  tree  1-800-OK  CANON.    H  ..   -    Canon  U.S.A.,  Inc.,  PO  Box  3900  Peona,  IL  61614 
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MICHIGAN 
IS  KNOWN  FOR 
ITS  BEAUTIFUL  WOODS. 

There  are  two  entirely  different  kinds  of  woods  thriving  in  Michigan's  climate.  The  lush, 
beautiful  forest  kind.  And  the  kind  that  comes  from  the  hardwood  dimension  industry.  Since 
1981,  $1.5  billion  have  been  invested  in  Michigan  by  forest  products  companies.  ■  Why 
Michigan?  Well,  for  one  thing,  this  is  where  the  resources  are.  Donald  LeBoeuf,  President, 
Cedar  River  Lumber  Co  in  Powers  said,  "We  get  about  90%  of  the  timber  we  use  each  year 
here  in  Michigan."  And,  of  course,  there's  Michigan's  location.  Ronald  Hees,  President,  Cus- 
tom Forest  Products,  Inc.  in  Grayling  said,  "We  have  good  access  from  Michigan  to  markets 
throughout  the  United  States."  In  addition,  Michigan  has  a  trained  woodworking  labor  force 
who  work  at  competitive  rates.  ■  There  are  a  lot  of  other  reasons  why  Michigan  works  for  the 
wood  industry  —  too  many  to  go  into  here,  however.  So  for  more  information,  please  call 
(517)  373-8495  or  write  Doug  Ross,  Director,  Michigan  Department  of  Commerce,  525  W 
Ottawa,  Lansing,  Ml  48909  And  find  out  \V7T7^T)  T^7  A  T  0/^\ 
why  Michigan's  woods  are  so  beautiful.      \\    Rj    1\  Kj    i~\  1  jC}  V  J 
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vacuum    cleaners,    washing    ma 

es,   radios,   phonographs.    And   tlif 

to   accumulate    has    kepi    BCCeler 

g,  writes  Baritz,  making  rueful  cote 

bumper  sticker  popular  in  re< 
"Whoever    dies    with    the    most 
wins." 

e  price,  of  course,  is  paid  in  more 
nn  money.  And  for  today's  typical  mid- 
•-class  Americans,  Baritz  suggests, 
;lular  phones  and  vacation  condos 
ive  come  at  too  high  a  price:  People 
ply  the  cost-benefit  analysis  they  use 
selecting  goods  to  all  of  life  and  so 
d  up  giving  little  importance  to  "a 
se,  an  infant,  or  a  sonata."  Moreover, 
price  is  paid  in  loneliness.  Unlike  their 
rents,  who  "knew  there  was  risk  and 
in  in  love  and  life,"  Americans  born  in 
e  '40s  and  '50s  have  fled  "this  human 
venture"  and  "calculated  their  prog- 
ss  toward  a  better  life ...  to  float 
love  the  struggles  of  others,  in 
irmth  and  comfort,  alone." 
What  Baritz  forgets  is  that  from  the 
ne  of  the  Pilgrims,  the  chance  to  gain 
onomic  well-being  has  been  tied  to 
eedom  from  the  demands  of  tradition, 
njoying  economic  liberty  has  distanced 
ildren  from  the  constraints  of  their 
iirents  as  well  as  from  their  parents 
lysically,  whether  it  meant  moving 
estward  and  leaving  the  family  a  thou- 
ind  miles  behind  or  moving  to  a  better 
jighborhood  and  leaving  them  in  a  dif- 
irent  social  setting.  A  feeling  of  soli- 
try  disconnectedness  has  always  been 
art  of  the  result. 

By  the  mid-1970s,  writes  Baritz, 
many  of  the  successful  members  of  the 
liddle  class  . . .  were  looking  for  some- 
ling  difficult  to  define,  some  intangible 
lement  missing  from  American  life, 
ome  felt  the  American  air  had  become 
little  too  thin."  Indeed,  the  "is-this-all- 
jhere-is?"  malaise  that  follows  an  orgy 
if  spending  is  such  a  common  feature  of 
American  life  that  it  has  long  been  a 
Staple  subject  of  humorists.  But  it's  a 
aalaise  that  can  set  in  only  after  the 
oys  have  been  accumulated. 

In  decrying  the  baby  boomers'  materi- 
dism,  Baritz  loses  the  historical  per- 
.pective  he  brings  to  the  rest  of  his 
>ook.  Goods — TVs,  dishwashers — that 
teem  unnecessary  frills  to  those  who 
lave  done  without  them  most  of  their 
ives  are  valued  by  the  next  generation 
is  bask  components  of  the  good  life. 

(lore  important,  the  pendulum  has  al- 
ways BWung  between  self-centered  ac- 
inisitiveness  and  a  reaching  out  for  love 

ind  connectedness,  if  one  byproduct  of 
economic  freedom  is  that  the  successful 

:an  reject  the  standards  of  their  parents, 
mother  is  that  they  are  free  to  volun- 
tarily reassume  traditional  constraints. 

There  is  e\  er\  reason  to  hope  that  in  the 


Orijune  28, 1988,  IBM  introduced 

[magePlus™a  Dew  image  processing 

gystem  thai  will  help  businesses  that 

process  Large  amounts  ol  paperwork 

reduce  costs,  improve  customer  service 

and  design  more  competitive  products  and 

services.  This  system  will  improve  the  way 

a  business  handles  the  paper  it  receives 

from,  and  sends  to,  its  customers. 

Businesses  using  ImagePlus  will  be  able  to 

take  an  "electronic  picture"  of  customer 

letters,  sketches  and  even  photographs 

and  move  them  instantly  through  the 

business  for  processing. 

Can  you  picture  that! 


)  Copyright  IBM  Corporation  1989.  ImagePlus  is  a  trademark  of  the  IBM  Corporation. 
IBM  is  a  registered  trademark  of  the  IBM  Corporation. 


On  July  19, 1988,  IBM  introduced  Disk 

Operating  System  (DOS)  software,  version 

4.0,  with  an  easy-to-use  shell  and  expanded 

memory  functions. 

In  fact,  the  new  DOS  4.0  contains  more 

than  30  new  and  enhanced  functions  that 

can  be  used  across  our  entire  personal 

computer  line. 
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DOKS 
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6000  LE. 

The  New  Look  Of 

Affordable  Road  Performance. 

Step  aside  for  a  true  road  sedan  that  makes  no  apologies  for  its  responsiveness, 

and  no  bones  about  its  comfort  Under  the  hood,  LE  is  powered  by  a  fuel-injected  2.5L  Tech  IV  engine 

or  an  optional  multi-port  fuel-injected  2.8L  V6.  Transmission  choices  include  a  3-speed 

automatic  or  an  available  4-speed  automatic  (with  the  2.8L  V6  only).  The  LE  has  MacPherson  strut 

front  suspension,  rack-and-pinion  steering,  steel-belted  radials  and  front-wheel  drive  for 

road-biting  traction.  A  new  roof  line,  blacked-out  grille,  fog  lamps  and  body  side  moldings  are  standard. 

Performance  has  its  value,  and  when  the  subject  is  6000  LE,  that  value  happens  to 
.      be  worth  a  lot:  as  shown  $12,299  (prices  start  as  low  as  $1 1,969)  MSRP  including  dealer  prep. 
Tax,  license,  destination  charge  and  other  optional  equipment  additional. 
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LETS  GET  IT  TOGETHER $.  BUCKLE  UP.  C1988  GM  CORP.  ALL  RIGHTS  RESERVED.  [I*]®  PONTIAC*  WE  BUILD  EXCITEMENT™  W 
SEE  YOUR  PONTIAC  DEALER  FOR  TERMS  OF  THE  LIMITED  WARRANTY. 


3  YEAR/50.000  MILE  WARRANTY 


i    the  middle  class  will  be  driving 
r  umvvs  not  only  to  ski  vacations  but 

to  family  reunions,  Church  services, 

weekly   volunteer  stint    at    a   soup 

hen 

BY  DANIEL  B   MOSKOWI1/ 
koirit:   has   ten/tin    nlionl   social   issues 

/»'ll  for  more  than  SO  yean. 


4  K  BRIEFS  I 


L_ 

A  EMARK ABLE  JOURNEY  THROUGH 
-f  ■:  EMPIRES  OF  FASHION 

Nicholas  Col6ndg6 

per  &  Row  •  323  pp  •  $19  95 


y  Nicholas  Coleridge's  tally,  only 
60  people  in  the  global  fashion  in- 
dustry really  count.  Half  are  elite 
igners — the  Ralph  Laurens  and  Gior- 
Armanis  who  preside  over  rich  ern- 
es from  workstations  in  New  York, 
is,  Milan,  London,  and  Tokyo.  The 
t  are  influential  editors,  store  buyers, 
mcial  backers,  and  wealthy  clothes- 
rses.  Collectively  they  serve  as  the 
rldwide  arbiter  of  style,  ensuring  that 
matter  what  "fashion  capital"  you're 
you'll  find  the  same  designer  shops, 
n  The  Fashion  Conspiracy,  British 
imalist  Coleridge  offers  a  fascinating 
k  at  these  people's  world.  The  book  is 
i  a  whirlwind  tour,  stopping  for  20 
DUtes  at  a  Seoul  sweatshop,  a  Paris 
owroom,  a  Seventh  Avenue  office, 
die  our  guide  exposes  the  industry's 
imier  side:  "The  French  may  not  wish 
talk  about  their  Arab  clients  . . .  but 
ey  are  even  shakier  about  the  South 
nericans.  All  those  drug  baronesses, 
ithout  cocaine,  .half  a  dozen  couture 
uses  would  have  gone  to  the  wall." 
Coleridge  became  intrigued  with  fash- 
El  after  discovering  its  global  nature  in 
85.  In  Madras  to  interview  terrorists, 
coincidentally  met  an  Indian  who 
lowed  him  a  backstreet  shop  where  ad- 
eseent  girls  turned  out  garments  for 
Claiborne.  Months  later  in  New 
>rk,  Coleridge  spotted  a  Mary's  ad  for 
Liz  jumpsuit  that  appeared  to  be  the 
rv  garment  he  had  seen  in  India. 
The  book  is  full  of  amusing  anecdotes 
iniit  fashion  personalities  such  as  Nan 
mpner,  a  socialite  who  has  made  buy- 
g  cost  I  \  clothes  a  nearly  full-time  job. 
he  gushes  aliuut  how  lucky  she  was  to 

u\  her  first  Chanel  just  before  her  fa- 
te? in  law  died.  She  had  picked  a  tai- 
wed  black  suit    perfeel  for  a  funeral. 

At  tunes  Coleridge  seems  amazed  that 
eople  take  fashion  so  seriously.  His 
wn  attitude  seems  to  parallel  that  of 
louse  of  Chanel  designer  Karl  I.ager- 
<M  "  This  is  just  dressmaking,  after  all, 
ot  the  ceiling  of  the  Sistine  Chapel  " 
MY  AMY  I 


Onjuly  l<),  1988,  IBM  announced  three 
new  RISC  Technology  systems,  Increasing 

IM  System  performance  by  up  to  25 
percent,  furthering  IBM's  commitmenl  i<> 

customers  using  high-performance 
UNIX  operating  systems. 

Users  of  the  larger  RT  models  can  now 

have  1,176,000,000  more  bytes  of 

disk  storage  available  than  they  had  the 

day  before. 


Onjuly  26, 1988,  IBM  announced  the 

development  of  four  new  advanced  silicon 

chips,  including  the  fastest  product  logic 

chip  ever  manufactured  by  IBM.  This  chip 

is  instrumental  in  making  our  most 
powerful  processors  even  more  powerful. 

More  power  to  you. 


I 


)  Copyright  IBM  Corporation  148').  RT  and  IBM  art-  registered  trademark.- of  the  

IBM  Corporation.  I  NIX  i.\a  registered  trademark  ol  the  VI'&'I  Corporation.  
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conomic  Viewpoint 


IT'S  TIME  TO 

FACE  FACTS: 

SUPPLY-SIDE 

WAS  A  SMASH 

BY  PAUL  CRAIG  ROBERTS 


Don't  believe  the  naysayers' 

doom  and  gloom.  The 

President's  1989  Economic 

Report  spells  out 

in  overwhelming  detail 

the  success  of 

the  reign  of  Reaganomics 


PAUL  CRAIG  ROBERTS  HOLDS  THE 

WILLIAM  E.  SIMON  CHAIR  OF  POLITICAL  ECONOMY 

AT  THE  CENTER  FOR  STRATEGIC 

&  INTERNATIONAL  STUDIES  IN  WASHINGTON 


The  eight-year  campaign  to  paint 
Reaganomics  as  a  failure  has  end- 
ed in  failure.  The  latest  polls  show 
Reagan  leaving  office  with  the  highest 
approval'  rating  of  any  President  since 
Franklin  D.  Roosevelt,  and  policymakers 
at  home  and  abroad  are  heralding  the 
success  of  supply-side  economics. 

In  Britain  on  New  Year's  Day,  Chan- 
cellor of  the  Exchequer  Nigel  Lawson 
told  the  Financial  Times  that  the 
sweeping  reduction  in  British  tax- rates 
"was  a  fiscal  milestone:  a  major  supply- 
side  reform  that  will  bring  benefits  for 
years  to  come."  He  said  the  old  Keynes- 
ian  question  of  when  to  add  stimulus  to 
the  economy  is  passe.  Now  "stimulus  is 
present  all  the  time:  It  is  inherent  in  the 
enterprise  culture,  brought  about  by  the 
supply-side  revolution." 

In  his  final  Economic  Report  on  Jan. 
10,  Ronald  Reagan  described  the  econo- 
my he  inherited:  "Throughout  most  of 
the  1970s  inflation  raged  at  unaccepta- 
bly  high  rates,  and  unemployment 
moved  upward.  Stagflation,  a  name  in- 
vented for  the  era,  and  malaise  were  the 
words  used  to  describe  America." 

In  contrast,  Reagan  said,  "today  it  is 
as  if  the  world  were  born  anew."  Any- 
one who  thinks  this  is  prideful  exaggera- 
tion needs  to  read  the  290-page  report's 
marshaling  of  the  factual  evidence, 
which  is,  in  a  word,  overwhelming. 
NO  nightmares.  Written  by  two  mone- 
tarists, Beryl  W.  Sprinkel  and  Alan 
Meltzer,  the  report  conveys  the  reality 
of  American  success  and  allows  us  to 
make  sense  of  the  high  levels  of  con- 
sumer and  business  confidence:  "The 
U.  S.  in  the  1980s  has  reestablished  itself 
as  the  role  model  for  economic  policy 
and  sparked  a  worldwide  tax  revolution, 
with  all  seven  of  the  major  industrialized 
nations  (G-7)  that  have  participated  in 
the  recent  economic  summits  reducing 
their  marginal  tax  rates." 

The  report  documents  the  substantial 
improvement  in  incentives:  A  single-sala- 
ry family  of  four  earning  twice  the  medi- 
an income  of  $30,853  has  seen  its  mar- 
ginal income  tax  rate  reduced  from  43% 
to  28%.  The  tax  rate  on  the  median  in- 
come family  has  fallen  from  24%  to  15%. 
Two-earner  couples  have  seen  even  larg- 
er cuts  in  their  marginal  tax  rates. 

The  effects  of  these  improved  incen- 
tives, says  the  report,  "have  been 
large."  Among  them  were  "an  explosion 
of  small  business  growth,"  contributing 
to  job  growth,  and  a  turnaround  in  pro- 
prietors' income,  which  had  been  declin- 
ing as  a  share  of  personal  income 
throughout  the  postwar  period.  The  rich 
contributed  proportionately  more  tax 
revenues:  "The  share  of  taxes  paid  by 
the  top  57c  of  taxpayers  increased  from 
34.9%  in  1981  to  44.3%  in  1986." 


The  report  is  effective  in  demolishiii 
the  unfavorable  comparisons  of  the  Rea 
gan  economy  with  our  past  experienq 
and  that  of  other  countries.  People  wra 
have  been  reading  books  such  as  Vi 
sions  and  Nightmares:  America  Aftei 
Reagan  and  Day  of  Reckoning,  o 
gloomy  editorials  in  the  The  New  Yor 
Times  and  The  Washington  Post  wi] 
have  to  wonder  about  the  factual  worl 
in  which  these  downbeat  writers  live. 
exaggerated  debt.  The  report  note 
that  Reagan  leaves  office  with  the  ecor 
omy  in  its  seventh  year  of  expansior 
the  longest  "in  recorded  U.  S.  histor 
and  one  marked  with  notable  achieve 
ments."  Real  output  growth  has  avei 
aged  4.2%  annually  since  1982,  and  1 
million  new  jobs  have  been  created 
more  than  twice  as  many  as  in  Japar 
West  Germany,  France,  Italy,  Canada 
and  Britain  combined.  Inflation  has  fal 
en  from  double  digits  and  has  average 
about  3.37c  in  the  past  five  years.  Mam 
facturing  productivity  has  increased  a 
an  average  annual  rate  of  4.4%,  abou 
double  the  postwar  average. 

The  facts  do  not  support  the  pictur 
painted  by  critics  of  a  consumer-led  ex 
pansion  marked  by  a  collapse  of  invest 
ment.  The  growth  of  real  gross  domesti- 
investment  jumped  from  an  average  o 
2.1%  in  1965-80  to  5.6%  in  1980-86,  mov 
ing  the  U.  S.  from  fifth  to  first  amonj 
the  Group  of  Seven.  From  1982  to  1985 
the  period  of  the  ongoing  expansion,  rea 
gross  private  domestic  investment  grev 
at  an  average  annual  rate  of  10.5%,  high 
er  than  the  average  of  previous  expan 
sions.  Overall,  "real  nonresidential  fixei 
investment  has  grown  more  than  40%  ir 
six  years,  a  peacetime  record." 

But,  claim  the  critics,  all  this  was  pak 
for  by  running  up  a  crushing  debt  bur 
den  and  becoming  the  world's  larges 
debtor.  Not  so,  documents  the  report 
The  ratio  of  government  debt  to  GNP  ii 
the  U.  S.  "is  well  below  historical  highs 
and  is  also  well  below  the  levels  foi 
several  other  industrial  nations."  Th< 
picture  of  the  U.  S.  as  the  world's  larg 
est  debtor  is  entirely  dependent  on  valu 
ing  our  foreign  investments  and  golc 
stock  at  below-market  book  values. 

Moreover,  even  the  greatly  exaggerat 
ed  measure  of  our  indebtedness  amounts 
to  just  8.1%  of  GNP,  small  compared  wit? 
the  25%  ratio  during  the  latter  half  oJ 
the  last  century.  In  1987  the  service  or 
the  gross  U.  S.  debt  abroad  amounted  tc 
less  than  2%  of  GNP  and  was  less  thar 
U.  S.  earnings  on  assets  abroad.  In  con- 
trast, throughout  the  1980s,  Canada's 
net  external  debt  was  34%  or  more  of 
gross  domestic  product. 

For  the  facts  about  the  Reagan  econo- 
my, you  have  to  get  a  copy  of  the  1989 
Economic  Report  of  the  President. 
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Introducing 
a  face  only  an 

Accountant, 
Real  Estate 


Financial 
Analyst, 

Investor, 

Banker,  or 

Security 
Broker 

could  love 


> 


The  new  Tl  Financial  Investment  Analyst.  The  first  and  only 
financial  calculator  with  a  multi-line  display  that  lets  you  see  all 
problem-solving  variables  at  once. 


The  unique  display  oi  the  Financial 
Investment  Analyst  gives  you  the  com- 
plete view.  Now  you  can  have  greater 
confidence  in  your  answers,  and  spare 
yourselt  the  trouble  of  double-checking 
and  re-entering  all  your  calculations. 
And  the  display  is  large  enough  for  you 
to  share  information  with  clients  and 
associates. 

The  Financial  Investment  Analyst 
also  gives  you  more  of  what  you  need  in 
a  financial  calculator.  There  are  ten    . 
worksheets,  including  Time-Value-Of- 
Money,  Bonds,  Statistics,  Profit,  Cash 
Flow,  Depreciation,  and  Interest 
Conversions. 


Plus,  three  of  them  have  multi- 
column  worksheet  capability  for 
easy  "what  if  comparisons. 

There  is  also  a  permanent 
memory  allowing  you  to  store  all 
your  variables  in  all  the  work- 
sheets even  when  the  calculator 
is  turned  off. 

Come  face-to-face  with  the  new 
TI  Financial  Investment  Analyst. 
Call  1-800-548-9347  for  the  dealer 
nearest  you.  m. 

Texas  ^V 
Instruments 


Texas  Instruments 
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conomic  irenas 


launched  an  unprecedented  number  o] 
nonmilitary  industrial  policy  initiatives 
including  federal  subsidies  for  researd 
on  chips  and  superconductors. 


BY  GENE  KORETZ 


AGE  VS.  WAGE:  HOW 
BABY  BOOMERS 
MAY  COOL  INFLATION 


With  the  jobless  rate  at  a  14-year 
low,  fears  are  growing  that 
quickening  pay  hikes  could  soon  touch 
off  an  inflationary  wage-price  spiral.  In- 
deed, wage  advances  have  already  added 
a  percentage  point  to  the  cyclically  low 
rates  they  posted  in  1987. 

Still,  economist  Maury  N.  Harris  of 
PaineWebber  Inc.  sees  little  wage  accel- 
eration ahead  if  economic  growth  slows 
this  year  and  the  jobless  rate  stabilizes, 
as  many  predict.  "A  number  of  factors," 
he  says,  "suggest  that  the  trade-off  be- 
tween low  unemployment  and  inflation 
is  no  longer  as  sharp  as  it  once  was." 

Such  factors,  says  Harris,  include  the 


MORE  OF  THE  JOBLESS  ARE 
IN  THEIR  PRIME  YEARS 
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ADULTS  25  TO  54  AS  A 
PERCENT  OF  THE  UNEMPLOYED 
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reduced  strength  and  militancy  of 
unions,  a  sharp  drop  in  the  percent  of 
the  jobless  covered  by  unemployment  in- 
surance, and  the  pressures  of  interna- 
tional competition,  particularly  from  low- 
wage,  newly  industrialized  countries. 
But  the  most  important,  he  claims,  is  the 
population's  changing  age  distribution. 

With  the  number  of  16-to-24-year-old 
workers  shrinking  and  the  baby  boom- 
ers swelling  the  ranks  of  workers  aged 
25  to  54,  many  economists  argue  that 
the  jobless  rate  can  now  move  a  lot  low- 
er than  in  the  past  before  it  touches  off 
a  pickup  in  inflation.  That's  mainly  be- 
cause prime-age  workers  tend  to  have 
relatively  low  jobless  rates  compared 
with  younger,  less  experienced  workers. 
Harris  extends  this  analysis  by  stressing 
the  characteristics  of  the  unemployed. 

"Mature  workers,"  he  notes,  "tend  to 
be  more  qualified  than  younger  workers 
and  are  quicker  to  accept  job  offers  be- 


cause they  are  more  likely  to  be  self- 
supporting  or  supporting  a  family." 
Thus,  the  fact  that  the  fraction  of  unem- 
ployed workers  between  25  and  54  is 
now  at  its  highest  level  in  25  years 
(chart)  bodes  well  for  wage  inflation. 
"Wages  for  entry-level  jobs  will  acceler- 
ate," says  Harris,  "but  wages  for  the 
greater  number  of  jobs  requiring  more 
experience  should  stay  restrained." 


IN  FOREIGN  MARKETS, 
REAGANOMICS  DIDN'T 
GET  SUCH  HIGH  MARKS 


Ronald  Reagan's  economic  legacy 
awaits  the  judgment  of  history.  But 
economist  David  D.  Hale  of  Kemper  Fi- 
nancial Services  Inc.  notes  that  his  Ad- 
ministration's free-market  ideology  pro- 
vides its  own  litmus  test  of  success:  the 
performance  of  equity  markets,  which 
are  touted  as  efficient  discounters  of  in- 
formation and  forecasters  of  the  future. 

With  the  Dow  Jones  industrial  aver- 
age up  by  nearly  200%  since  Reagan 
took  office,  domestic  investors  seem  to 
have  rendered  a  favorable  verdict.  But 
from  a  global  perspective,  the  picture  is 
less  flattering.  During  the  Reagan 
years,  the  U.  S.  share  of  world  stock 
market  capitalization  has  fallen  from 
about  55%  to  less  than  30%.  "The  great 
winner  of  the  Reagan  era  appears  to  be 
Japan,  because  the  Tokyo  market's 
share  of  world  capitalization  has  climbed 
from  17%  to  about  47%,"  says  Hale. 

"The  rise  of  Japanese  financial  su- 
premacy is  not  an  endorsement  of  the 
laissez-faire  capitalism  espoused  by  Rea- 
ganomics,"  he  adds,  "but  of  a  different 
set  of  institutions  and  policies  often  de- 
fined by  the  term  'corporatism.'  "  Corpo- 
ratist  economic  systems,  he  explains, 
have  private  ownership  like  capitalist 
systems  and  use  the  marketplace  as  a 
screening  device  to  allocate  resources. 
But  they  do  so  within  a  framework  that 
aims  at  achieving  targeted  objectives, 
rather  than  trusting  the  market  alone  to 
produce  optimal  results.  "In  effect,  their 
policies  are  outcome-oriented,  whereas 
U.  S.  institutions  tend  to  be  preoccupied 
with  process  itself." 

"The  irony,"  says  Hale,  "is  that  the 
Reagan  Administration  has  implicitly  ac- 
knowledged the  superior  performance  of 
Japan's  economic  system  by  itself  pre- 
siding over  a  quiet  shift  toward  more 
corporatist  economic  policies."  Some  24% 
of  tj.  S.  imports  are  now  subject  to  some 
form  of  restraint,  for  example,  com- 
pared with  12%  in  1980.  The  new  trade 
bill  signed  by  Reagan  gives  the  U.  S. 
unilateral  weapons  to  secure  trade  con- 
cessions.    And     his     Administration 


FRANCE  STAGES 
A  SNEAK  PREVIEW 
OF  EUROPE  INC. 


When  the  Finance  Ministers  of  th< 
Group  of  Seven  industrialized  na 
tions  meet  in  Washington  on  Feb.  4,  Eu 
ropeans  will  be  flexing  their  muscles  fo  | 
the  first  time  as  a  unified  monetary  bloc 
For  years  small  countries  such  as  Swit 
zerland,  Austria,  Belgium,  and  the  Neth 
erlands  have  religiously  followed  ever] 
interest  rate  move  by  West  Germany's 
Bundesbank,  thus  creating  a  de  facte 
"mark  zone."  But  now  France,  Europe's 
second-largest  economy,  has  fully  en 
tered  the  mark  zone  as  well. 

On  Jan.  19,  immediately  after  the  .' 
Bundesbank  raised  its  discount  rat*  I 
from  3V2%  to  4%,  the  Bank  of  France 
boosted  its  own  key  intervention  rate  t< 
8y4%,  from  7%%.  In  the  past,  such  ac 
tions  by  France  had  their  own  economic 
rationale,  but  with  inflation  subdued,  th< 
latest  move  was  inspired  simply  bj 
the  desire  to  keep  the  franc  pegged  tc 
the  mark.  Conceding  that  the  decisior 
was  painful,  a  French  monetary  officia 
explains  that  "we  now  have  to  consider 
the  political  as  well  as  the  economic  con 
sequences  of  having  a  strong  franc." 

The  clear  implication:  The  Bank  of 
France  may  thrash  out  its  differences 
with  the  Bundesbank  in  private,  but  Eu 
rope  from  now  on  will  speak  with  one 
voice  in  Washington. 

By  Blanca  Riemer  in  Paris 


THE  PLANT-CLOSING  LAW 

COULD  EXPLAIN 

THE  SPIKE  IN  LAYOFFS 


Judging  by  the  pickup  in  initial  unem- 
ployment insurance  claims  in  Decern 
ber,  the  long-awaited  economic  slow- 
down may  have  begun.  But  as  noted 
in  these  columns  earlier  (BW — Dec.  5), 
such  a  rise  may  simply  reflect  an  accel- 
eration in  planned  layoffs  to  avoid  costly 
restrictions  imposed  by  the  plant-closing 
notification  law  that  goes  into  effect  in 
February.  Thus  the  real  test  will  be 
whether  the  February  and  March  data 
show  similar  strength  in  jobless  claims. 
Meanwhile,  the  Conference  Board's  help- 
wanted  advertising  index  in  December 
remained  in  the  same  high  range  it  has 
occupied  since  late  1987,  suggesting  that 
labor  markets  are  still  tight.  a 
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ECONOMIC  TREND 


Get  to  know  a  country 
where  cathedrals  are 
still  being  built,  even  in 
the  twentieth  century. 

If  you  like  buildings  of 
historical  interest,  you'll  love 
this  country  Cathedrals,  castles, 
abbeys,  mosques,  fortresses, 
city  walls  and  palaces  of  various 
styles  conspire  to  entice  you  at 
every  step  To  take  you  on  a 
voyage  of  adventure  down 
through  the  centuries.  To  leave 
every  magical  moment  firmly 
engraved  in  your  memory. 

You'll  feel  history  breathing 
through  the  pores  of  every 
stone.  You'll  see  history,  in  all 
its  splendour,  rising  above  you 
in  every  tower,  in  every  column. 

You  won't  believe  your  eyes. 
Dreams  of  the  Moors.  Gothic. 
Baroque.  Romanesque.  Dreams 
of  Gaudi...  Come  and  open  the 
gates  to  Spain. 

A  land  where  stones  come 
to  life. 

Spain.  Everything 
under  the  sun. 


HATS  OFF  TO  YOU, 
NEW  YORK. 


We  solute  New  York  City  It's  a  city  of  great  hotels.  So  much  so  that  even  after  60  years  of 

creating  and  managing  legendary  hotels  around  the  world,  we  wanted  to  be  totally 

prepared  before  opening  here. 

So  we  brought  along  the  kind  of  style  that  has  attracted  the  aristocracy  for  over  half  o  century. 

We  also  brought  along  the  extravagant  standards  of  service  that  have  been  a  tradition  with 

The  Peninsula  since  the  1920s. 

So  now  here  we  are  in  New  York,  hat  in  hand.  We  know  it's  not  going  to  be  easy,  but  we're 

convinced  that  a  whole  new  page  in  hotel  history  is  about  to  be  written. 

...because,  after  all,  we  are  known  as  "The  Pen" 

The  Peninsula,  New  York.  Perhaps  the  best  location  in  the  City  at  Fifth  Avenue  and  55th  Street 

700FifrhAve  at  55ih  St.  New  York,  NY  10019.  US  A  Tel  (212)247-2200  Telex  4976154PNY  fox  (212)903-3949  Toll  Free  (800)2629467 
^SK^1     Steia.enbero.er  Reservation  Service  Toll-free  (800)220-5652  'ThtFJeadin^Hotelsofth^World  Tdl  free  (800)223-6800 
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BY  JAMES  C.  COOPER  AND  KATHLEEN  MA  . 


INFLATION  IS  LURKING— 
UT  GREENSPAN  IS  ON  THE  CASE 


r 


|he  financial  markets  liked  the  tough  talk  on  infla- 
tion from  Federal  Reserve  Board  Chairman  Alan 
Greenspan  when  he  testified  before  the  House 
nking  Committee  on  Jan.  24.  By  the  time  he  finished 
.  testimony,  long-term  interest  rates,  a  measure  of 
irket  perceptions  about  future  inflation,  fell  to  their 
vest  level  since  early  November. 

But  the  Fed's  resolve  to  con- 
tain inflation  is  likely  to  be  test- 
ed severely  in  1989  by  a  strong 
economy  that  is  nearing  full  uti- 
lization of  both  labor  and  plant 
capacity.  According  to  the  Fed's 
latest  report  from  its  12  district 
banks,  prepared  for  use  at  its 
Feb.  7-8  policy  meeting,  "the  na- 
tional economy  gained  momen- 
tum in  recent  weeks  as  consum- 
spending     strengthened, 


WPLOYMENT  COSTS 
iRE  ACCELERATING 
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anufacturing  activity  continued  to  rise,  and  producers 
heduled  more  investment  in  plant  and  equipment." 
By  the  end  of  1988,  inflation  in  producer  prices  was 
^coming  more  apparent.  And  labor  costs,  inflation's 
astaining  force,  continued  to  rise.  Consumer  price  in- 
eases  have  yet  to  show  much  of  a  pickup.  But  as  long 
5  the  economy's  recent  demand-led  vigor  continues,  con- 
imer  prices  will  continue  their  steady  creep  higher. 
That's  enough  to  keep  upward  pressure  on  interest 
ites,  as  the  Fed  tries  to  cool  demand.  Saying  as  much, 
reenspan  was  unusually  blunt:  "Current  inflation  rates 
early  are  too  high  and  must  be  brought  down." 

PRESSURE  Strong  demand  by  itself  won't  provoke  a 
RISES  ON  higher  pace  of  inflation.  It  takes  a  speed- 
THE  LABOR  Up  jn  labor  costs  to  get  the  wage-price 
FRONT  spiral  moving  upward.  And  the  latest  evi- 

lence  on  that  front  is  not  encouraging. 

The  government's  employment  cost  index,  composed 
»f  wages,  salaries,  and  benefits  of  all  civilian  workers, 
■ose  57>  last  year,  measured  from  the  fourth  quarter  of 
987  to  the  fourth  quarter  of  1988.  That's  a  significant 
ump  from  the  3.67'  rise  recorded  during  1987  (chart). 

Excluding  the  government  sector,  the  story  for  private 
ndustry  was  the  same:  Costs  rose  4.97'  last  year,  com- 
pared with  only  3.3! ;  the  year  before.  Since  productivity 
ncreased  by  a  slim  1  or  BO  last  year,  that  means  unit 
abor  costs  are  picking  up.  That  squeezes  profit  margins 
and  pressures  companies  to  raise  prices. 

The  acceleration  extends  beyond  wages  and  salaries. 
Regular  pa\   in  the  private  sector  rose   1.1      last  year,  up 


WHERE  CONSUMER 
PRICES  ARE  RISING 


Category 

Percent  change 
12  months  ended: 
Dec   87    Dec88 

Apparel 

4.8% 

4.7% 

Entertainment 

4.0 

4.6 

Food 

3.5 

5.1 

Housing 

3.7 

4.0 

Medkal  care 

5.8 

6.9 

Transportation 

6.1 

3.0 

Other 

6.1 

7.0 

Total 

4.4 

4.4 

Excluding  food 

and  energy 

4.2 

4.7 

DATA:  LABOR  D£PT„  BW 


from  3.3%  in  1987.  However,  benefits  soared  6.87  in 
1988,  nearly  double  the  3.5%  gain  the  year  before.  A 
jump  in  employers'  Social  Security  taxes,  soaring  costs 
for  health  insurance,  and  the  use  of  lump-sum  payments 
in  lieu  of  higher  wages  pushed  up  benefit  costs. 

Lump-sum  payments  were 
particularly  popular  in  manufac- 
turing last  year.  Benefits  there 
surged  7.77  compared  with  a 
scant  2.6%  rise  in  1987.  Howev- 
er, wage  gains  decelerated. 
They  increased  37>,  down  from 
3.4%  the  year  before.  Consider- 
ing the  handsome  gains  in  man- 
ufacturing productivity  last 
year,  factory  labor  costs  are  not 
so  worrisome. 

The  service  sector,  which  em- 
ploys 77%  of  all  nonfarm  work- 
ers, is  far  different.  Service 
wage  and  benefit  costs  are  ac- 
celerating, and  productivity  gains  have  been  dismal.  Ser- 
vice pay  rose  4.77c  last  year,  up  from  the  3.57  growth  in 
1987,  while  benefits  jumped  6.67,  compared  with  4%. 

Clearly,  the  push  to  inflation  from  wages  is  strongest 
in  the  service  sector,  where  labor  markets  are  tight.  In 
December  the  jobless  rate  among  private,  service-pro- 
ducing industries  stood  at  4.97c,  even  lower  than  the  5.3% 
rate  for  all  civilian  workers. 

PRICES  Inflation  at  the  consumer  level  was  mild 

WILL  KEEP  at  the  end  of  last  year,  but  growing  pres- 
CREEPING  sures  from  the  labor  markets  and  else- 
HIGHER  where  cannot  be  ignored.   Consumer 

prices  advanced  just  0.37  in  both  November  and  Decem- 
ber. The  increases  were  the  same  even  excluding  the 
volatile  food  and  energy  sectors.  However,  early  signs  of 
a  gradual  speedup  are  already  appearing. 

True,  the  4.47  gain  in  overall  prices  in  1988  was  the 
same  as  in  1987.  But  excluding  food  and  energy,  the 
consumer  price  index  increased  4.7r<  last  year,  compared 
with  1987's  4.27  pace.  That  was  caused  by  the  accelera- 
tion in  prices  paid  for  entertainment,  medical  care,  and 
other  goods  and  services  (table). 

Those  categories  also  led  the  overall  CPI  increase  in 
December.  In  that  month,  prices  of  medical  care  and 
entertainment  rose  0.5'  < .  The  costs  for  personal  care  and 
educational  items  rose  a  sharp  0' 

Bj  contrast,  prices  for  apparel  fell  0.2  .  That  was 
probably  the  result  of  retailers  marking  down  prices  in 
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planned  holiday  promotions.  This  may  explain  some  of 
the  yearend  weakness  in  retail  sales  before  adjusting  for 
prices:  Apparel  sales  fell  0.6%  in  December.  The  intro- 
duction of  new  spring  lines,  however,  will  mean  another 
round  of  markups  later  on. 

Prices  for  other  goods  are  set  to  increase,  too.  During 
last  year,  prices  of  goods  excluding  food  and  energy  rose 
4%.  That's  faster  than  1987's  3.5%  advance,  but  it's  still 
pretty  mild.  In  both  years  the  moderation  stemmed,  in 
part,  from  foreign  competition,  which  prevented  many 
U.  S.  manufacturers  from  raising  prices. 

But  now  the  sustained  weakness  of  the  dollar  has 
forced  foreign  producers  to  increase  prices.  With  domes- 
tic demand  robust  and  capacity  tight,  price  hikes — from 
both  foreign  and  U.  S.  sources — are  more  likely  to  stick. 

Already,  costs  of  finished  consumer  goods  at  the  pro- 
ducer level  have  begun  to  heat  up.  In  the  second  half  of 
last  year,  they  rose  at  a  5.3%  annual  rate,  up  from  4%  in 
the  first  half.  And  because  of  the  recent  hike  in  oil 
prices,  energy  prices  will  not  be  the  moderating  influ- 
ence in  1989  that  they  were  last  year. 

All  this  means  there  will  no  longer  be  a  low  inflation 
rate  for  goods  to  offset  the  much  more  rapid  price  rises 
in  the  service  sector,  as  has  been  the  case  since  1984. 
Indeed,  partly  because  of  the  lack  of  foreign  competi- 
tion, inflation  has  been  hottest  in  the  service  sector — 
which  accounts  for  half  of  all  consumer  spending.  And 
given  the  pressures  on  labor  costs  in  services,  inflation 
there  seems  likely  to  move  up  as  well. 


BUILDING'S  FOUNDATION 
COULD  BE  FULL  OF  TERMITES 


ising  inflation  and  the  threat  of  higher  interest 
rates  give  most  forecasters  one  reason  to  expect 
kthat  construction  will  supply  little  thrust  to  the 
economy  in  1989.  Other  reasons:  Commercial  properties 
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are  already  overbuilt,  and  money  for  public  projects  i 
drying  up. 

Those  fundamentals  are  difficult  to  overcome.  Stil 
the  construction  industry  entered  the  new  year  with 
surprising  amount  of  momentum  that  may  well  lead  t 
some  early-year  strength.  The  value  of  contracts  for  ne^ 
projects,  a  leading  indicator  of  future  building,  rose  i 
each  month  of  last  year's  fourth  quarter. 

That  strength  was  capped  by  a  big  8y<»  increase  i 
December,  to  an  annualized  rate  of  $265.6  billion,  accon 
ing  to  the  F.  W.  Dodge  Group  of  McGraw-Hill  Inform; 
tion  Services  Co.  The  gain,  which  was  widespread  acros 
residential,  nonresidential,  and  public  works,  pushed  cor 
tract  values  to  their  highest  level  of  the  year, 

For  all  of  1988,  contracting  dipped  4%  from  the  recor 
high  reached  in  1987.  The  surprising  resilience  of  horn* 
building  kept  last  year's  decline  from  turning  into  a  roui 
How  well  the  single-family  market  holds  up  in  1989  coul 
tell  the  construction  story  for  this  year,  too 

Right  now,  that  sector  ap- 
pears to  have  some  momentum. 
Overall  housing  starts  ended 
1988  with  a  2.2%  decline  in  De- 
cember, to  an  annual  rate  of 
1.52  million.  But  in  last  year's 
fourth  quarter,  starts  of  single- 
family  homes  jumped  sharply 
(chart),  and  permits  to  begin 
work  on  new  homes  ended  the 
year  with  a  strong  showing. 

Still,  if  the  Fed  has  its  way, 


A  YEAREND  LIFT 
FOR  HOMEBUILDING 
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higher  interest  rates  are  likely  to  stop  that  momentun 
cold.  Fixed-rate  mortgages  pierced  11%  in  January,  an 
further  gains  in  short-term  interest  rates  will  push  u 
rates  on  long-term  mortgages  even  further. 

In  addition,  rising  short-term  rates  are  raising  the  cos 
of  variable-rate  loans  as  well.  And  those  effects  exten( 
beyond  housing  to  consumer  spending  in  general. 


THE  WEEK  AHEAD 


PERSONAL  INCOME 


Monday,  Jan.  30,  10  a.m. 
Most  economists  expect  that  personal  in- 
come increased  a  strong  0.7%  in  Decem- 
ber after  dropping  0.2%  in  November. 
This  is  suggested  by  the  December 
gains  in  jobs  and  wages  plus  an  increase 
in  farm  subsidies.  Consumer  spending 
most  likely  rose  0.8%  in  December,  fol- 
lowing a  0.6%  advance  in  the  previous 
month.  Strong  car  sales — not  captured 
in  the  weak  retail  sales  data — will  ac- 
count for  much  of  the  increase. 


LEADING  INDICATORS 


Wednesday,  Feb.  1,  8:30  a.m. 

The  index  of  leading  indicators  probably 

edged  up  0.1%  in  December  after  falling 


0.2%  in  November.  The  index'  sluggish 
performance  since  June  suggests  some 
slowing  in  economic  growth  this  year. 

CONSTRUCTION  SPENDING 

Wednesday,  Feb.  1,  10  a.m. 
Spending  on  new  buildings  probably  fell 
0.1%  in  December.  Although  construc- 
tion jobs  rose,  hours  worked  at  building 
sites  declined  and  housing  starts  dipped. 
In  November  spending  jumped  0.8%. 

NEW  SINGLE-FAMILY  HOME  SALES 

Thursday,  Feb.  2,  10  a.m. 
The  consensus  is  that  new  homes  sold  at 
an  annual  rate  of  665,000  in  December, 
down  from  671,000  in  November.  A  de- 
cline in  single-family  housing  starts  and 
rising  mortgage  rates  suggest  the  drop. 


EMPLOYMENT 


Friday,  Feb.  3,  8:30  a.m. 
Nonfarm  payrolls  probably  expanded  b; 
270,000  in  January.  That's  not  far  behinc 
the  279,000  new  jobs  created  in  Decern 
ber  and  a  good  start  for  the  labor  mar 
kets  in  1989.  The  January  unemploymen 
rate  should  be  unchanged  at  5.3%. 

FACTORY  INVENTORIES 


Friday,  Feb.  3,  10  a.m. 
Manufacturers  most  likely  increasec 
their  inventories  by  0.47c  in  December 
the  same  rise  as  in  November.  Orders 
meanwhile,  are  expected  to  post  < 
healthy  1%  increase.  New  bookings  ii 
November  edged  up  just  0.3%  because  o 
the  weakness  in  durable  goods. 
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(Introducing  Hands-On  Management. 


There  was  a  time 
bvhen  even  the 
most  energetic,  most 
imaginative  of 
managers  could  not 
keep  tabs  on  his 
army  of  salespeople. 


CL  Hi  satellite  tecbm  >log\  xot « »s 
tbe  US.  papulation  and 
nearly  ISO  metropolitan  areas. 
Far  far  more  than  our  nearest 
competitor. 

Happily,  all  that 
has  changed. 

Because  thanks  to 
CUE  satellite  paging, 
you  no  longer  have 
to  know  where 
they  are. 

You  need  only 
know  they're 
carrying  tills  four- 
ounce  traveling 
companion. 

Which  means  you  can  tell  them 
about  one  more  stop  to  make 
before  they  return 

Or  a  late-breaking  bit  of  news 
that  can  clinch  a  sale. 

Whatever 

You'll  also  be  happy  to  kn< )\\ 
CUE  covers  more  of  the  I IS.  —  far 
more  —  than  anyone  else. 

An  incredible  90%  of  die 
population  in  nearly  ISO  metro 
politan  areas  and  their  accompa- 
nying airspace 


The  next  closest  competitor 
covers  fewer  than  100. 
Resulting,  naturally,  in  your 


Call  1-800-824-9^. 


"I 


Or  (Vtum  thLM\  ii|>  >n  U  f  nv  ft-  mti  Tnutk  hi 
(1  I  ftglng  1 1  <i>ir.UK»i,  2757CampUS  1  >nu-.  Imiie  i  _\  92715 


Title- 

tfdress- 


.( .'inp.ui\ 


LB 


fclerjtaieJ 1 

Tbe  Model  88  offers  auto 
dialing,  an  LCD  dtspkq 
that  automatically 

Ixtcklight'.  m  tbe  dark, 
a  \Mce  Mail  option  and 
up  to  250  hours  of  opera 
tion  mi  a  tingle  AM  bafo 

IN. 


ability  b  >  better 
contact  your  man  in 

a  taxi.  In  a  terminal. 
In  a  prospect's  lobby 

Even  cruising  at 
35,000  feet. 

And  CUEs  FM 
technology  means 
once  that  signal's 
sent  out— seconds 
after  you've  sent  it 
in  —  it's  going  to  be 
stronger. 

Powerfully  filling 
in  more  gaps  and 
spreading  out  more 
miles  than  any 
other  system. 

So  not  only  can 
you  ferret  out  your 
lost  soul  in  New* 
York  City  Newark 
(pop.9,il9737). 

But  in  Hoot  Owl 

Oklahoma  (pop.  3), 
as  well 
All  of  which  leads 
us  to  the  fact  that  whether  you 
rule  with  an  iron  fist  or  a  velvet 
glove,  CUE  can  help. 

By  putting  a  pager  where  it 
will  do  you  and  your  sales  team 
the  most  gcxxl. 
Right  in  die  palms  of  their  hands. 


The  Fine  Art  Ot 
ands-On  Management 

f$   A  Nokia  Company 


A  BACKLASH 
AGAINST  BUSINESS? 

WASHINGTON'S  TOUGH  TALK  ABOUT  THE  MARKETS  REFLECTS  THE  PUBLIC  MOOD 


uring  the  heyday  of  Reagan  caj  1 
talism,  Americans  were  too  bus  | 
reveling  in  prosperity  to  ask  ho 
so  many  were  getting  so  rich,  so  fas 
But  such  disquieting  thoughts  are 
coming  harder  to  avoid  these  days.  Aft<  re 
nearly  three  years  of  revelations  of  i 
sider  trading  on  Wall  Street,  the  cloud  (  » 
scandal  has  moved  over  Chicago,  capit 
of  the  futures  markets.  And  as  the  co  i 
troversy  widens,  anger  in  Washington 
rising  over  a  financial  system  thi 
seems  riddled  with  abuses. 

For  a  while  it  looked  as  if  the  won 
was  over.  A  stunning  series  of  revel 
tions  that  exploded  with  the  1986  disci 
sure  of  arbitrageur  Ivan  F.  Boesky 
role  in  an  insider-trading  ring' seemed  1 
be  ending.  Drexel  Burnham  Lambei 
Inc.  agreed  to  plead  guilty  to  six  felon 
counts  and  pay  $650  million  in  penaltk 
(page  36).  The  long-expected  indictmer 
of  Drexel  junk-bond  king  Michael  R.  Mi 
ken  was  to  be  the  last  act  in  the  sag; 
But  news  that  an  FBI  sting  in  the  Chic; 
go  futures  pits  (page  32)  had  found  ev 
dence  of  widespread  fraud  will  keep  th 
spotlight  on  financial  corruption  and  pn 
voke  a  fresh  debate  on  business  ethics 
little  outrage.  The  opening  by  pros( 
cutors  of  a  new  front  in  the  war 
fraud  came  at  a  moment  when  the  mors 
tone  of  U.  S.  political  leadership  wa 
shifting  dramatically.  The  crackdow 
was  begun  by  Ronald  Reagan's  reguk 
tors  and  prosecutors  but  with  little  ei 
couragement  from  the  top.  Reagan  o: 
ten  preached  a  return  to  old-fashione 
values,  but  he  showed  little  outrage  a 
ethical  abuses — some  of  them  criminal- 
by  members  of  his  Administration. 

On  Jan.  20,  just  two  days  after  the  FE 
swept  down  on  Chicago's  traders 
George  Bush  took  office.  Sounding  e\ 
ery  inch  the  stiff-backed  New  Englan 
Puritan,  he  used  his  inaugural  addres 
to  sermonize  on  the  evils  of  greed.  "Ar 
enthralled  with  material  things,  les' 
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reciative  of  the  nobility  of  work  and 

Kifice?"  Hush  asked.  "My  friends,  we 
not  the  sum  of  our  possessions." 
tie    remarks    may    have    gone    unno- 
d    in    boardrooms    and    on    trading 
n.    But  business  should  pay   heed. 
ahington  is  about  to  apply  a  stronger 
id  to  the  markets.  Bush  won't  revise 
business-bashing  climate  of  the  late 
Os,  but  neither  will  he  take  the  Rea- 
lites'    laissez-faire    stance.    "So- 
ied  market  economists  who  say, 
the  market  police  itself,'  are  go- 
to be  silenced,"  says  Mahlon  M. 
inkhauser,  a  Washington  lawyer 
o  represents  financial  interests. 
iy  pushing  reform  to  the  top  of 
agenda,  Bush  is  tapping  a  vein 
revulsion    toward   a   system    in 
ich,  as  New  York  University  law 
Dfessor  Helen  S.  Scott  puts  it, 
le  only  measure  of  your  smarts 
,s  how  much  money  you  made." 
en  some  financiers  should  be  re- 
ved  that  the  day  of  the  highflier 
ending.   "On  Main  Street,   Wall 
eet  never  had  a  great  reputa- 
ntln,"  says  Stephen  Robert,  Oppen- 
:oijimer  &  Co.  chairman  and  CEO.  "Now, 
r  image  is  the  lowest  ever." 
o  cozy?  Seizing  on  the  tone  set  by 
ish,  official  Washington  moved  quick- 
to  clean  up  the  excesses  tolerated  by 
else  permissiveness  of  Reagan's  regula- 
rs.   Attorney    General    Richard    L. 
;\!iornburgh  has  set  up  a  task  force  to 
ack  down  on  fraud   in   the  financial 
efarkets.  Securities  &  Exchange  Com- 
ission  Chairman  David  S.  Ruder  asked 
ie-)ngress    for   stiffer   penalties   against 
rporate  officials  who  violate  securities 
lillws.  Under  the  proposal,  the  SEC  could 
.    k  a  court  to  bar  violators  from  serving 
a .  directors  or  officers  of  public  compa- 
viiies.  Even  at  the  Commodity  Futures 
ading  Commission,  often  criticized  for 
3    coziness    with    the    futures    crowd, 
s.  hairman  Wendy  Lee  Gramm  vowed  to 
je  "all  tools,"  even  undercover  agents, 
)rt>  get  at  fraud. 

jI  Reaganites  maintain  that  the  recent 
tfurry  of  charges  is  proof  that  the  sys- 
im  is  correcting  the  abuses.  "We  have 
me  more  to  uncover  this  stuff  in  the 
isi    three  years  than   in  the  past  50," 
it     Commissioner    Joseph    A. 
I  rundfest.    But    critics,    especially    con- 
gressional Democrats,  see  the  spreading 
Candals  as  proof  that  deregulation  went 
>u  far  and  should  he  curtailed. 
Within  the  Hush  Administration,  the 
ebate  is  going  beyond  law  enforcement 
ssues  to  a  reconsideration  of  whether 
i  nbridled  dealmaking   is   good   for   the 
s.  economy.  Treasury  Secretary  Nich 
F.   Brady  told  the  Senate  Finance 
lommittee  on  Jan.  24  that  he  is  still 


considering    legislation    to    rein    in    debl 

financed  takeovers  and  leveraged  buy 

outs  (page  86).  Ruder  told  the  panel  that 
the  SBC  is  reviewing  possible  conflicts  of 
interest  by  investment  bankers  who  cer 
tify  as  "fair"  the  deals  from  which  they 
stand  to  gain  millions  in  fees.  The  SEC 
also  may  expand  disclosure  rules  for 
management-led  buyouts. 
Have  Establishment  Republicans  sud- 


Are  we  enthralled  with 

material  things,  less 

appreciative  of  the  nobility  of 

work  and  sacrifice?  My 

friends,  we  are  not  the 

sum  of  our  possessions  * 

PRESIDENT  GEORGE  BUSH 
in  his  Inaugural  Address 


denly  turned  on  their  business  buddies? 
Hardly.  In  part,  the  flurry  of  Adminis- 
tration initiatives  is  defensive,  designed 
to  preempt  action  by  a  new  Congress 
that's  itching  to  step  in.  "The  key  issue 
is  public  confidence,"  says  House  Com- 
merce Committee  Chairman  John  D. 
Dingell  (D-Mich.).  "The  public,  with  rea- 
son, looks  at  markets  as  a  crapshoot  in 
which  the  rules  are  tilted  against  it." 

Lawmakers  were  particularly  out- 
raged by  the  greed  displayed  in  the  bid- 
ding war  for  rjr  Nabisco  Inc. 
Dingell  plans  to  grill  former 
Nabisco  CEO  F.  Ross  Johnson 
at  hearings  in  March.  Johnson 
infuriated  many  in  Congress 
when  they  learned  he  would 
have  collected  tens  of  millions 
of  dollars  from  the  sale  of  the 
company  to  a  group  he  led. 

In  mounting  a  populist  cru- 
sade  against   "corrupt"    finan- 
ciers, lawmakers  may  just  be 
reading  the  public  mood.  "Re- 
sentment to  what  the  big-mon- 
ey people  are  doing  has  been 
tbere   for  over  a  year   now," 
says   pollster   Geoffrey    Garin. 
"The   average   working 
person    feels    that    he    is 
left    out.    Voters    want 
restraints." 

Yet  doubts  remain  that  all 
the  I'ulmination  on  Capitol  Hi 
will  produce  meaningful  action. 
Congress  has  railed  against 
merger  mania  and  financial  cor- 
ruption   for   several    years    but 


done  precious  little  With  new  ican 
dais  stoking  the  ftrei .  there1    a  better 

chance  for  action  this  year  k> : 
tive  Edward  J.  Afarkey  (D  Ma  ►,  chair- 
man of  a  securities  subcommittee,  w 
to  write  into  law  some  of  the  changes  in 
buyout  rules  the  SEC  is  considering. 
BAD  TIMING.  The  CFTC,  which  hastily 
tried  to  claim  some  credit  for  the  Chica- 
go probe,  will  be  a  focus  of  much  Hill 
attention  in  coming  weeks.  The 
agency's  authorization  expires  in 
September,  and  what  looked  like  a 
routine  extension  will  turn  into  a 
debate  over  the  need  for  tighter  su- 
pervision of  the  futures  markets. 
The  Chicago  scandal,  says  former 
CFTC  lawyer  John  J.  Connolly, 
"strikes  at  the  heart  of  the  concept 
of  self-regulation  by  the  industry." 
As  if  the  specter  of  Congress 
moving  in  wasn't  enough  for  the 
financial  industry,  the  new  scandal 
comes  at  a  particularly  inopportune 
time.  After  sitting  on  the  sidelines 
since  the  1987  crash,  small  investors 
are  creeping  back  into  the  markets. 
Allegations  of  rigged  markets, 
whether  in  New  York  or  Chicago,  could 
drive  them  back  out.  "The  perception  of 
malfeasance,  of  abuse,  does  us  all 
harm,"  says  John  S.  Chalsty,  president 
of  Donaldson,  Lufkin  &  Jenrette  Inc. 
But  with  images  of  wired  FBI  agents 
prowling  the  trading  pits  fresh  in  inves- 
tors' minds,  it  will  be  some  time  before 
public  confidence  in  the  integrity  of  the 
markets  is  restored. 

By  Tim  Smart  in  Washington,  with 
Leah  J.  Nathans  in  New  York 
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LIFE  IN  THE  PITS 
WILL  NEVER  BE  THE  SAME 


* 


n 


The  FBI  sting  will  transform  Chicago's  trading  system — and  the  elite  club  that  runs  it 


The  rumors  zoomed  around  the  fu- 
tures pits.  The  FBI  was  about  to 
swoop  down  on  the  floors  of  the 
two  Chicago  futures  exchanges  to  break 
up  a  drug  ring.  Or  was  it  a  nest  of 
sports  bookies?  Either  way,  it  made 
sense.  Some  of  LaSalle  Street's  rich 
traders  have  always  had  a  nose  for  co- 
caine and  games  of  chance.  And  with 
Super  Bowl  betting  in  full  swing,  Jan.  18 
seemed  to  be  perfect  timing. 
If  only  it  had  been  cocaine. 
What  finally  hit  was  far  more  star- 
tling, enough  to  give  even  this  macho 
crew  the  shakes:  An  FBI  sting  turned  up 
allegations  of  widespread  cheating  of 
customers,  market  manipulation,  fraud, 
and  tax  evasion  involving  perhaps  hun- 
dreds of  traders  and  millions  of  dollars. 
If  the  Chicago  futures-industry  scandal 
is  as  systemic  as  investigators  believe,  it 
will  be  years  before  all  the  nerves  are 
calmed.  The  exchanges  will  be  forced  to 


change  their  arcane,  century-old  trading 
system,  and  scores  of  go-go  traders 
could  find  themselves  gone-gone  to  jail. 

What's  more,  the  two  futures  ex- 
changes, the  Chicago  Board  of  Trade 
and  the  Chicago  Mercantile  Exchange, 
now  run  by  an  elite  group  elected  by  the 
members,  could  be  forced  to  share  pow- 
er with  more  outsiders  than  the  handful 
of  directors  currently  on  the  exchanges' 
boards.  "It  has  shattered  the  private 
club  image  forever,"  says  Thomas  M. 
Egan,  president  of  Stotler  &  Co.,  a  CBOT 
member.  The  industry  also  will  be  forced 
to  reexamine  its  practices.  On  Jan.  25, 
the  Merc  announced  formation  of  a.  nine- 
member  panel — including  five  outsid- 
ers— to  do  just  that.  "There  will  be  no 
sacred  cows,"  says  Leo  Melamed,  a  pan- 
el member  and  chairman  of  the  Merc's 
powerful  executive  committee. 

The  scandal  is  made  worse  because 
it's  the  second  grave  blow  to  the  Chica- 


go futures  industry  in  as  many  yea  i\ 
The  hue  and  cry  over  the  role  of  p 
gram  trading  in  1987's  stock  marl  | 
crash  already  brought  a  cascade  of  p 
tests  that  futures  had  sent  stocks 
reening.  But  next  to  the  current  scand 
that  looks  like  a  tepid  academic  deba 
fear  TACTICS.  The  heat  coming  down 
the  futures  pits  is  the  work  of  four  I 
agents  who  secretly  posed  as  traders 
two  years.  Another  agent,  using  t 
alias  Ron  Hansson,  worked  on  the  flc 
of  the  CBOT  as  a  runner.  There  may  ha 
been  other  moles  among  the  supp< 
staff  both  on  the  floors  and  in  the  ba 
offices.  Behind  them  is  the  U.  S.  Att 
ney  in  Chicago,  Anton  R.  Valukas,  w 
is  issuing  scores  of  subpoenas  to  trade 
and  demanding  trading  documents  a 
disciplinary  files  dating  back  to  IS 
from  the  two  exchanges.  On  Jan.  24 
broadened  his  advance,  hitting  virtua 
every  clearing  firm  in  the  financial 
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•t  \\>r  trading  records  I  Hearing  firms 

idle  the  floor  traders'  paperwork  and 
lection  and  disbursement  of  funds. 

The  widening  investigation  will  weigh 
ivily  on  these  markets  for  months  to 
Tie.  "The  structure  of  this  ease  will  be 
same  as  it  was  on  Wall  Street,"  pre 
ts  Jeffrey  N.  Cole,  a   former  federal 
jsecutor  who  is  now  a  criminal   de 
lse  lawyer.  Prosecutors  will  start  with 
traders  they've  tape-recorded,  pres- 
'ring  them  to  implicate  others  by  offer- 
j  a  deal.  "The  mechanism  they  will 
e  is  fear,"  Cole  says. 

ost  damaging  to  the  CBOT  and  the 
ere  is  how  the  FBI  investigation  has 
nek  at  the  essence  of  futures  trading. 
ie    sting    operation,    which    targeted 
me   highly   successful   and   powerful 
iders,  questions  the  integrity  of  the 
changes'  open  outcry  system — which 
irports  to  deliver  to  investors  the  best 
ailable  price — and  casts   doubt  on 
hether  self-regulation   works.   With 
ien  outcry,  traders  stand  in  an  octa- 
n-shaped  pit,  buying  and  selling  fu- 
ll res   contracts   among   themselves   by 
Siiling  their  arms  and  flashing  hand  sig- 
Ms.  A  futures  contract  is  an  agreement 
•  deliver  or  take  delivery  of  a  commod- 
y  at  a  set  price  and  time. 
The  Commodity  Futures  Trading  Com- 
lission  is  the  industry's  regulator,  but 
ie  markets  actually  police  themselves, 
he  exchanges'  surveillance  .teams  rou- 
nely    scrutinize    trading    records,    and 
ley   do   catch   violators.    In    1988,   the 
lerc  issued  about  200  enforcement  ae- 
ons   against    members    and    collected 
bout  $1.1  million  in  fines.  The  CBOT  had 
2  violations  and  fines  of  $509,000. 
aught  unawares.  This   CFTC-sanc- 
loned  self-regulation  appears  to  have 
ailed    miserably,    however.   FBI   agents 
-  laim   that   traders,    routinely   ignoring 
rading  rules,  committed  outright  fraud 
.nd   that  violations  of  the  Commodity 
Exchange  Act  of  1935  went  undetected. 
r    Industry  leaders  have  been  slow  to 
krespond   to  the  scandal.   "Traders  are 
'  nad  at  the  exchange  officials,"  fumes 
>ne  CBOT  trader.   "All  they've  done  is 
fci.tonewall."    Agrees    a    senior    clearing 
a  irm   executive:    "Their  cautiousness   is 
ij  eaving  the  impression  that  there  is  a 
■I  luge  systemic  problem." 

Part  of  the  industry's  slow  response  is 
tappenstance.  Many  exchange  lawyers 
were  basking  in  the  Caribbean  sun  at  a 
iommodities  convention  sponsored  by 
tli<'  American  Bar  Assn.  when  the  bad 
news  broke.  Karsten  "Cash"  Mahlmann, 
recently  reelected  chairman  of  the  CBOT, 
and  John  F.  Sandner,  the  powerful  past 
■chairman  of  the  Merc,  were  in  Washing- 
:  ton  for  the  inaugural  festivities.  Sandner 

•  was    left    nearly   speechless   by    nev. 
the  sting.  "We  weren't  aware  of  it.  I  am 
shocked  b)    all  of  this,"   he  says.    Malil 
inann  said  nothing  publicly  until  .Ian    'J  I, 


ANTON  VALIUMS  HAS  TRADERS 
WORRIED  ABOUT  THEIR  FUTURES 


In  a  town  where  corruption  is  a 
spectator  sport,  U.S.  Attorney  An- 
ton R.  Valukas  has  often  grumbled 
about  the  city's  blase"  reaction  to  scan- 
dal. Now,  with  his  federal  probe  into 
Chicago's  futures  exchanges,  Valukas 
has  grabbed  this  sometimes  jaded  city 
by  the  lapels. 

The  feds'  two-year  sting  operation 
into  the  ethically  murky  world  of  fu- 
tures trading  is  the  talk  of  the  town. 
And  it  has  won  the  45-year-old  Republi- 
can, who  earlier  in  life  aspired  to  be  an 
art  historian,  national  acclaim  and  com- 
parisons with  prosecutor  Rudolph  W. 
Giuliani,  the  terror  of  Wall  Street. 


U.S.  ATTORNEY  VALUKAS  HAS  BROUGHT  A 
STRING  OF  HIGH-PROFILE  PROSECUTIONS 


Valukas  may  lack  the  pinstripe  pa- 
nache of  Giuliani,  who  recently  quit  as 
Manhattan's  U.  S.  attorney  to  mull 
over  a  run  for  mayor.  But  the  grim- 
faced  prosecutor  has  clearly  risen  to 
the  rank  of  major-league  fraudbuster 
by  taking  on  two  venerable  corner- 
stones of  the  city's  economy,  the  Chica- 
go Board  of  Trade  and  the  Chicago 
Mercantile  Exchange. 
splashy  exit?  While  the  world  of  fu- 
tures trading  seems  impenetrable  to 
most,  it's  old  hat  to  Valukas,  who  earli- 
er in  his  career  defended  commodity 
traders  in  disciplinary  cases  brought 
by  the  exchanges.  "He's  probably  one 
of  the  most  knowledgeable  commod- 
ities lawyers  in  town,"  says  former 
I     S.  Attorney  Thomas  P.  Sullivan 

The  futures  probe  also  marks  a 
splashy  exit  for  Valukas,  whose  four- 
year  stint  as  U.S.  attorney  likely  will 


end  later  this  year  with  hi-  return  to 

private  practice.  (Valukas  declined  to 
be  interviewed  for  this  story.)  If  suc- 
ful,  the  case  will  cap  a  string  of 
high-profile  prosecutions. 

In  October,  for  instance,  his  office 
helped  extract  a  record  $127.3  million 
fine,  the  largest  settlement  of  its  kind, 
from  defense  contractor  Sundstrand 
Corp.  The  Rockford  (111.)  company  has 
pleaded  guilty  to  charges  of  fraud  and 
overbilling.  It  is  also  expected  to  face 
$100  million  in  administrative  fines 
from  the  Defense  Dept.  Last  year,  Va- 
lukas became  the  first  federal  prosecu- 
tor to  successfully  use  the  Racketeer- 
Influenced  &  Corrupt  Organizations 
Act  (RICO)  to  gain  an  indictment  in  a 
securities  case,  involving  a  Chicago  at- 
torney accused  of  insider  trading. 
unflinching  stance.  In  Chicago,  Va- 
lukas is  perhaps  best  known  for  lead- 
ing the  heralded  "Greylord"  investiga- 
tion into  Chicago  courtroom  corruption, 
which  to  date  has  netted  some  70  con- 
victions against  Chicago  judges  and  at- 
torneys. And  he  has  repeatedly  pressed 
for  and  won  tougher  sentences  against 
white-collar  criminals. 

Still,  despite  his  unflinching  stance 
against  white-collar  hoods,  Valukas 
isn't  your  prototypical  starched-collar 
Republican.  After  finishing  law  school 
at  Northwestern  University  in  1968,  he 
worked  •  with  the  National  Defender 
Project,  a  program  to  supply  legal  ser- 
vices to  the  poor. 

But  don't  expect  Valukas  to  show 
his  compassionate  side  in  the  ongoing 
federal  probe  into  trading  practices  at 
the  exchanges.  He  has  invested  hun- 
dreds of  thousands  of  taxpayers'  dol- 
lars— and  great  personal  prestige — in 
the  investigation.  He  can  ill  afford  to 
come  up  empty-handed. 

Futures  players,  for  their  part,  are 
running  scared.  Valukas  appears  ready 
to  bludgeon  traders  already  suspected 
of  wrongdoing  into  cooperating  with 
investigators  in  order  to  implicate  oth- 
er, more  prominent  figures  at  the  ex- 
changes. "It's  hard  for  me  to  applaud 
the  government's  tactics,  but  there's 
nothing  unusual  in  them,"  says  Chica- 
go attorney  and  writer  Scott  Turow. 
who  explored  the  darker  side  of  the 
criminal  justice  system  in  his  best-sell- 
er Presumed  Innocent. 

You  may  not  like  his  tactics,  but  Va- 
lukas   gets    results.    When    the    dust 
clears,  some  of  Chicago's  power  elite 
could  be  facing  very  bleak  futur 
By  Brian  B  re  mint  in  Chi- 
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when  he,  along  with  CBOT  President 
Thomas  R.  Donovan,  issued  a  perfunc- 
tory statement  promising  to  punish 
members  who  have  broken  the  rules. 

Another  reason  for  the  exchanges'  de- 
liberate pace  is  that  Valukas  is  keeping 
them  in-  the  dark.  The  prosecutor 
launched  the  sting  partly  in  response  to 
a  complaint  by  Archer  Daniels  Midland 
Co.,  a  $6.8  billion  grain  and  soybean  pro- 
ducer based  in  Decatur,  111.  With  the 
cooperation  of  ADM,  the  FBI  infiltrated 
the  traders'  business  and  social  world. 

Why  did  ADM  complain?  As  a  major 
user  of  agricultural  futures,  ADM  has  its 
own  floor  operation  at  the  CBOT.  But  the 
company  at  times  had  trouble  getting  its 
contracts  filled.  ADM  would  place  an  or- 
der at  a  certain  price,  recalls  one  market 
watcher,  only  to  find  brokers  giv- 
ing priority  to  their  own  ac- 
counts— and  leaving  ADM  in  the 
cold.  "ADM  is  a  very,  very  tough 
trader  and  maybe  even  a  little 
paranoid,"  says  one  executive  fa- 
miliar with  its  operations.  ADM  of- 
ficials declined  comment.  Two  of 
the  FBI  moles,  using  the  aliases 
Richard  L.  Carlson  and  Mike 
McLoughlin,  started  as  low-level 
adm  employees  and  later  bought 
seats  with  government  money. 

Meanwhile,  the  other  two  inves- 
tigators, under  the  aliases  Peter 
Vogel  and  Randy  Jackson,  became 
traders  at  the  Merc.  The  impostors 
lived  traders'  lives,  driving  fancy 
cars,  working  out  at  the  city's 
slickest  athletic  club,  and  enter- 
taining in  a  posh  downtown  apart- 
ment complex. 

Traders  were  later  shocked  to 
learn  that  the  moles  had  been 
wired  for  sound,  secretly  taping 
the  dealmaking  on  the  exchange 
floors,  at  the  clerks'  telephone 
booths  nearby,  and  even  in  health- 
club  weight  rooms.  Defense  law- 
yers say  some  traders  were  even 
videotaped  surreptitiously. 
grim  choice.  The  four  agents 
spent  most  of  their  time  in  the  yen 
and  Swiss-franc  currency  pits  at 
the  Merc  and  in  the  U.  S.  Treasury 
bond  and  soybean  pits  at  the  CBOT. 
The  probe  appears  to  focus  on  the 
symbiotic  relationship  between  the 
two  types  of  traders:  independent 
floor  brokers  and  locals,  who  trade 
for  their  own  accounts.  Brokers 
trade  for  customers,  while  locals 
take  the  other  side  of  those  trades. 

Independent  floor  brokers  earn 
most  of  their  money  in  fees  for 
executing  customer  orders  rather 
than  trading  themselves.  But 
these  brokers  are  also  permitted 
to  trade  for  their  own  accounts. 


This  practice,  called  dual  trading,  has 
been  an  occasional  source  of  abuse  and 
has  resulted  in  most  of  the  alleged  viola- 
tions in  the  current  probe  (page  35). 

The  potential  conflict  of  interest  from 
dual  trading  is  particularly  blatant  in  an 
illegal  practice  called  "bucket  trading," 
which  has  become  a  major  target  of  the 
FBI  probe  (table).  The  Merc  seriously 
considered  eliminating  dual  trading  in 
1987  after  hearing  complaints  about  bro- 
kers trading  ahead  of  their  customers  in 
the  Standard  &  Poor's  500  stock-index 
futures  pit.  But  the  outcry  over  the  cur- 
rent investigation  may  force  the  Merc's 
hand  now. 

The  probe  is  also  prying  into  a  host  of 
violations  in  which  brokers  and  traders 
are  said  to  have  arranged  or  executed 


HOW  INVESTORS  CAN  BE  CHEATED 
IN  THE  FUTURES  PITS 


1 


An  independent  floor  broker  gets  a  customer's  or- 
der to  buy  50  U.S.  Treasury  bond  futures  contracts 
at  the  best  price  possible,  what's  known  as  a  "market 
order."  Each  contract  is  worth  $100,000  of  bonds. 


2  Instead  of  executing  the  order  immediately,  the 
floor  broker  signals  a  confederate,  known  as  a 
"bagman,"  to  buy  the  contracts.  Say  the  bagman  gets 
the  50  contracts  at  88  5/32,  or  $88,156.25  per  con- 
tract. That's  a  total  of  $4.4  million.  The  broker  contin- 
ues to  hold  the  customer's  order. 

3  Suppose  the  price  rises  2/32,  or  "two  ticks,"  with- 
in the  next  minute.  The  floor  broker  then  exe- 
cutes the  customer's  order  at  88  7/32.  The  customer 
is  under  the  impression  that  the  broker  tried  to  get 
the  best  price  in  a  volatile  market.  The  bagman  sells 
the  50  contracts  for  a  profit  of  $62.50  a  contract,  or  a 
total  profit  of  $3,125.  Had  the  trade  been  done  prop- 
erly, that  profit  should  have  been  the  customer's.  But 
instead,  the  profit  is  "bucketed"  into  the  bagman's  ac- 
count. He  and  the  broker  can  later  split  the  spoils. 

4  What  if  the  bond  futures  market  goes  down  while 
the  broker  is  holding  the  order?  Say  the  price  has 
fallen  to  88  3/32.  Rather  than  execute  the  order  at  the 
lower  price,  the  customer  buys  the  contracts  from  his 
bagman  at  the  old  price  of  88  5/32.  That  way,  the  loss 
is  bucketed  into  the  customer's  account. 


trades  outside  the  trading  pits.  Whi'J 
these  practices  could  be  criminally  prosJ 
cuted,  some  veterans  question  how  soil 
ous  some  charges  may  be.  "Rich  Carlsoi 
traded  30  feet  from  me,"  says  Jacob  J 
Morowitz,  a  soybean  trader  and  pres 
dent  of  USA  Trading,  where  Carlso: 
cleared  trades.  "From  my  perspective 
they  don't  have  anything  significant." 
Such  sentiment  wasn't  much  comfoi 
to  other  traders  as  the  FBI  began  issuin 
grand  jury  subpoenas  in  late-night  visit 
to  traders'  homes.  The  subpoenas  o 
fered  them  a  grim  choice:  Become  go^ 
ernment  witnesses  and  name  names  c 
face  financial  ruin.  In  sharp  contrast  t 
recent  securities  inquiries,  no  immunit 
was  offered.  Notes  one  lawyer  familij 
with  the  case:  "They  are  saying:  'W 
want  100%  cooperation.  In  retun 
we  won't  indict  you  on  as  mar 
counts,  and  we  will  limit  tY 
amount  of  forfeiture.  But  yc 
have  to  plead  guilty." 

Among  influential  exchang 
members  receiving  subpoenas  w: 
Merc  currency  trader  David  1 
Horberg.  Horberg  clears  trad* 
through  Dellsher  Investment  C( 
which  is  owned  by  Leo  Melame 
one  of  the  Merc's  most  powerf 
figures.  Dellsher  is  said  to  hw 
stopped  clearing  Horberg's  trade 
Melamed  would  not  comment  ( 
Horberg,  and  Horberg  could  n 
be  reached. 

stopgap.  No  matter  where  tl 
probe  leads,  it's  already  certa 
that  the  open  outcry  system  ar 
the  current  regulation  of  the  e 
changes  will  be  challenged.  As 
stopgap,  industry  experts  anti 
pate  that  compliance  personn 
may  start  videotaping  trading  st 
sions.  A  bolder  stroke  would  be 
begin  computerized  trading. 

Such  a  system  is  now  being  c 
veloped  at  the  Merc  in  the  form 
a  new,  off-hours  trading  syste 
called  Globex.  Already  the  scanc 
has    spurred    demands    for    i 
creased  oversight  from  the  CFTj 
Some  would  like  to  see  the  age) 
cy's  powers  shifted  to  the  Secu[ 
ties  &  Exchange  Commission,  b| 
the  anti-CFTC  feeling  may  not 
strong  enough  for  that  to  happi 
While  all  this  plays  out  in  Wa: 
ington,   Chicago's   frantic  trad' 
still  trade.  But  now  they  do  so 
der  a  microscope.  How  well  th 
hold  up  under  that  legal  and  inv< 
tor  scrutiny  could  well  determi 
if  Chicago  as  a  major  world  fim 
cial  marketplace  has  a  future. 

By  Kathleen  A.  Behof,  with  Bri 
Bremner,    Lois    Therrien,    and 
chael  Oneal  in  Chicago 


34  BUSINESS  WEEK/FEBRUARY  6,  1989 


COMMENTARY:  HOW  TO  CLEAN  UP 
THE  MESS  IN  THE  COMMODITIES  PITS 


magine  spending  six  or  seven  hours 
a  day  on  your  feet.  You  and  hun- 
dreds of  colleagues  and  competitors 
re  penned  into  a  space  from  which 
ou  can't  move.  Your  business  is  trad- 
lg  paperless  contracts  worth  hun- 
reda  of  millions  of  dollars  a  day.  But 
lanv  of  the  traders  are  40  or  50  feet 
way.  and  you  "talk"  with  them  by 
arious  means:  hand  signals,  eye  con- 
act,  and  throat-wrecking  shouts. 

That's    life    in    the 
eeming  trading  pits  at 
^  he  Chicago  Board  of 
.Vade  and  the  Chicago 
dercantile    Exchange, 
("fro    the    visitor,    it's 
«  imazing    that   anyone 
:an  work  in  such  an 
environment.  But  now, 
is  news  of  a  two-year 
federal      undercover 
riijrobe  of  trading  prac- 
tices filters  out,  it's  be- 
coming    clear     how 
-mne     brokers     and 
traders    make    money 
out    of    that    chaos. 
til  They  get  a  little  help 

from  their  friends. 
in*     The  noise  and  confu- 
flj  sion  of  this  "open  out- 
-  cry"  market  may  offer 
V.  cover    for   those    who 
nt)  would  collude  to  break 
'&  the    rules.     And     no 
tt)  question,    the    speed 
and  volatility  of  these  markets  make 
them  tough  to  police.  The  suspect  trad- 
ing  wasn't   uncovered    by    the   ex- 
eii  change's  surveillance  units  but  by  the 
PBl's  hidden  microphones. 
on  faith.  It  would  be  easy  to  dismiss 
the  wrongdoers  as  so  many  rotten  ap- 
<t  pies  and  go  on  with  business  as  usual. 
•  That's  what   Wall  Street  has  done  in 

■  the  wake  of  its  insider-trading  scan- 
1  dais.  But  "Futuresgate"  is  not  so  east 
i  ly  ignored.  The  revelations  raise  the 
il  possibility    thai   the   whole  system  of 

trading    futures   contracts — which   has 
i  served  well  for  more  than  a  century — 

■  may  be  rotting,  too.  The  futures  ind 

■  try  has  long  clung  to  the  open  outer) 
I  system  as  an  article  of  faith,  rather 
1    thai!  simply  a  means  to  bring  hedgers 

and  speculators  together.  Now  it's  time 
to  question  thai  dogma.  Even  Mere  of 
ficials  now  recogni  ••  that 


There  will  be  calls  to  abolish  the 
open  outcry  system.  One  solution 
would  be  to  replace  it  with  the  silent 
Hashing  of  video  screens  and  comput- 
er-based trading  in  which  every  key- 
stroke is  recorded  the  microsecond  it's 
made.  But  it's  premature  to  scrap  the 
open  outcry  system,  since  the  full  ex- 
tent of  the  scandal  isn't  yet  known. 

It's  also  debatable  whether  some  of 
the  questionable  practices  uncovered  in 


the  probe  should  be  decriminalized. 
Some  are  technical  fouls  that  harm  no 
one.  "If  technical  violations  are  fre- 
quent, you  have  to  ask  if  the  rules 
make  sense,"  says  Thomas  A.  Russo,  a 
commodities  lawyer  with  Cadwalader, 
Wickersham  &  Taft.  Take,  for  exam- 
ple, "curb  trading,"  or  trading  after 
the  closing  bell  or  outside  the  pit.  "If  I 
have  an  order  to  buy  50  contracts  but 
I've  only  gotten  40,  who  is  harmed  if 
another  trader  is  willing  to  sell  me  10 
after  the  bell?"  asks  Charles  Feder- 
bush,  a  gold  futures  trader  at  New 
York's  Commodity  Exchange. 

A  far  more  problematic  practice  is 
"dual  trading."  which  allows  floor  bro- 
kers, who  execute  orders  for  custom- 
ers, also  to  trade  for  their  own  ac- 
counts. Dual  trading  lends  itself  to 
several  abuses.  One  is  "trading 
ul."  or  front-running  a  customer's 


order.  That's  when  a  floor  broker 
trades  for  himself  to  profit  from  his 
customer's  plans.  A  prohibition  would 
also  make  it  impossible  for  brokers 
to  "bucket"  their  trades — that  is,  to 
shift  unprofitable  trades  into  clients' 
accounts. 

Banning  dual  trading,  in  effect  mak- 
ing traders  choose  whether  they  want 
to  trade  for  themselves  or  others,  is 
appealing.  But  there  could  be  unfortu- 
nate side  effects:  In 
less  active  markets, 
such  as  coffee  and  co- 
coa, there  may  not  be 
enough  order  volume 
to  allow  both  the  bro- 
kers and  the  traders  to 
make  a  living.  If  trad- 
ers abandon  those  pits, 
hedgers  in  those  mar- 
kets will  have  nowhere 
to  go. 

more  eyes.  Perhaps 
the  best  solution  lies 
both  in  introducing 
new  technologies  and 
in  closer  policing  of 
the  market.  Certainly 
an  electronic  system — 
the  Merc  already  has 
one  designed  for  off- 
hours  trading — could 
be  brought  on  line  for 
small  orders.  The 
stock  exchanges  have 
done  just  that. 
Surveillance  must  be  stepped  up,  too. 
The  monitoring  of  futures  lags  behind 
oversight  of  the  stock  markets.  There, 
computers  are  programmed  to  flag  ab- 
normal trading  patterns.  With  futures, 
says  Jack  Barbanel,  director  of  futures 
at  Gruntal  &  Co.,  the  audit  trail  is  re- 
vealing only  "if  you  already  suspect 
that  something  is  amiss." 

Futures  pros  have  always  balked  at 
being  compared  with  stock  traders,  ar- 
guing that  their  markets  are  different 
and  that  they  move  too  quickly  to  re- 
cord trades  precisely  at  execution. 
With  today's  sophisticated  electron 
though,  that  argument  doesn't  wash. 
And  even  if  traders  must  slow  a  whit 
to  comply  with  tougher  reporting  re- 
quirements, so  what'.'  It's  a  small  pr 
to  pay  to  assure  the  integrity  of  the 
mark. 

By  Jeffrey  M.  Lad* 
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DREXEL'S  DEAL  WITH  THE  FEDS: 
HOW  MUCH  WILL  IT  HURT? 


The  firm's  cooperation  with  prosecutors  has  plunged  it  even  more  deeply  into  malaise 


Last  fall,  when  a  Securities  &  Ex- 
change Commission  lawyer  tried  to 
file  a  complaint  against  Drexel 
Burnham  Lambert  Inc.  in  Manhattan 
federal  district  court,  he  found  himself 
in  a  nasty  shoving  match  with  an  angry 
counterpart  from  Drexel  who  wanted  a 
copy.  In  the  same  courthouse  on  Jan.  24, 
Drexel's  lawyers  and  federal  prosecu- 
tors bantered  easily  as  they  awaited  a 
hearing  on  newly  filed  criminal  counts 
that  Drexel  will  plead  guilty  to. 

The  change  in  mood  was  telling.  Hard 
bargaining  between  Drexel  and  the 
government  continues  over  the  pre- 
cise details  of  the  Dec.  21  agree- 
ment to  settle  the  two-year  investi- 
gation of  the  firm.  And  the  fate  of 
Michael  R.  Milken,  the  Drexel  junk- 
bond  chief  who  is  expected  to  be 
indicted  soon,  remains  up  in  the  air. 
In  a  statement,  Milken's  attorney 
decried  provisions  in  the  settlement 
requiring  Milken's  discharge  and 
denying  him  compensation  for  his 
work  in  1988.  Still,  the  firm  is  mak- 
ing peace  with  the  government. 

Now,  Drexel  must  meet  what 
may  prove  to  be  an  even  more 
daunting  challenge.  Several 
sources  within  the  firm  say  that 
Drexel's  decision  to  capitulate  has 
plunged  the  firm  even  more  deeply 
into  fraternal  dissension  and  disillu- 
sionment. The  malaise  may  ulti- 
mately tear  Drexel  apart. 
NO  parking?  By  comparison,  the 
details  of  the  six  counts  to  which 
Drexel  will  plead  guilty  seem  anti- 
climactic.  The  allegations  in  the 
government's  filing  almost  precisely  fol- 
low the  SEC's  charges.  Five  of  the  six 
involve  illegal  securities  "parking"  ar- 
rangements between  Drexel  and  jailed 
arb  Ivan  F.  Boesky  between  1984  and 
1986.  Parking  is  a  scheme  between  in- 
vestors to  disguise  securities  ownership. 
The  counts  include  deals  involving  Fisch- 
bach,  MCA,  Phillips  Petroleum,  Harris 
Graphics,  and  Stone  Container.  A  sixth 
charge,  concerning  C.  0.  M.  B.  Co., 
stems  from  an  indictment  of  officials  at 
Princeton/Newport  Partners,  which 
Drexel  traded  with. 


Despite  its  plea  agreement,  according 
to  a  lawyer  close  to  the  firm,  Drexel  will 
continue  to  deny  the  government's  cen- 
tral allegation:  that  Drexel  received  $5.3 
million  from  Boesky  in  1986  as  part  of 
an  illegal  parking  arrangement.  And  it 
will  simply  say  that  it  has  no  basis  to 
contest  the  specific  criminal  acts  alleged 
by  the  government.  Lawyers  say  Drex- 
el's guilty  pleas  won't  undercut  Milken's 
ability  to  contest  in  court  the  allegations 
that  are  expected  to  be  filed  against  him. 

Milken  needs  the  help.  U.  S.  Attorney 


MILKEN:  HIS  DEPARTURE  COULD  LEAD  TO  A  TALENT  DRAIN 


Rudolph  W.  Giuliani  is  bearing  down  on 
him,  and  several  employees  in  Drexel's 
Beverly  Hills  junk  department  have  al- 
ready agreed  to  cooperate  with  the  gov- 
ernment in  return  for  immunity  or  le- 
niency. Giuliani  is  said  by  a  source  close 
to  Drexel  to  be  trying  to  recruit  six  "new 
witnesses — including  Milken's  brother, 
Lowell — and  is  pressing  his  new  probe 
of  Milken's  junk  buyers  and  issuers.  De- 
fense lawyers  familiar  with  the  case 
speculate  that  the  government  hopes  to 
persuade  Mike  Milken  to  cut  a  deal  as 
well — and  implicate  some  of  his  clients. 


In  reaching  its  own  deal  with  the  go\ 
ernment,  Drexel  avoided  the  potentk 
ruin  that  might  have  been  wrought  b 
the  racketeering  indictment  Giuliani  wa 
threatening.  Yet  the  terms  it's  expecte 
to  swallow  may  prove  just  as  damaging 
Many  Drexel  insiders  fear  that  th 
firm's  chief  executive,  Frederick  H.  J< 
seph,  accepted  unnecessarily  onerou 
terms.  They  are  especially  worried  aboi 
Drexel's  settlement  with  the  SEC,  whic 
is  likely  to  mandate  a  broad  set  of  coi 
trols  and  constraints.  "What  you're  lik< 
ly  to  see,"  predicts  a  Drexel  insk 
er,  "is  that  Drexel  will  have  a  nei 
controlling  stockholder:  the  U 
government." 

defections.  Some  within  Drex(  u; 
predict  that  Milken's  departur*  | 
along  with  general  uncertaint 
about  the  firm's  future,  will  initiat  | 
a  slow  but  devastating  erosion 
employees.  Defections,  could 
most  severe  in  Drexel's  high-yiel  I 
bond  department,  whose  member 
revered  Milken.  They  resent  Dre:  I 
el's  active  cooperation  with  th  k 
government's  pursuit  of  their  bos:  \ 
As  one  Milken  loyalist  assert; 
"Giuliani  has  completely  co-opt 
Joseph." 

Drexel  may  even  have  an  inte 
est  in  seeing  grave  charges  file  Iri 
against  Milken.  That  would  neat! 
justify  its  decision  to  settle  wit 
the  government.  And  it  would  he' 
deflate  the  Milken  mystique.  Saj 
a  Drexel  official:  "You  can't  beg: 
the  process  of  restoration  and  hea 
ing  with  him  around." 
Drexel  spokesman  denies  that  tl  \ 
has  done  anything  to  exacerbai 
woes.   But  he   concedes   th 


c  a 


A 
firm 

Milken's 

"this  is  malaise  month  around  here"  ar 
that  there's  plenty  of  "sadness  and  di 
appointment"  over  Milken's  imminei 
departure.  Yet  he  and  others  at  Drex< 
expect  that  over  time  these  feelings  w; 
abate.  "We're  very  well  positioned 
come  up  the  other  side  of  the  mountain 
he  says.  "Our  liquidity  is  sky-high,  ar 
we  still  have  plenty  of  brain  power 
Drexel  will  need  every  ounce 

By  Chris  Welles  in  Xeie  Yoi 
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ill  ESTIGATIONSI 


PERATION  ILL  WIND  MAY  HAVE 
CARED  UP  A  CANARY 


plea  bargain  could  crack  the  Unisys-Pentagon  connection  wide  open 


N 


x 


hen   Charles   F.    Gardner   re- 
tired in   1988  after  32  years 
with    what    is    now    Unisys 
J  rp.,  he  had  a  reputation  as  a  man  who 
■  celled   at  winning   defense   contracts 
_|ainst  long  odds.   During  his  tenure, 
lisys  and  one  of  its  predecessors,  Sper- 
Corp.,   raked   in   military  work  and 
i  en  kept  alive  programs  that  top  De- 
nse Dept.  officials  didn't  want. 
But  federal  prosecutors  believe  more 
an    mere    negotiating    skill    was    in- 
>lved.  Gardner  is  a  key  target  of  the 
•reading  grand  jury  investigation  into 
e  alleged  sale  of  inside  information  by 
intagon    consultants.    Prosecutors    in 
e  case,  dubbed  Operation  111  Wind,  be- 
;ve  that  he  headed  a  network  of  ccn- 
Jiltants  and  lobbyists  who  helped  him 
;i:  )tain  Pentagon  acquisition  plans  and 

pies  of  competitors'  bids. 
',<  Gardner  isn't  talking  to  investigators, 
at  U.  S.   Attorney  Henry   E.   Hudson 
ia\   soon  get  a  major  break  in  his  ef- 
>rts  to  find  out  what  the  former  Unisys 
fncial  was  up  to  as  vice-president  in 
ii  utrge  of  Unisys'  Surveillance  &  Fire 
ontrol  Div.  in  Great  Neck,  N.  Y.  In  a 
a  led  Justice  Dept.  affidavit  BUSINESS 
i:i:k  has  seen,  prosecutors  indicate  that 
?n.ormer  Unisys  official  Robert  D.  Barrett 
iay  agree  to  plead  guilty  to  a  minor 
harge  and  tell  Hudson  what  he  knows 
ss  .bout   Gardner's   activities.   Gardner, 
ts  hrough  his  lawyer,  denies  wrongdoing. 
fi    Barrett  worked  with  Gardner  for  24 
'ears,  ending  up  as  a  top  executive  in 
he  Unisys  Defense  Systems  branch  in 
Vrlington,   Va.   Barrett's  office  was  in 
iprystal   City,   a  high-rise  cluster  filled 
jjvith    defense   contractors,    consultants, 
mil  Navy  acquisition  officials.   Part  of 
.  lis  job  was  to  provide  Gardner  with  easy 
jijaccess  to  the  Navy  bureaucrats. 
ilj    After  being  placed  on  administrative 
leave  along  with  five  other  Unisys  offi- 
cials, Barrett  retired  abruptly  last  Octo- 
ber at  age  55.  A  year  before — 13  months 
after  Unisys  was  created  by  the  merger 
of   Sperry    and    Burroughs    Corp. — the 
v  company  had  started  an  internal  review 
it  of  inflated  expense  accounts  and  exces- 
Bive    payments    to    Washington    consul- 
i  Units  liy  Gardner's  division. 

Unisys  held  Barrett  partially  responsi- 
ble for  the  irregularities  uncovered.' 
Chairman  W.  Michael  Blumenthal  said 
last   July    he   was   "appalled"   that   some 

Sperry  employees  and  consultants  "ap 

pear  In  have  had  a  history  of  engaging 


DID    REPRESENTATIVE    DTSON    ACCEPT 
FREE  FLIGHTS  IN  RETURN  FOR  FAVORS? 


FORMER  FLORIDA  REPRESENTATIVE 
CHAPPELL  DENIES  ANT  WRONGDOING 


in  activities  which  are  contrary  to"  Un- 
isys policy.  On  Jan.  25  the  company  dis- 
closed that  it  was  in  talks  with  the  Navy 
about  possible  sanctions. 

Barrett's  lawyer,  James  A.  Bensfield, 
won't  comment  on  any  plea  agreement. 
The  affidavit,  filed  with  the  U.S.  Dis- 
trict Court  in  Alexandria,  Va.,  states 
that  prosecutors  expect  Barrett's  guilty 
plea  by  the  end  of  January.  It  also  asks 
the  court  to  keep  his  anticipated  coopera- 
tion secret  until  investigators  have  fully 

debriefed  him. 

According    to    other    affidavits,    Hud- 


.on' .  invettigaton  hope  thai  Barrett 
will  shed  light  on  run 

tivities  involving  member!  of  Ton;' 
and  Navy  official.-.    The  <•  include: 

■  Charter  air  service.    Court.    doCUnU 
show    that   Gardner   controlled    an    air- 
plane service  that  was  used  to  fly  men, 

of  Congress  to  the  Great  Neck 
plant  and  possibly  to  other  places 
around  the  country.  The  owner  of  record 
was  Richard  Seelmeyer,  an  aide  to  the 
late  Representative  Joseph  P.  Addabbo 
(D-N.  Y.),  a  power  in  defense  appropria- 
tions. The  affidavit  quotes  Gardner, 
whose  home  phone  was  tapped,  as  say- 
ing that  if  Seelmeyer  "was  to  talk,  he 
could  do  a  lot  of  damage." 

Investigators  believe  Representatives 
Roy  Dyson  (D-Md.),  a  member  of  the 
Armed  Services  Committee,  and  William 
Chappell  (D-Fla.)  accepted  free  flights 
on  the  Unisys  plane.  Chappell  was  de- 
feated for  reelection  in  November.  Both 
he  and  Dyson,  who  retained  his  seat  in  a 
tight  race,  have  denied  any  wrongdoing. 
Such  flights  are  illegal  if  they  are  pro- 
vided in  return  for  favors. 

■  Missile  system  lobbying.  Both  Chappell 
and  Dyson  supported  Unisys'  efforts  to 
keep  the  $190  million  Mk.  92  Coherent 
Receiver/Transmitter  (Cort)  project 
alive.  Cort  is  a  radar  guidance  system 
for  missiles  fired  from  frigates.  Then- 
Navy  Secretary  John  F.  Lehman  Jr. 
wanted  to  end  the  project  in  1987,  but 
Chappell  and  Dyson  made  sure  money 
kept  flowing. 

■  Aegis  lobbying.  Until  1986,  RCA  Corp. 
had  billions  of  dollars  in  electronics  work 
for  the  Aegis  cruiser  all  to  itself.  Ac- 
cording' to  documents  obtained  by 
BUSINESS  week,  Melvyn  R.  Paisley,  then 
Navy  research  chief,  ordered  the  service 
to  find  a  second  contractor.  Then  Paisley 
changed  the  Navy's  acquisition  strategy 
by  consolidating  six  components  of  the 
Aegis  work  into  one  contract  and  impos- 
ing tight  new  deadlines  for  the  work. 
Sperry,  the  only  company  that  had  bid 
on  all  six  sections,  got  the  job.  After 
leaving  the  Navy  in  1987,  Paisley  joined 
Gardner's  consultant  network.  Paisley, 
through  his  lawyer,  denies  wrongdoing. 

Gardner  was  skilled  at  pulling  Wash- 
ington's levers  of  power.  And  Unisys 
must  have  valued  his  services  highly. 
Even  after  he  retired  last  March,  he  was 
retained  as  a  consultant. 

Top  Unisys  executives  say  they  were 
on  their  way  to  cleaning  up  Sperry  be 
fore  the  FBI  moved  in.  But  by  not  mak- 
ing a  clean  break  with  Gardner,  Unisys 
in  effect  allowed  the  FBI  to  monitor  his 
phone  calls  during  the  five  months  he 
worked  as  a  Unisys  consultant.  That 
surveillance,  and  Barrett's  possible  coop- 
eration, could  spread  111  Wind's  ripples 
even  further  into  the  defense  industry. 

By  Paula  Diryrr  in  Washington,  mth  Jo- 
seph Weber  in  Philadelphia 
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and  building  rockets  is  now 
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di  pondering  physics 
aking  care  of  business,  too. 


teople  who  work  with  powerful  386 
>ersonal  computers  used  to  be  called 
ocket  scientists.  Now  they're  also 
ailed  accountants,  engineers,  man- 
ners and  CEO's.  Thanks  to  the  new 
X>MPAQ  DESKPRO  386/20e. 

It  delivers  386  power  to  people 
/vhose  demanding  needs  have  out- 
grown their  286  PC's.  Plus,  it 
Dacks  this  power  into  a  design 
hat  fits  on  your  credenza. 

Start   with    speed 
Everything  in  the  COMPAQ 
DESKPRO  386/20e  is  opti- 
mized to  go  faster.  So  you 
can  work  faster. 

Its  20-MHz  Intel  386™ 
microprocessor  with  cache  mem- 
ory is  surrounded  by  the  exclusive 
COMPAQ  Flexible  Advanced  Sys- 
tems (Flex)  Architecture.  This 
high-speed  combination  runs  the  world's  largest  li- 
brary of  software  25%  faster  than  the  IBM  PS/2 
Model  70-121  and  other  non- 
cache  20-MHz  386-based 
PC's.  And  50%  faster 
than  the  IBM  PS/2  Model 
70-E61  and  other  non-cache 
16-MHz  386-based  PC's. 

Its  32-bit  design  also  takes 


Introducing  the  COMPAQ  DESKPRO  386i 

designed  to  fit  the  increasingly  sophisticated  needs  of  286  users. 


You're  in 
less  with  a  20-MHz 
186  microprocessor. 


Choose  5<k"  and  3'k" 
diskette  drives. 


such  as  Microsoft*  Windows/386, 
MS"  OS/2,  XENIX1  and  UNIX  to  their 
maximum  potential. 

A  long  list  of  high-performance 
features  is  built  in.  One  megabyte  of 
memory.  VGA  graphics.  Standard  in- 
terfaces. And  support  for  5V4"  and 
3V2"  diskette  drives. 

Of  course  you  have  growth 
potential.  Five  expansion  slots 
are  available:  four  for  a  network 
card,  modem  or  other  de- 
vices, and  one  high-speed 
32-bit  slot  to  expand  mem- 
m~p7fZn7ance  ™Y  ^  increments  up  to  16 
megabytes. 
Need  options?  Add  two  high-performance 
fixed  disk  drives,  with  110  or  40  megabytes  of  stor- 
age; 135-  or  40-megabyte  tape  backups;  and  high- 
speed Intel  387™  or  Weitek  3167  coprocessors  for 
floating-point  applications. 
All  of  this  perform- 
ance is  integrated  into  a 
sleek  design  that 
makes  the  COMPAQ 
DESKPRO  386/20e 
the  ultimate  space  vehicle. 

For  a  free  brochure  and  the  location  of  your 
nearest  Authorized  COMPAQ  Computer  Dealer, 
call  1-800-231-0900,  Operator  75.  In  Canada, 


« 


Standard 
interfaces  are  on  board. 


386  software  and  multitasking  operating  systems  1-800-263-5868,  Operator  75. 

COMPAQ*  is  i  trademark  of  Compaq  Computer  Corporation  Intel*  Intel  3«6  and  Intel  387  are  trademu  ks  of  Intel  Corporation  Microsoft"  MS*  and  XENIX*  are  trademarks  of  Microsoft  Corporation.  MS*  Wind 
and  MS*  OS/2  are  products  of  Microsoft  Corporation  Product  names  mentioned  herein  may  be  trademarks  and/or  registered  trademarks  of  (heir  respective  companies.  'Registered  U  S  rWnt  and  1>adetr.j 

Compaq  Computer  Corporation.  All  rights  reserved. 
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It  simply  works  better. 
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CIVIL  RIGHTS  I 


A  NEGATIVE 
ON  AFFIRMATIVE 
ACTION 


The  court  deals  set-asides  a  blow 


R 


oger  R.  Blunt  started  his  Wash- 
ington (D.  C.)  construction  busi- 
ness in  1972  with  strong  pros- 
pects. Under  a  local  affirmative-action 
program,  a  stream  of  city  work  enabled 
his  five-member  crew  to  mushroom  into 
a  corps  of  100.  "Without  the  programs,  I 
wouldn't  have  gotten  a  piece  of  the  ac- 
tion," says  Blunt,  who  is  black. 

But  the  outlook  for  minority  contrac- 
tors like  Blunt  is  in  doubt.  On  Jan.  23 
the  U.  S.  Supreme  Court  ruled  that  a 
Richmond  (Va.)  program  setting  aside 
30%  of  all  city  contracting  work  for  mi- 
nority businesses  amounted  to  unconsti- 
tutional reverse  discrimination.  The  6-3 
ruling  declared  that  state  and  local  gov- 
ernments must  tailor  plans  to  correct 
documented  cases  of  discrimination, 
rather  than  base  rigid  standards  on  a 
belief  that  widespread  discrimination  ex- 
ists, as  Richmond  did. 

The  decision  is  a  big  win  for  conserva- 
tives. They  sided  with  businesses  that 
complained  of  losing  work  to  minority 
companies  whose  bids  were  higher.  "The 
winners  are  the  taxpayers,"  says 
Charles  E.  Hawkins  III,  vice-president  of 
government  affairs  for  Associated  Build- 
ers &  Contractors.  "The  losers  are  those 
contractors  who  have  done  nothing  but 
thrive  on  minority  set-aside  work." 

Indeed,  Richmond's  minority  business- 
es now  face  a  struggle  to  survive.  "We 
need  to  do  business  with  the  city,"  says 
Merlin  Hargrove,  owner  of  United  Un- 
limited Construction  Inc.  in  Richmond, 
who  has  depended  on  set-aside  work  for 
30%  of  his  revenues.  "We  hope  not  to  go 
out  of  business,"  he  adds. 
avalanche.  There  could  be  other  losers. 
The  opinion,  written  by  Justice  Sandra 
Day  O'Connor,  left  officials  in  36  states 
and  190  localities  wondering  if  their  set- 
aside  programs  would  hold  up  against 
an  expected  avalanche  of  lawsuits  by 
white  contractors.  "No  one  is  exactly 
sure  what  Justice  O'Connor  and  the  oth- 
er members  of  the  court  want  to  see," 
says  lawyer  John  Payton,  who  argued 
the  case  for  Richmond. 

But  the  court  has  clearly  signaled  its 
view  that  affirmative  action  has  gone 
too  far — and  that  could  have  implica- 
tions for  future  civil  rights  enforcement. 
The  ripple  effects  could  show  up  as  the 


court  considers  two  minority  discrimina- 
tion cases  on  its  calendar  this  term.  "I 
think  the  same  line  of  justices  will  gath- 
er in  those  two  cases,"  predicts  former 
Justice  Dept.  official  Charles  J.  Cooper. 

In  one  case,  the  justices  are  reviewing 
a  1976  ruling  that  allowed  damages  for 
racial  discrimination  in  private  transac- 
tions. The  case  was  brought  by  a  black 
woman  who  claimed  that  her  employer, 
the  credit  union  set  up  by  McLean 
Trucking  Co.  in  Winston-Salem,  N.  C, 
engaged  in  racial  harassment  and  dis- 
crimination. If  the  high  court  reverses 
itself,  it  could  eliminate  the  prospect  of 
monetary  damages  in  such  cases  and 
close  the  courthouse  door  to  many  pri- 
vate racial  disputes. 

The  second  case  seeks  to  determine 
how  much  evidence  of  job  discrimination 
is  required  to  force  an  employer  to  justi- 
fy its  hiring  practices.  Ten  minority 
plaintiffs  sued  their  boss,  Wards  Cove 
Packing  Co.,  an  Alaskan  cannery,  for 
discrimination.  They  want  to  use  statis- 


tics showing  racial  imbalance  to  pro1 
their  claim  that  Wards  allocated  high* 
paid  jobs  to  white  applicants  and  refuses 
to  promote  minority  workers.  If  thi 
court  says  data  aren't  enough,  makini 
an  employer's  defense  easier,  that  coulij 
reduce  the  pressure  to  create  private  ai|i 
firmative-action  programs. 

While  conservatives  are  optimisti 
about  the  outlook  for  these  cases,  other 
doubt  that  the  Richmond  decision  sij 
nals  a  radical  change.  For  one  thing, 
rests  on  constitutional  law  and  only  aj 
plies  to  government  entities.  "I  don 
think  this  is  part  of  a  shift  to  eliminat 
affirmative-action  programs,"  says  civ 
rights  activist  Anthony  W.  Robinsoi 
Despite  an  increasingly  conservati\ 
cast  in  recent  years,  the  court  has  u 
held  almost  every  affirmative-actio 
plan  it  has  reviewed.  But  from  now  o 
antibias  plans  will  face  a  much  tough< 
burden  of  proof. 

By  Ron  Stodghill  II  and  Paula  Dwyer 
Washington 


TELECOMMUNICATIONS  I 


CRAIG  McCAW 

GOES  ESTABLISHMENT 


He's  selling  British  Telecom  a  stake  in  his  fast-track  cellular  business 


i 


• 


The  news  on  Jan.  19  shocked  the 
scrappy-go-lucky  cellular  phone  in- 
dustry: The  Wizard  of  Oz  was  join- 
ing the  Establishment.  Craig  O.  McCaw, 
who  likens  his  reclusive  style  to  that  of 
the  man  who  gave  the  scarecrow  a 
brain,  plans  to  turn  over  22%  of  his  com- 
pany, McCaw  Cellular  Communications 


K 
Inc.,  -to  British  Tel  I 
communications  P]  F 
for  $1.5  billion,  i  «| 
$41.50  a  share. 

BT  paid  a  high  pric  | 
McCaw,  the  natior  m 
largest  cellular  comp  ft 
ny,  had  been  tradii  i 
at  29.  But  most  eel  ft 
lar  property  valu  I 
are  skyrocketing,  a  I 
the  move  by  BT  is  b 
dramatic  vote  of  cor  fe 
dence  not  only  in  t  p, 
future  of  mobile  co  c 
munications  but  a 
in  McCaw's  high-r: 
strategy  for  growUta! 
(BW— Dec.  5).  The 
attle-based  compa^f-; 
has  piled  up  mo 
tains  of  debt  as 
rushes  to  buy  riv 
and  build  a  natio 
network.  While  BT's  estimated  pre 
profit  of  $4.5  billion  this  year  makes 
one  of  the  world's  most  profitable  phc 
companies,  McCaw  is  losing  more  th 
$250  million  a  year.  And  its  $1.8  bill: 
debt  was  a  towering  87%  of  capital 
fore  BT's  injection. 
Now,  McCaw  can  stabilize  its  balap 
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gvt  and  tap  BT  engineers  bo  help  build 

g  lational    cellular    network    similar    lo 
p,  in  Britain.  In  turn,  BT,  which  is  lim- 
lil  by  law  to  a  259!  stake  in  any  U.S. 
•iular  carrier,  will  get  4  of  the  1!)  seats 
f  McCaw's  board— and  will  get  help  in 
itrketing   BT's   cellular   service,    which 
I  s   rival    Racal  Telecommunications 
I  \  "We're  becoming  more  marketing- 
I  inted,  but  we  still  have  a  long  way  to 
■  "  says  David  Dey,  managing  director 
t  bt's  Communications  Systems  Div. 
jirhe  partnership's  greatest  impact  will 
I  felt  in  the  U.  S.  Investors  value  cellu- 
1   outfits  by  dividing  their  market  capi- 
lization  by  the  customers — "POPs,"  in 
mi   industry   slang — they   potentially 
■aid  serve.  Before  the  deal,  McCaw's  48 
Jtllion  POPs  worked  out  to  roughly  $85 
■Kh  on  McCaw's  market  capitalization 
i  $3.5  billion.  BT's  investment  translates 
j  o  $138  a  POP. 
iaring  shares.  What's   more,   the 
>cks  of  several  major  cellular  compa- 
ss— including  the  highly  profitable  LIN 
•oadcasting    Corp.    and    fast-growing 
etro  Mobile  CTS  Inc. — are  booming  on 
peculation  that  one  or  more  will  become 
keover  targets  for  McCaw/BT.  McCaw 
ready  owns  9.8%  of  LIN  and  is  pushing 
r  control.  It  also  owns  6.2%  and  7%  of 
etro  Mobile's  Class  A  and  B  shares, 
nother  target  is  Pacific  Telesis  Group's 
tare  of  properties  in  the  San  Francisco 
ay    area    by    1991.    Says    Dennis 
-  ebowitz,  senior  vice-president  at  Don- 
i  dson,  Lufkin  &  Jenrette  Inc.,  bt's  ad- 
"  ser  in  the  McCaw  deal:  "We're  raising 
elur  cellular  valuations  by  $15  a  POP." 

Funding  acquisitions   in  the   face  of 
inch  an  escalation  is  a  huge  challenge. 
[cCaw  got  most  of  its  capital  from  junk 
•wonds.  It  also  has  an  unused  $1.3  billion 
»'  ank  credit  line.  Early  on  it  had  forged  a 
ipjuccessful    partnership    with    Affiliated 
ublications  Inc.,  owner  of  The  Boston 
>hrlobe.  But  Affiliated,  whose  original  $85 
m  million  investment  is  now  worth  $1.9  bil- 
an  on  judging  by  BT's  investment,  plans  to 
s  ocus  more  on  its  media  assets.  McCaw's 
uhsses    are    hurting    Affiliated's    stock 
rice,  so  it  will  spin  off  those  holdings 
jit  nto  a  separate  company, 
lia   McCaw's  losses  don't  faze  BT's  Dey. 
fascinated  by  the  company's  poten- 
tial payoff  in  the  late  1990s.  While  the 
•  leal  does  not  call  for  further  investment 
ii'rom  BT,  he  isn't  ruling  it  out.  "Look  at 
:  he  industry's  growth  rate,"  he  says. 
'We're  very  fortunate  to  get  in  at  this 
itage."  Echoes  McCaw  President  Wayne 
iVl.    Perry:    "It's   the   kind   of   business 
where  if  you  sold  out  in  the  fifth  year, 
.on  would  have  been  better  off  waiting 
for  the  sixth."  True,  but  the  lofty  values 
iow  commanded  by  the  cellular  biz  have 
inly    heightened    expectations    for    the 
Wizard. 

By  John  J    Kcllrr,  inlh  Murk  Mnrrmont 

in  London  and  bunau  rtportt 


AIRLINES  I 


AMERICA  WEST  IS  FLYING 

HIGH  AGAIH— BUT  FOR  HOW  LONG? 


It's  out  of  the  hole  it  dug  by  overexpanding — and  it  wants  to  expand 


BEAUVAIS:  SOME  WORRY  THAT  HIS  PLAH  FOR  PACIFIC  ROUTES  MAY  BE  TOO  RISKY 


A  year  ago  airline-watchers  were 
counting  the  days  left  for  Ameri- 
ca West  Airlines  Inc.  The  last  of 
the  upstarts  launched  under  deregula- 
tion was  staggering  from  huge  losses, 
and  collapse  seemed  imminent.  Instead, 
the  Phoenix-based  carrier  has  pulled  off 
a  striking  recovery. 

After  losing  $45  million  in  1987,  Amer- 
ica West  reported  a  $9.4  million  profit 
for  1988  on  sales  of  $776  million.  True, 
first-quarter  losses  in  1988  were  so 
heavy  that  the  airline  would  have  lost 
money  for  the  year  if  it  hadn't  been  for 
a  special  gain  of  $16.6  million  from  a 
debt  swap.  Yet  operating  profits  have 
grown  steadily  since  last  spring,  and 
management  predicts  higher  profits  for 
1989.  This  time,  analysts  agree.  The 
turnaround  is  "extraordinary,"  says 
Herbert  D.  Kelleher,  chairman  of  archri- 
val Southwest  Airlines  Co.  America 
West's  stock  has  risen  70%  since  Febru- 
ary, 1988,  to  a  recent  7. 
IN  A  bind?  But  it's  still  too  early  to  pro- 
claim America  West  an  unqualified  suc- 
cess. After  staving  off  disaster,  the  com- 
pany's ambitious  chairman  and  founder, 
Edward  R.  Beauvais,  is  already  planning 
further  expansion.  Although  Beauvais 
says  he  will  increase  capacity  by  onl\ 
this  year  and  next,  he  wants  a  network 
that  will  compete  with  the  big  guys.  If 
Beauvais  gets  government  approval  by 
this  summer,  as  he  expects,  he'll  be  fly- 


ing new  routes  from  New  York's  La- 
Guardia  Airport  and  Washington's  Na- 
tional Airport,  with  stops  in  the  Midwest 
on  the  way  to  his  hubs  in  Phoenix  and 
Las  Vegas.  He's  also  angling  for  service 
from  his 'hubs  to  Hawaii  and  on  to  Aus- 
tralia. After  that,  he's  eyeing  other 
points  in  the  Pacific  Basin.  Says  Beau- 
vais: "You  cannot  just  sit  still  and 
survive." 

Observers  figure  Beauvais'  bid  for 
new  domestic  routes  makes  economic 
sense,  but  they  think  that  with  earnings 
still  recovering,  his  Pacific  plans  are 
fraught  with  risk.  David  G.  Sylvester  of 
Kidder,  Peabody  &  Co.  figures  it  would 
cost  America  West  at  least  $30  million  to 
train  crews  and  set  up  maintenance  and 
other  facilities  for  its  first  Boeing  747s. 
which  Beauvais  would  lease  for  the  Pa- 
cific routes.  Since  losses  have  reduced 
America  West's  cash,  such  outlays  could 
put  the  carrier  in  a  bind  if  the  economy 
weakens. 

It  was  galloping  expansion  that  got 
America  West  into  trouble  in  the  first 
place.  The  airline  actually  doubled  in  size 
in  1987.  But  when  traffic  failed  to  grow 
fast  enough  and  fare  competition  heated 
up,  Beauvais  reacted  quickly.  He  fur- 
loughed  employees,  halted  service  to 
some  cities,  and  switched  planes  to  more 
productive  routes.  Those  moves  and  a 
strong  economy  boosted  passenger  traf- 
fic 20%,  well  above  the  industry's  overall 
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growth,  and  filled  his  planes  on  average 
to  58.4%  of  capacity,  about  two  points 
higher  than  breakeven.  He  also  in- 
creased some  ticket  prices. 

Beauvais  deeply  resented  last  year's 
deathwatch,  and  he's  ebullient  about  the 
improvements.  "It's  very  dramatic — a 
profound  story  of  success,"  he  declares. 
And  he  insists  his  strategy  for  a  Pacific 
campaign  is  sound.  He  would  offer  the 
first  nonstop  service  between  Phoenix 
and  Honolulu,  with  "feed"  traffic  from 
America  West's  network  of  Midwestern 
towns.  And  his  Australia  flights  would 
link  up  there  with  the  domestic  routes  of 


Ansett,  a  carrier  that  owns  20%  of 
America  West  and  is  controlled  by  Ru- 
pert Murdoch.  The  link  could  give  it  an 
edge  over  government-owned  market 
leader  Qantas  Airways  Ltd.,  which  lacks 
a  domestic  system. 

America  West's  resilience  has  silenced 
many  critics.  "I've  given  up  predicting 
his  doom,"  says  Bruce  R.  Kennedy, 
chairman  of  rival  Alaska  Airlines  Inc. 
Indeed,  Beauvais  looks  like  a  survivor  in 
the  dogfights  of  deregulation.  But  first 
he  has  to  prove  he  has  the  right  mix  of 
caution  and  ambition. 

By  Stewart  Toy  in  Los  Angeles 


NATURAL  RESOURCES  I 


SAWMILLS  ARE  STARTING 
TO  DROP  LIKE  TREES 


A  worsening  timber  shortage  could  fell  thousands  of  jobs 


Folks  in  the  Pacific  Northwest 
thought  the  latest  recession  had 
run  its  course.  It  began  in  1982, 
and  by  1986,  91  lumber  and  plywood 
mills,  the  backbone  of  the  region's  econ- 
omy, had  been  squeezed  out  of  business 
by  high  raw-materials  costs  and  crash- 
ing product  prices.  Nearly  10,000  people 
were  thrown  out  of  work.  Entire  towns 
were  boarded  up. 

Now  many  of  the  survivors  face  a 
rerun.  A  long-feared  shortage  of  timber, 
particularly  from  Western  federal  for- 
ests, has  arrived  with  a  vengeance.  At 
the  same  time,  environmentalists  are 
stepping  up  legal  attacks  on  sales  from 
federal  forests,  limiting  the  supply  of 
valuable  large-diameter  or  "old-growth" 
logs.  Worse,  many  private  timber  own- 
ers are  shipping  record  volumes  of  logs 
to  Asian  buyers,  especially  the  Japanese, 
whose  highly  valued  currency  allows 
them  to  outbid  U.  S.  mills.  "Things  are 
building  to  a  fever  pitch,"  says  Larry 
Kromer,  export  sales  manager  for  Avi- 
son  Lumber  Co.  in  Molalla,  Ore.  "People 
don't  know  where  they'll  get  logs." 
land-grubbers?  The  crisis  is  already 
battering  independent  producers  that 
don't  share  the  cushion  of  booming  pa- 
per markets  enjoyed  by  big  integrated 
manufacturers.  In  the  past  six  months, 
33  West  Coast  mills  have  been  shuttered 
and  900  workers  laid  off  for  lack  of  log 
supplies,  according  to  a  new  survey  of 
106  companies  conducted  by  a  consor- 
tium of  industry  associations.  If  condi- 
tions don't  improve,  fully  one-third  of 
those  companies'  39,000  workers  could 
be  out  of  jobs  in  the  next  couple  of 
years.  That's  on  top  of  huge  cutbacks 
expected  as  a  result  of  the  U.  S.  Forest 
Service's  plan  to  reduce  federal  timber 
harvests    in    the    Northwest,    probably 
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starting  this  year,  by  20%  or  more  over 
the  next  10  years. 

"We're  headed  for  the  same  ravaging 
conditions  of  the  early  '80s,"  says  Doug- 
las E.  Stout,  vice-president  of  Bohemia 
Inc.,  which  closed  a  59-person  sawmill 
near  Eugene,  Ore.,  last  October.  North- 
west producers  will  hurt  the  most,  but 
the  entire  U.  S.  industry  is  likely  to  feel 
the  effects,  since  federal  forests  in  the 
West  supply  nearly  one-third  of  the 
country's  timber  needs. 

As  the  sawyers  see  it,  land-grubbing 
environmentalists  are  to  blame.  To  pro- 
tect the  habitat  of  the  northern  spotted 
owl,  for  example,  the  Portland  (Ore.)  Au- 


- 


dubon  Society  and  other  groups  persua 
ed  a  federal  appeals  court  last  year 
enjoin  sales  by  the  Bureau  of  Land  Ma 
agement  of  about  500  million  board  fe 
of  timber  in  Oregon.  That's  nearly  on 
third  of  the  blm's  normal  sales  in  tl 
state  over  an  18-month  period.  A  fin 
ruling  is  expected  early  this  year. 

Producers  fear  that  the  BLM  case  is 
harbinger  of  more  restrictions.  In  19S 
the  U.  S.  Forest  Service,  the  largest  pu 
veyor  of  federal  timber,  was  bombarde 
by  more  than  400  appeals  of  Northwes 
timber  sales,  up  from  an  average 
about  30  in  previous  years.  While  case 
wind  their  way  through  the  appeal  pre 
cess,  stymied  sales  are  forcing  more  ot. 
erators  to  close  down. 

The  environmentalists'  impact  is  exac 
erbating  an  already  painful  ecologica 
transition.  Many  private  landowner 
overcut  old-growth  trees  during  the  pas 
few  decades,  and  producers  are  having 
to  adjust  to  smaller  second-growth  tim 
ber.  Sawmills  designed  to  handle  onl 
old-growth  logs  are  dropping  like  pin* 
cones.  Even  Weyerhaeuser  Co.,  th< 
country's  largest  private  timberlanc 
owner,  has  stepped  up  its  bidding  or 
public  supplies  in  recent  years,  tighten 
ing  the  squeeze  on  independent  opera- 
tors. That  competition  has  closed  more 
mills  than  environmentalists'  attacks,  ar 
gues  Peter  M.  Emerson,  vice-president 
for  resource  planning  at  the  Wilderness 
Society.  "There  are  more  fundamental 
forces  at  work,"  he  says. 
fighting  back.  Whatever  the  reason,  re- 
stricted supply  has  sent  timber  prices 
soaring  as  much  as  50%  in  the  past  year. 
A  spurt  in  lumber  prices  (chart)  has 
helped  ease  the  pain.  But  that  relief  isn't 
likely  to  last.  Declining  housing  starts 
this  year  are  expected  to  reduce  demand 
by  5%  or  more.  And  even  with  fewer 
workers,  increased  efficiency  is  still 
causing  the  industry  to  overproduce. 

After  the  ravages  of  the  early  1980s, 
producers  don't  plan  to  endure  another 
downturn  without  a  fight.  Representa- 
tive Peter  A.  DeFazio  (D-Ore.)  is  expect- 
ed to  reintroduce  a  bill  from  last  year 
that  would  allow  states  to  ban  exports 
of  logs  from  state  lands.  With  some 
modifications,  it  stands  a  good  chance  of 
passage.  The  future  is  less  clear  for  fed- 
eral legislation  to  limit  environmental- 
ists' ability  to  block  government  timber 
sales,  which  the  National  Forest  Prod- 
ucts Assn.  may  back.  This  "is  the  year 
Congress  and  the  public  have  to  decide 
what  they  want  out  of  their  national 
forests,"  says  Mark  J.  Pawlicki,  western 
regional  director  of  the  NFPA.  But  even 
dramatic  help  from  Congress  may  come 
too  late  for  many  producers  in  the 
Northwest,  where  it's  beginning  to  look 
like  1982  all  over  again,  i 

By  Jonathan  B.  Levine  in  San  Francisco 
and  Michael  J.  Parks  in  Seattle 
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ID  BY  HAHRIS  I  .'/GOD 


HOW  CARPENTER  PLANS 
TO  RENOVATE  KIDDER 


This  is  an  industry  in  tur- 

ro  noil,"   says    Michael   Carpen 

the  newly  appointed  head 

■  »f  Kidder  Peabody.  "For  me, 

1   urmoil   equals    opportunity" 

should  find  opportunities 

"  galore  at   Kidder,  where  life 

been  anything  but  tran- 

|uil   since   General   Electric 

ac  shelled  out  $600   million   for 

30     of  the  firm  in  April,  1986. 

\    top   priority    will   be   to 

ore  up  morale  following  the 

-  recent  resignations  of  Presi- 

dent  Max  Chapman  and  mer- 

.<  chant    banking    heads    Peter 

tinodson  and   Donald   Gogel. 

it  Then  there's  the  question  of 

|J  job  security.  Three  days  after 

r  taking  over,   Carpenter  as- 

i-  sured  25  top  Kidder  brokers 

■  that  the  firm  had  no  plans  to 

*  sell  its  retail  sales  unit.  That 
'•  put  out  one  fire,  but  the  big- 
it  ger  task  is  restoring  Kidder 
s  to  prominence  in  mergers  and 

acquisitions.  Carpenter  is  ex- 
pected to  seek  a  well-connect- 

•  ed  "rainmaker"  who  can  gen- 
erate big  takeover  fees. 


WEIRTON  FORGES 
AHEAD  WITH  AN  IPO 


►  Employee-owned  Weirton 
Steel  plans  to  go  public.  To 
remain  competitive,  the  com- 
pany needs  to  raise  $600  mil- 
lion for  plant  modernization, 
and  the  sale  of  20  of  Weir- 
ton's  6.5  million  shares  should 
net  at  least  $50  million. 

The  stock  sale  is  part  of  a 
financial  restructuring  that 
also  calls  for  a  rollback  of 
profit  sharing  from  50  of 
net  income  to  85%.  The  roll- 
back i.-  contingent  on  approv- 
al by  Wen-ton'.-,  8,000  employ- 
ees, who  bought  the  plant  five 
ago. 


AMERICAN  HOOKS  UP 
TO  HP  MACHINES 


►  Hew  lett-Packard  is  fighting 
Big  Blue  one  deal  at  a  time. 

HP  has  won  a  contract  lo  sup 

pl>  American  Airlines,  an  IBM 


stronghold,  with  what  will  be 
one  of  the  largest  private  in- 
formation systems  of  its  kind. 
HP'S  new  Spectrum  mini 
computers  heat  out  IBM,  Digi- 
tal Equipment,  and  Wang  ma- 
chines for  the  initial  phase, 
worth  $18  million,  of  a  five- 
year.  $100  million  project.  The 
system  as  proposed  will  even- 
tually tie  American's  65,000 
office  workers  worldwide  into 
a  single  electronic  mail  net- 
work and  will  also  allow  them 
to  log  onto  other  data  bases 
such  as  the  airline's  sabre 
reservations  listings. 


SMITHKLINE  BECKMAN: 

DEVELOPING  AN  ULCER? 


►  The  shakeup  goes  on  at 
SmithKline  Beckman.  Citing 
"policy  differences"  with 
Chairman  Henry  Wendt,  Pres- 
ident George  Ebright  quit  on 
Jan.  25.  On  the  same  day  SKB 
announced  dismal  1988  earn- 
ings. With  declining  sales  of 
ulcer-fighter  Tagamet  and  a 
big  third-quarter  write-off, 
SKB's  1988  operating  income 
plunged  nearly  56c/<,  to  $364 
million,  though  sales  jumped 
10%,  to  $4.75  billion. 

Company  insiders  say  a  re- 
structuring last  fall  left 
Ebright  with  little  to  do. 
Beckman  Instruments,  which 
Ebright  had  made  successful, 
was  spun  out  into  an  84%- 
owned  subsidiary,  and  Smith 
Kline  &  French  labs  were  con- 
solidated. The  resignation 
leaves    Wendt    with    another 


IN  TEXAS,  EVEN  A  COIN  TOSS  CAN  BREAK  YOU 


Back  m  1982,  car  dealer  R  D. 
Ryno  was  trying  to  sell  a 
$125,000   BMW   to    oilman    Lee 

Tyra.  Tired  of  haggling,  Ryno 

said  that  he'd  flip  a  coin,  and  if 
it  came  up  tails,  he'd  give  Tyra 
the  car.  Tails  it  was.  A  year  lat- 
er, Ryno  stole  the  rare,  grand- 
prix-stvle  car  back  from  Tyra 
and  sold  it  for  $135,000.  Tyra 
sued,  and  Ryno  defended  his  ac- 
tions by  claiming  that  a  gam- 
bling contract  was  unenforceable.  He  also  said  he  flipped  the 
coin  merely  to  impress  some  bystanders. 

But  on  Jan.  18  the  Texas  Supreme  Court  upheld  a  lower 
court  ruling  that  the  coin  flip  represented  an  executed  contract 
because  Ryno  had  delivered  the  car  to  Tyra.  Hence,  Ryno  owes 
Tyra  $135,000,  which  he  says  he  can  no  longer  pay.  What's  the 
moral?  Says  Tyra's  attorney,  Cue  Lipscomb:  "If  you  can't 
afford  to  pay,  don't  play" — a  piece  of  advice  Texas  bankers 
could  have  used  as  well. 


thing  to  explain  when  he 
meets  with  analysts  in  New 
York  on  Feb.  2. 


THE  EASTERN  MESS  MAY 
LAND  IN  BUSH'S  LAP 


►  Sources  close  to  the  negoti- 
ations between  Eastern  Air- 
lines and  its  machinists  union 
say  that  the  National  Media- 
tion Board  plans  to  declare  an 
impasse  by  early  February. 
That  means  the  International 
Association  of  Machinists  can 
strike  after  a  30-day  waiting 
period  or  that  Eastern  can  im- 
pose the  $200  million  in  con- 
cessions it  wants.  But  the 
sources  say  that  the  NMB  will 
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consider  recommending  an 
emergency  procedure  to  the 
White  House. 

The  plan  would  impose  a 
60-day  freeze  instead  of  the 
30-day  period.  The  President 
would  appoint  an  emergency 
board  that  would  recommend 
a  settlement  after  the  60 
days.  If  the  recommendation 
were  rejected,  Congress  could 
impose  a  settlement. 


AT&T  GETS  A 
PROFIT  INCENTIVE 


►  The  Federal  Communica- 
tions Commission  is  expected 
to  approve  a  new  form  of  reg- 
ulation for  AT&T  at  its  Jan.  30 
meeting.  The  plan  would  al- 
low the  phone  giant  to  keep 
more  of  its  profits  in  ex- 
change for  capping  prices. 
But  Congress  is  likely  to  de- 
lay by  a  year  a  similar  FCC 
plan  for  local  phone  compa- 
nies, pending  further  review. 
Currently,  the  government 
sets  at^t's  long-distance 
rates  to  assure  a  specified  re- 
turn on  assets.  AT&T  must  re- 
turn to  customers  any  excess 
profits.  The  new  plan  will  al- 
low \T.vT  to  retain  most  of  the 
increased  profit  from  any  op- 
erating efficiencies  as  long  as 
its  rates  don't  exceed  a  price 
ceiling    or    produce    excessive 

profits 
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Now  our  card  can  be  your  card.  Because  only  the  MCI  Card  can  be  customized  with  your  compart 
logo  and  design.  And  comes  with  an  exclusive  management  package  that  helps  you  track  card  usa£ 
AS  while  saving  your  company  up  to  25%  vs.  AT&T.  Let  us  show  you".  1-800-888-0800 
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ON  TRADE,  THE  U.S.  SOUNDS  THE  CHARGE 
AND  COMES  OUT  FIRING  BLANKS 


After  a  long  battle  to  prod  the  White  House  into  toucher 
action  on  trade,  Congress  at  last  claimed  victory  with 
the  1988  Trade  Act.  Now,  the  victory  is  beginning  to 
look  a  little  hollow.  In  the  first  test  of  the  law's  ability  to  open 
new  markets  for  American  goods,  it  is  proving  to  be  a  far 
from  fearsome  weapon  for  the  telecommunications  industry. 
One  reason:  U.  S.  companies  can't  agree  on  which  countries  to 
target. 

The  first  substantive  action  under  the  new  law  is  likely  to 
'Come  in  late  February.  Carla  A.  Hills,  the  U.  S.  Trade  Repre- 
sentative-designate, is  expected  to  announce  that 
Washington  will  go  after  South  Korea  and  the 
European  Community — passing  over  such  obvi- 
ous choices  as  Japan  and  Canada. 

Such  an  approach  would  be  a  cautious  one. 
South  Korea,  one  of  the  markets  most  tightly 
closed  to  U.  S.  telecommunications  companies,  is 
unlikely  to  retaliate  against  any  sanctions.  And 
naming  the  entire  12-nation  EC  allows  the  U.  S.  to 
avoid  offending  individual  member  countries, 
such  as  France  and  Germany.  Says  one  lobbyist: 
"Certainly  France  should  be  on  the  list,  and  if 
Japan  and  Germany  are  not  named,  you  know 
[the  i  STR]  wimped  out." 

inconclusive  aovice.  It  wasn't  supposed  to  be 
this  difficult.  The  law  requires  the  USTR  to  choose  "priority" 
targets  for  market-opening  negotiations  on  the  basis  of  mar- 
ket size  and  resistance  to  U.  S.  products.  Then,  if  three  years 
of  negotiations  fail  to  produce  progress,  sanctions  would  be 
imposed. 

Telecommunications  should  have  provided  a  field  day  for 
trade  hawks.  Most  foreign  telephone  systems  are  state-owned 
and  buy  such  equipment  as  central-office  switches  and  private- 
branch  exchanges  locally.  By  contrast,  the  $20  billion  U.  S. 
market,  the  world's  largest,  has  been  open  to  all  comers  since 
the  1984  breakup  of  the  Bell  system  monopoly. 

But  when  the  government  asked  the  U.  S.  industry  for  guid- 
ance, it  found  opinion  divided.  The  government's  official  advi- 


sory panel  is  dominated  by  telecommunications  producers  ea- 
ger to  get  tough  and  open  up  new  markets.  Led  by  American 
Telephone  &  Telegraph  Co.  and  Motorola  Inc.,  the  panel  fin- 
gered West  Germany,  Japan,  Canada,  France,  and  South  Ko- 
rea for  trade  talks.  A  second  group  of  countries  on  a  "watch" 
list  included  Brazil,  Italy,  the  Netherlands,  Finland,  Britain, 
Spain,  Sweden,  Taiwan,  and  Italy.  All  have  barriers  against 
U.  S.  products.  But  even  panel  participants  concede  that  the 
U.  S.  has  little  leverage.  By  opening  the  IT.  S.  to  imports,  says 
one  trade  association  official,  "we've  already  given  up  the 
largest  market  in  the  world.  So  what  do  we  have 
left  to  negotiate  with?" 

even  thornier  issues.  Complicating  things,  a 
dovish  U.  S.  Chamber  of  Commerce  telecommuni- 
cations task  force  suggested  hitting  only  South 
Korea  and  France.  A  tougher  stance  worries  the 
Chamber  task  force  since  it  is  dominated  by 
American  units  of  foreign  companies  and  by  tele- 
communications-equipment buyers,  such  as  the 
Baby  Bells.  Their  imports  could  be  cut  off  in  a 
trade  war. 

Trade  officials  say  the  compromise  on  telecom- 
munications shouldn't  be  interpreted  as  softness. 
True,  because  the  decision  "is  the  first  thing  out 
of  the  box,  it  does  carry  extra  weight,"  says  a 
USTR  staffer.  But  the  office  has  other  options.  If  the  Japanese 
don't  live  up  to  previous  agreements  on  telecommunications 
equipment  purchases,  the  U.  S.  could  still  invoke  sanctions. 
And  the  U.  S.-Canadian  free-trade  agreement  provides  for  re- 
ductions in  tariffs  on  U.  S.  telecommunications  equipment  and 
services.  Refusal  by  the  Canadians  to  live  up  to  the  agreement 
could  also  bring  sanctions. 

Still,  upcoming  deadlines  under  the  1988  law  require  the 
USTR  to  wade  into  even  thornier  issues,  such  as  patent  and 
trademark  protection.  The  tortuous  telecommunications  case 
indicates  that  the  new  trade  law  is  no  guarantee  last  year's 
tough  trade  rhetoric  will  become  this  year's  strong  action. 

By  Paul  Mag' 


CAPITAL  WRAPUP  I 


THE  THRIFT  CRISIS 


The  Administration's  first  stab  at 
finding  a  way  to  pay  for  a  bailout 
•  if  the  savings-and-loan  insurance  fund 
is  getting  a  frosty  reception  from  Con- 
gress and  from  the  industry.  Worse, 
the  plan  to  help  raise  the  money  need- 
eel  to  shut  down  insolvent  thrifts 
through  a  special  levy  on  deposits 
could  undermine  Hush's  no -ta\  pledge. 

Treasury  Secretary  Nicholas  V.  Bra- 
dy   is   considering   a    plan    to   assess    a 
pedal  charge  of  up  to  it :',      mi    ill  fed- 
erally    insured    deposits.    That     would 

amount  to  a  L501  increase  m  the  insur- 
ance premiums  paid  by  S&L8  and  an 
even  Stiffer  increase  in  hank   fees.  The 


proceeds  would  pay  the  interest  on  the 
$20  billion  to  $30  billion  a  year  the  gov- 
ernment needs  for  the  S&L  cleanup.  Ad- 
ministration officials  say  the  fee  is  just 
one  of  many  ideas  being  considered, 
and  they  moved  quickly  to  blunt 
charges  that  it  amounts  to  a  new  tax. 
White  House  Chief  of  Staff  John  Su- 
nunu  says  it  passes  the  "duck  test" — a 
reference  to  Budget  Director  Richard 
1 .  1  larman's  assertion  that  the  Admin- 
istration considers  a  tax  to  he  anything 
that  walks  like  a  tax  and  quacks  like  a 
tax.  "This  is  a  way  to  raise  premiums," 
says  White  House  aide  Richard  C. 
Breeden,  "You  don't  gel  homeowner's 
insurance  for  free,  and  you  don't  have 
to  get  deposit  insurance  for  \'vv^." 


TERRORISM 


Representative  Sam  Gibbons  (D- 
Fla.)  has  a  new  idea  to  stop  air- 
borne terrorist  acts — at  least  on  flights 
to  the  U.  S.  Gibbons  wants  to  dispatch 
U.  S.  Customs  agents  to  airports 
around  the  world,  where  they  would 
inspect  bags  before  they  are  loaded 
onto  aircraft.  Such  pre-clearance  is  cur- 
rently the  practice  on  flights  from  Can- 
ada and  the  Bahamas,  although  its  pur- 
pose is  to  allow  direct  flight.-  to 
airports  that  lack  customs  facilities. 
Extending  the  system  worldwide 
would  he  expensive  and  would  require 
negotiations  with  the  countries  where 
U.  S.  agents  would  be  posted. 
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If  you  thought  Hewlett-Packard  only 
made  superior  but  expensive  systems, 
maybe  you  should  think  again. 

Just  take  a  look  at  original  purchase 
prices  and  support  costs  over  five 
years.  You'll  see  that  HP  computers 
can  cost  up  to  28%  less  than  compar- 
able IBM,  DEC  and  Sun  systems. 


Savings  made  possible  thanks  to  HP's 
RISC-based  Precision  Architecture. 
And  the  reliability  features  we  design 
into  all  our  products  to  keep  your 
service  costs  low  and  your  systems 
uptime  high. 

With  Precision  Architecture,  we've 
both  simplified  and  speeded  up  the 
computer.  We  use  fewer  instructions, 


fewer  parts.  s<>  you  net  more  power  in 
a  smaller  tx>x  for  less  money.  You  can 
even  upgrade  most  systems  just  by 
exchanging  a  few  boards. 

And  we  build  our  computer  systems 
around  industry  standards  to  give 
you  true  multi-vendor  connectivity 

Another  considerable  cost  saving. 

We  also  hack  them  with  the  respon 

sive  support  ;md  service  that  has  given 

111'  the  best  overall  record  in  Datapro 

surveys*  over  the  pasl  five  years. 


All  of  which  gives  Hewlett-Packard 
computers  a  significant  edge  over 
our  competitors.  Just  as  they  can  give 
your  company  the  edge  over  yours. 

For  more  hard  facts  alxnit  HP's 
approach  to  computing,  call  1-800- 
752-0900,  Ext  603J.  The  call  is  free 
The  savings  could  be  substantial. 


,  HEWLETT 
HM  PACKARD 


Notr:  TIk'  cost  of  ownership  figuiv*  refits  t  ilie  initial 
purvhase  price  and  5-year  hardware  and  -oft  »  are 
Nippon  costs  tor  servers  configured  with  operating 
systems,  memory,  mass  storage  and  terminal  connei 
tions.  Prices  as  of  October  1  1988 
■itLstii  on  averaging  so  categories  Uaintenant  e 
Effectiveness,  Maintenance  Resporarveneas, 
Troubleshooting,  Dot  umentation,  Education  and 
Software  Support 
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nternational  Business 


EUROPE  I 


WRITING  THE  NEW  RULES 
FOR  EUROPE'S  MERGER  GAME 


The  EC  is  cutting  some  of  the  obstacles  that  hamper  cross-border  mergers  and  acquisitions 


F 


lor  years  executives  at  many  major 
European  companies  looked  upon 
the  European  Community  in  Brus- 
sels with  scorn.  The  "Eurocrats"  talked 
plenty  but  seemed  to  do  little.  Then 
came  plans  for  European  integration  in 
1992,  and  with  it  a  growing  wave  of 
mergers — more  than  $70  billion  worth 
last  year.  But  to  the  companies'  sur- 
prise, the  EC  suddenly  began  delaying 
and  even  blocking  big  takeovers. 

Now,  after  two  years  of  debate,  the  12 
member  countries  of  the  Common  Mar- 
ket are  close  to  approving  rules  that 
may  finally  set  a  truly  European  merger 
policy.  The  standards  will  have  an  im- 
pact not  just  on  giants  such  as  Britain's 
General  Electric  Co.  (GEC)  and  West  Ger- 
many's Siemens — whose  joint  bid  for 
Plessey  PLC  is  now  being  scrutinized  by 
the  EC — but  also  on  American  and  Japa- 
nese companies  as  they  boost  their  Euro- 
pean holdings. 

The  new  policy  will  give  the  EC's  Com- 
petition Directorate  a  mandate  to  con- 
centrate on  larger  cross-border  mergers, 
leaving  smaller  deals  to  the  national 
governments.  In  theory,  the  rules  should 
make  it  much  easier  for  Europe's  major 
companies  to  know  whether  a  deal  will 
get  approved  and  to  avoid  the  increasing 
squabbles  they're  having  with  national 


governments.  "The  good  news  is  that 
Brussels  won't  support  national  champi- 
ons," says  Stanley  Crossick,  managing 
partner  at  C&L  Belmont,  a  law  firm  in 
Brussels. 

tension  city.  But  companies  and  the  EC 
still  have  a  long  way  to  go  in  figuring 
out  how  merger  standards  should  be  ap- 
plied. The  biggest  concern  is  over  how 
the  EC  will  define  market  share.  Will 
Brussels  lawyers,  for  example,  allow 
major  European  companies  in  the  same 
industries  to  merge  so  that  they  can  be 
of  world-class  size  to  compete  against 
the  U.  S.  and  Japan?  Or  will  they  strive 
to  maintain  competition  within  the  Euro- 
pean market  itself?  The  EC  says  it  won't 
set  market  share  quotas,  but  major  na- 
tions generally  believe  that  no  company 
should  have  more  than  257'  of  the  mar- 
ket. "There's  unresolved  tension  about 
the  general  philosophy  the  commission 


In  theory,  the  rules  should 

make  it  easier  for  Europe's 

major  companies  to  know 

whether  a  deal  will  fly 


will  take  in  examining  mergere,"  says 
Roger  J.  Liddle,  managing  director  of  a 
London-based  consulting  firm. 

If  the  EC  leans  toward  trying  to  pre- 
serve competition  inside  Europe,  it  may 
well  be  to  the  advantage  of  U.  S.  or  Jap- 
anese multinationals.  For  example, 
America's  General  Electric  Co.  and  Brit- 
ain's GEC  are  betting  that  the  EC  will 
approve  their  new  joint  venture  in  appli- 
ances. But  the  EC  might  look  more  care- 
fully if  GEC  and  the  leading  appliance 
maker  in  Europe,  Sweden's  Electrolux, 
were  to  team  up  for  a  similar  venture, 
because  the  resulting  juggernaut  might 
overpower  smaller  European  rivals. 
Says  Liddle:  "American  companies  have 
a  strong  interest  in  seeing  that  the  EC 
adopts  a  pro-competition  approach." 

So  far  the  Competition  Directorate 
hasn't  clarified  its  position.  But  the  EC's 
new  Competition  Commissioner,  Leon 
Brittan,  seems  reluctant  to  encourage 
European  corporate  giants  to  merge. 
"Any  attempt  to  decrease  competition  in 
order  to  increase  strength  with  the  out- 
side world  is  something  one  should  look 
at  with  great  suspicion,"  he  says. 

A  former  British  Cabinet  minister, 
Brittan  moved  quickly  after  his  appoint- 
ment in  January  to  assert  his  power  to 
review  the  multibillion-dollar  bid  bv  Sie- 
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'ens  ami  '.i  *   for  Plessey,  a  British  de 
I  tisc  and  irli  communications  company. 

e    now    is    pushing    hard    to    win    I'mal 
iproval  for  the  ei   merger  regulations 
ithin  the  nexl  six  months. 
;  In  the  latest  draft  of  the  merger  pro- 

>sal,  the  Competition   Directorate   will 
ave  up  to  four  months  to  review  cross- 
order  mergers  when  the  newly  created 
Nnpany's  sales  exceed  $1  billion  a  year, 
hat  could  add  up  to  120  cases  a  year. 
(ational  agencies  such  as  West  Germa- 
v's   federal  Cartel  Office  will   remain 
esponsible    for    smaller    takeovers    or 
lergers  in  which  75$  of  the  sales  re- 
lain  wholly  within  one  country.  There  is 
till  some  debate  over  details:  Just  a 
tonth  ago  West  German  officials  pro- 
osed  that  the  EC  keep  its  hands  off 
'uropean   mergers   unless   they  create 
ompanies  whose  sales  Exceeded  $11  bil- 
on.  A  compromise,  at  around  $2  billion, 
5  possible  before  the  final  law  is  passed. 
ew  can-do.  Despite   Brittan's   recent 
varning,   some  companies   are   betting 
hat  the  EC  will  adopt  a  lenient  approach 
'or  the  biggest  deals.  The  Competition 
)irectorate,  for  example,  has  in  effect 
d  off  on  an  agreed  merger  between 
2arnaud,  a  45%-owned  unit  of  France's 
GIP  group,  and  the  packaging  interests 
>f  Britain's  MB  Group  PLC.  The  merger 
vould  create  a  $3.5  billion  company  that 
vould  dominate  many  areas  of  Europe- 
in  packaging  and  command  close  to  38^ 
)f  the  European  market  for  food  cans. 
Says  an  MB  executive:  "We  believe  it's 
essential  to  build  a  solid  European  base. 
That's  the  best  platform  on  which  to 
ouild  a  global  company  and  to  challenge 
global    competition."    The    company    is 
hoping  to  receive  final  approval  for  its 
merger  any  day. 

Even  as  the 'EC  finishes  its  merger 
rules,  it's  already  moving  into  other  ar- 
eas of  takeover  and  competition  law.  It 
may  eventually  consolidate  all  of  its  anti- 
trust and  takeover  regulations  in  one 
department.  It  also  is  trying  to  set  rules 
for  shareholders  in  takeovers.  For  exam- 
ple, the  EC  may  set  a  U.  S.-style  mini- 
mum disclosure  level  for  raiders  accu- 
mulating shares.  And  to  prevent  in- 
equitable partial  tender  offers,  it  may 
require  bidders  for  one-third  of  a  compa- 
ny to  offer  to  buy  all  of  its  shares. 

After  decades  of  looking  askance  at 
each  other,  Europe's  business  leaders 
and  its  bureaucrats  are  likely  to  take 
some  time  before  they  begin  to  see  eye 
to  eye  Hut  most  executives  believe  that 
a  single  office  for  antitrust  policy  will 
tuallv  make  it  easier  to  do  the  cross- 
border  deals  that  will  inevitably  come 
with  a  more  common  market.  Then 
again,  feu  believe  that  they  have  anj 
choice. 

By  Jonathan  Kapstsin  in  Brussels,  with 

Mark     Maremoni     in     London,     Frank    J. 

Cornea  in  Pans,  ami  Gail  Seharea  in  Bonn 


Commentary /by  Blanca  Riemer  and  John  Templeman 

EUROPE'S  PRESS  ISN'T  TAKING 
NO  COMMENT'  FOR  AN  ANSWER  ANYMORE 
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U  nnhu  4'AmtTKWi  Cam  par  Pcrtnacy 

In  rapport  Mir  Its  delits d'inities 
a  ete  remis  a  M.  Mitterrand 

W  Mai  aural  acquit  50  000  atttoni 


Irance's  powerful  newsweekly, 
\L'Express,  started  it.  On  Jan.  6 
the  magazine  disclosed  that  two 
businessmen  close  to  President  Fran- 
gois  Mitterrand  were  being  investigat- 
ed for  buying  stock  in  the  U.  S.  compa- 
ny Triangle  Industries  Inc.  just  weeks 
before  a  French  government  bid  sent 
Triangle's  shares  soaring.  Then 
France's  premier  daily, 
Le  Monde,  weighed  in. 
Now  the  French  are 
questioning  the  advice 
they  got  from  their 
American  investment 
banker,  Wasserstein, 
Perella  &  Co.  and  ask- 
ing who  approved  pay- 
ing the  owners  of  Trian- 
gle, Nelson  Peltz  and 
Peter  W.  May,  a  hefty 
$1.2  billion. 

Meanwhile,  across 
the  Rhine,  Germany's 
two  leading  newsmaga- 
zines, Stern  and  Der 
Spiegel,  were  asserting 
that  Chancellor  Helmut 
Kohl  knew — despite  de- 
nials— that  a  German  company  was 
widely  suspected  of  helping  Libya  set 
up  a  chemical  weapons  plant.  While  the 
Germans  accused  Kohl  of  a  coverup, 
the  French  were  uncovering  that  coun- 
try's largest  financial  scandal. 

Encouraged  by  the  aggressive  news- 
magazines, Europe's  usually  cautious 
mainstream  press  is  now  also  raking 
muck.  In  part,  it's  a  reflection  of  what 
is  happening  in  the  financial  markets. 
When  Pechiney,  an  aluminum  company 
controlled  by  the  French  government, 
bid  up  the  shares  of  New  Jersey  can- 
maker  Triangle  from  $10  to  $56  and  set 
off  an  insider  trading  alarm  at  the  Se- 
curities &  Exchange  Commission,  even 
the  cynical  French  got  indignant. 
scoop.  Part  of  the  change  is  also  relat- 
ed to  Europe's  new  self-confidence.  As 
the  Continent  moves  toward  a  single 
market,  its  writers  and  broadcasters 
are  striving  for  greater  freedom  and 
credibility.  "The  press  is  acting  more 
and  more  like  the  American  media," 
says  Elie  Vannier,  a  former  French 
government  news  director.  When  The 
New  York  Times  broke  the  story 
about  West  Germany's  chemical  weap- 
ons exports,  the  German  press  wasn't 
about  to  get  scooped  again. 


£t  Wenh 


DIGGING  DEEP  INTO  GERMAN 
AND  FRENCH  SCANDALS 


In  both  France  and  Germany,  the 
press  was  goaded  by  governments' 
stonewalling  at  the  onset  of  the  scan- 
dals. French  officials  immediately  cried 
political  plot  when  the  opposition  week- 
ly L'Express  broke  the  news. 

But  that  didn't  fly,  and  Le  Monde 
got  into  the  act.  On  Jan.  21  the  news- 
paper wrote  that  President  Mitterrand 
had  received  a  report  in- 
dicating that  Roger-Pa- 
trice Pelat,  a  friend  so 
close  to  Mitterrand  that 
he's  known  as  the  Vice- 
President,  was  suspect- 
ed of  having  bought  not 
10,000  shares  of  Trian- 
gle, as  he  had  originally 
said,  but  a  total  of 
50,000,  much  of  it  hid- 
den by  Swiss  bank  cov- 
ers. When  the  govern- 
ment denied  the  report, 
Le  Monde  named  Mit- 
terrand's own  Interior 
Ministry  as  the  source. 
In  Germany,  too, 
journalists  got  fed  up 
with  efforts  by  Bonn  of- 
ficials to  present  the  Libyan  affair  as 
an  antijGerman  campaign  orchestrated 
in  Washington.  Stern  threw  a  report- 
ing team  on  the  scandal — it  even  had 
an  investigative  specialist  working 
from  his  hospital  bed.  As  soon  as 
Stern  started  digging,  the  German 
press  revealed  names  of  several  sus- 
pected suppliers  of  the  Libyan  plant. 
watchdog.  The  U.  S.  is  also  playing  a 
key  role  in  illuminating  the  scandals. 
In  France,  the  SEC  is  praised  as  an 
incorruptible  body,  and  French  com- 
mentators are  convinced  that  unless 
the  government  discloses  information, 
the  SEC  will.  When  Alain  Boublil,  the 
Finance  Minister's  chief  of  staff,  re- 
signed to  defend  himself,  the  SEC  was 
seen  as  the  catalyst. 

No  one  is  declaring  that  the  Europe- 
an press  is  ready  to  take  on  a  watch- 
dog role  and  become  a  fourth  estate. 
Italy's  major  dailies,  for  example,  are 
controlled  by  industrialists  Giovanni 
Agnelli  and  Carlo  De  Benedetti.  And  in 
most  countries,  leaders  invoking  na- 
tional interest  can  still  escape  attack. 
But  the  Libya  and  Pechiney  scandals 
show  there's  a  new  factor  in  Europe — 
a  growing  adversarial  press  that  will 
follow  a  scandal  right  to  the  top. 


•iNESS 
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JAPAN  I 


FORMING  A  FAST  FRIENDSHIP— 
BEFORE  IT'S  TOO  LATE 


Bush  and  Takeshita  have  to  work  quickly  to  defuse  trade  tension 


w 


hen  President  Bush  and  Prime 
Minister  Noboru  Takeshita 
get  together  in  Washington 
on  Feb.  2,  they  will  probably  go  to  great 
lengths  to  kindle  the  same  warm  rapport 
enjoyed  by  their  predecessors,  Ronald 
Reagan  and  Yasuhiro  Nakasone.  Take- 
shita may  even  present  some  substan- 
tive proposals  during  a  visit  billed  as  a 
formality.  Says  one  U.  S.  official:  "I'm 
not  certain  how  ceremonial  this  will  be. 
The  Japanese  government  is  interested 
in  coming  up  with  new  ideas  to  float 
with  the  new  Administration  on  how  to 
manage  the  relationship." 

Sources  in  Washington  and  Tokyo  say 
Takeshita  may  suggest  establishing  a 
comprehensive  framework  to  handle  bi- 
lateral trade  disputes,  perhaps  modeled 
on  a  new  panel  established  by  the  U.  S. 
and  Canada.  He  may  also  prod  Bush  to 
spell  out  his  ideas  for  a 
new  Third  World  debt 
strategy.  But  although 
he  and  Bush  are  out  to 
build  goodwill,  friction 
between  Tokyo  and 
Washington  over  trade, 
economics,  and  defense 
shows  every  sign  of  in- 
creasing. The  next  big 
flare-up  could  come  in 
April,  when  the  U.  S. 
Trade  Representative  is 
expected  to  charge  that 
Tokyo's  procurement 
agencies  have  a  "buy 
Japanese"  bias  that 
freezes  out  American 
exporters." 

The  Japanese  have 
won  a  respite  from  con- 
gressional saber-rat- 
tling lately  by  paring 
their  trade  surplus  with 
the  U.  S.  by  nearly  9% 
last  year,  to  $47.5  bil- 
lion. With  the  surplus 
beginning  to  expand 
again  in  November  and 
December,  however, 
American  worries  are 
resurfacing.  Moreover, 
Japan  has  made  little 
headway  in  ^educing  its 
global  trade  surplus, 
down  only  3%  from 
1987,    to    $77.4    billion. 


Now,  with  exports  on  an  upswing. again, 
Japan's  surplus  could  hit  $100  billion  this 
year.  Takeshita  may  even  encourage 
Bush  to  help  such  exporters  as  NEC 
Corp.  and  Makita  Electric  Works  Ltd.  by 
lifting  $165  million  in  annual  sanctions 
on  Japanese  personal  computers  and 
power  tools. 

Bush,  in  turn,  will  ask  Takeshita  to 
boost  imports  by  nudging  up  economic 
growth  or  by  liberalizing  Japan's  distri- 
bution system.  He  will  press  Takeshita 
to  pick  up  a  bigger  share  of  Western 
defense  costs  and  to  make  good  on  a 
1987  agreement  to  buy  more  American 
supercomputers  for  the  government. 
And  with  congressional  resentment 
building  as  Japanese  takeovers  in  the 
U.  S.  accelerate,  Bush  may  seek  ways  to 
boost  American  investment  in  Japan. 

The  Export-Import  Bank  of  Japan  al- 


THE  ISSUES  BUSH  AND  TAKESHITA  WILL  FACE 


WHAT  THE  U.S.  WANTS 

ECONOMY  New  efforts  to  boost 
Japan's  domestic  spending  and 
imports,  especially  of  supercom- 
puters 

TRADE  Further  liberalization  of 
product  distribution  and  finance. 
Ease  way  for  investment  by  U.S. 
companies  in  Japan 
FOREIGN  POLICY  More  contribu- 
tions for  Western  defense.  Boost 
aid  to  poor  countries,  in  line  with 
U.S.  strategic  goals 


WHAT  JAPAN  WANTS 

IY  Cuts  in  the  U.S.  bud- 
get deficit  to  slow  import  demand 
TRADE  Lifting  of  100%  tariffs  on 
some  computers  and  power 
tools.  Easier  approval  of  U.S.  pat- 
ent applications 

FOREIGN  POIICY  Bush  to  explain 
plans  to  manage  Third  World 
debt.  Give  Japan  more  say  in 
Western  security  in  exchange  for 
higher  spending  on  defense  and 
foreign  aid 


ready  is  considering  making  cheap  lo; 
to  foreign  companies  that  want  to  set 
shop  in  Japan — a  point  Takeshita  m 
bring  up.   But  he  isn't  likely  to  o: 
much  more.  Many  Japanese  leaders  s 
they  already  have  done  what  they  can 
right  global  trade  imbalances.  "We  ca 
control  the  growth  of  exports,"  says 
toji  Yabunaka,  a  senior  Foreign  Minist: 
official.  Adds  Sony  Corp.  Chairman  Al 
Morita:  "How  can  the  U.  S.  expect 
reduce  its  imports  if  it  doesn't  manuf, 
ture  the  products  it  needs?" 

Takeshita  will  try  to  head  off  U.I 
complaints  by  noting  that  his  budget  f(| 
the  fiscal  year  starting  Apr.  1  will  i] 
elude  a  5.9%  hike  in  defense  outlays.  rl 
will  also  highlight  a  planned  7.8%  ■,  ij 
crease  in  foreign  aid  as  he  promises  via 
orous  efforts  to  help  manage  the  devel 
oping  world's  debt  burden.  And  he  wd 
point  to  last  year's  33%  jump  in  import] 
from  the  U.  S.  and  Japan's  decision  j 
renew  voluntary  auto-export  curbs  fq 
the  ninth  year.  But  such  actions  will  fa 
short  of  what  Washington  seeks. 
bigger  role.  With  Japan's  economy  ex 
pected  to  grow  4%  this  year  and  infls 
tion  worries  on  the  rise,  Takeshita  wi' 
resist  any  calls  for  further  stimulus.  Bu 
his  popularity  is  at  an  all-time  low  afte 
he   rammed  through  ; 
3%  consumption  tax  ir 
December,   and  Take 
shita  may  find  himsel: 
politically  too  weak  t( 
take  on  any  »new  eco 
nomic  program.  So  far 
three  Cabinet  member: 
of  his  governing  Liberal 
Democratic  Party  (LDP) 
have  quit  because  of  an 
expanding    stock    scan 
dal.    And    hardline   bu 
reaucrats    and    party 
apparatchiks    are    com- 
plaining   more    vocifer- 
ously than  ever  that 
Washington  is  denying 
Japan    a    political    role 
commensurate  with  its 
economic  clout. 

Bush  and  Takeshita 
will  meet  again  on  Feb. 
24,  when  the  President 
will  jet  to  Tokyo  for 
the  funeral  of  the  late 
Emperor  Hirohito.  By 
then,  they  might  be 
on  "George-Noboru" 
terms.  Whether  the 
spirit  of  bonhomie  ex- 
tends further  down  the 
line  is  another  matter. 

By  Larry  Armstrong 
and  Amy  Borrus  in  To- 
kyo, with  Bill  Javetski  in 
Washington 
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WARSAW  IS  SUDDENLY  BANKING 
)N  SOLIDARITY 


0 


n  the  Streets  of  Warsaw  they  compare  it  with  195(5, 
when  Communist  leader  Wladyslaw  Gomulka  sharply 
broke  with  Stalinism  and  for  a  few  years  edged  Poland 

pward  democracy.  But  the  Jan.  18  decision  by  the  Communist 

'arty's  Central  Committee  to  start  talks  on  legalizing  Solidari- 

y,  the  independent  trade  union,  could  be  a  bigger  and  more 

nduring  step  toward  creating  a  pluralistic  political  system  in 

Eastern  Europe. 
Negotiations   on   how   much   freedom 

solidarity  will  have  are  expected  to  be 

ong  and  tough,  however.  The  union  was 

>anned  seven  years  ago  when  the  Polish 

government  declared  martial  law.  Now 

he  government  wants  to  use  Solidarity 

o  win  support  for  wage  cuts  and  other 

uisterity  measures  that  will  be  needed 

a  restructure  Poland's  ailing  economy. 

iy  taking  a  major  step  toward  democra- 
cy, the  government  is  also  betting  that 

Western  leaders  will  support  the  Poles 


a 


THE  UNION  COULD  HELP  SELL  AUSTERITY 


.vith  new  credits  and  World  Bank  loans.  West  Germany,  for 
example,  has  a  $1.1  billion  line  of  credit  on  the  table,  even 
:hough  U.  S.  Secretary  of  State  James  A.  Baker  III  is  cool  to 
m\  new  credits. 

cautious  independents.  Yet  the  biggest  change  to  come  from 
the  union's  legalization  could  be  a  burst  of  opposition  activity 
at  home.  Unofficial  political  groups,  from  the  Independent 
Students'  Union  to  the  long-outlawed  Christian  Labor  Party, 
are  demanding  that  they  be  legalized.  Some  political  clubs 
want  to  nominate  candidates  for  a  parliamentary  election  in 
late  1989,  and  Solidarity  itself  is  likely  to  press  for  legalization 
of  more  political  groups  and  for  its  own  right  to  organize  in 
factories.  "The ,  recognition  of  Solidarity  is  symbolic,"  says 
Sarah  Terry,  an  East  bloc  specialist  at  Tufts  University.  "The 
party  is  recognizing  that  it  must  give  the  people  an  authentic 
voice  in  the  basic  decisions  of  society.  But  that  voice  will  come 
from  different  directions." 
If  the  talks  succeed,  they  will   make  the  Poles  and  the 


Hungarians  leaders  for  political  change  in  Eastern  Europe. 
Poland  already  has  a  powerful  Catholic  church  that  the  Com- 
munist regime  has  learned  to  live  with,  and  it  has  developed  a 
strong  private  business  sector.  Hungary  recognizes  indepen- 
dent unions  and  recently  passed  a  law  that  will  eventually 
allow  opposition  groups  to  form  new  political  parties.  But  in 
Hungary,  the  Communist  Party  faces  relatively  cautious 
unions  and  fledgling  political  groups.  Po- 
land's Solidarity,  by  contrast,  is  far  more 
combative  and  enjoys  broad  popular  sup- 
port. In  both  countries,  the  moves  to- 
ward pluralism  are  benefiting  from  Sovi- 
et leader  Mikhail  S.  Gorbachev's  decision 
to  allow  East  European  nations  to 
choose  their  own  paths  for  economic  and 
political  change.  "The  Soviet  reform  pro- 
cess is  a  precondition  for  anything  hap- 
pening in  East  Europe,"  says  Peter  Dan- 
ylow,  a  specialist  at  the  German  Foreign 
Policy  Society  in  Bonn. 


Solidarity  leader  Lech  Walesa  and  Poland's  Wojciech  Jaru- 
zelski  have  also  grown  more  pragmatic.  Jaruzelski  wants  the 
union's  help  with  reforms  so  much  that  he  told  party  hard- 
liners he  and  top  ministers  would  resign  if  he  did  not  get  the 
approval  to  have  talks.  Walesa's  decision  to  compromise  also 
brought  criticism  from  union  radicals  who  favor  strikes  over 
talks.  Because  there  are  hardliners  on  both  sides  of  the  negoti- 
ations, the  bargaining  is  going  to  be  difficult.  The  government 
wants  Solidarity  to  accept  the  ruling  authority  of  the  Commu- 
nist Party  and  a  two-year  ban  on  labor  walkouts.  But  Solidari- 
ty is  likely  to  insist  on  keeping  its  independence  as  well  as  the 
right  to  strike. 

Even  so,  the  government  and  the  union  are  closer  to  work- 
ing together  than  they  have  been  in  eight  years.  With  inflation 
close  to  90%  and  foreign  debt  at  $39  billion,  the  Poles  don't 
have  much  choice. 

By  Rose  Brady  in  New  York,  with  Sylwester  Kruppa  in  Warsaw. 
Gail  Sella  res  in  Bonn,  and  Bill  Javetski  in  Washington 


GLOBAL  WRAPUP I 


JORDAN 


King  Hussein  is  cracking  down  on 
Palestinian  radicals  in  Jordan, 
fearful  that  they  will  try  to  overthrow 
him  by  spreading  the  intifada,  or  up- 
rising, from  the  West  Bank  to  his  king- 
dom. He  has  arrested  up  to  7,()(K)  activ- 
ists, observers  say,  and  interned  them 
in  desert  camps  near  the  Saudi  border. 
Most  are  believed  tO  be  supporters  of 

the  Popular  Front  for  the  Liberation  of 

Palestine,  a  Marxist   faction  of  the  Pal- 
estine Liberation  Organization,  and  the 

Democratic  Front   for  the  Liberation  of 

Palestine,  a  I'll. i'  offshoot    Although 

Palestinians    make    up    nearly    half   of 
Jordan's   population  and  control   much 


of  its  economy,  most  arrests  have  been 
in  crowded  refugee  camps  where  radi- 
cal groups  are  strongest.  George  Ha- 
bash,  the  PFLP  leader,  opposed  the 
l'l.o's  Nov.  15  decision  to  recognize  Is- 
rael. But  he  bowed  to  Soviet  pressure 
to  support  the  bid  by  Fatah,  the  I'l.o 
mainstream  led  by  Yasser  Arafat,  for 
negotiations  with  Israel. 

MEXICO 

•  y  forcing  a  showdown  with  the 
^powerful  oil  workers'  union  at  the 
outset  of  his  term,  President  Carlos 
Salinas  de  (iortari  bolstered  his  bar- 
gaining position  with  creditors  just  as 
Mexico  opened  talks  on  its  $104  billion 
foreign  debt.  But  Salinas  must  cement 


a  deal  quickly  for  his  ambitious  eco- 
nomic plans  to  succeed.  Finance  Minis- 
ter Pedro  Aspe  wants  Western  com- 
mercial banks  and  aid  institutions  to 
provide  $7  billion  in  new  loans  to  close 
a  widening  trade  gap.  But  bankers  say 
the  Mexicans  have  underestimated  this 
year's  oil  export  revenues  and  may  be 
able  to  get  by  on  $4.5  billion,  much  of 
it  from  the  World  Bank  and  the  Inter- 
national Monetary  Fund.  Mexico  con- 
servatively forecasts  receipts  of  only 
$10  a  barrel  for  petroleum  exports  this 
year.  But  with  Mexican  crude  now  sell- 
ing for  $15,  the  country's  oil  revenues 
could  be  $3  billion  above  expectati 
sharply  reducing  the  amount  it  needs 
to  borrow. 


BUSINESS  v.  51 


ociai  issues 


IMMIGRATION  I 


THE  BATTERING  RAM 
AT  THE  GOLDEN  DOOR 


Central  American  refugees  are  overwhelming  the  U.S.  immigration  system 


I 

whether  that  has  done  much  to  reduc 
new  arrivals  from  Central  America  is 
matter  of  controversy.  Repression  in  thi 
region  is  escalating.  Many  simply  tun 
to  the  refugee  laws  instead.  Indeed,  af 
ter  the  1986  law  was  passed,  application: 
for  political  asylum  by  Salvadorans  ros( 
tenfold.  One  reason:  Asylum  applicatior 
brings  a  work  permit,  valid  as  long  as 
the  case  is  tied  up,  and  appeals  can  las 
years.  "The  word  all  over  Central  Ameri 
ca  is  to  get  to  the  U.  S.  any  way  you 
can,"  says  U.  S.  Repre 
sentative  Dante  B.  Fas 
cell,  who  heads  the 
House  Foreign  Affairs 
Committee. 

Many  illegal  aliens,  of 
course,  are  afraid  to  ap- 
ply for  asylum,  some  be- 
lieving they  have  no  case 
Some  20,000  Haitians  in 
Miami  are  trying  their 
luck  as  illegals.  So  are  at 
least  half  a  million  Salva- 
dorans in  Texas  and  Cali- 
fornia. But  more  than 
70,000  new  asylum  cases 
are  pending  (table).  The 
foreigners  continue  to 
come  and  apply  even 
though  the  INS,  under 
Commissioner  Alan  C. 
Nelson,  eventually  turns 
down  nearly  all  of  them. 
Rickety  boats  crammed 
with  Haitians  are  inter- 
dicted on  the  high  seas. 
Those  who  get  through 
and  apply  for  asylum  are 
held  in  an  INS  prison 
camp  on  the  edge  of  the 
Florida  Everglades,  re- 
viewed, refused,  and  de- 
ported. Salvadorans,  too, 
face  almost  certain  de- 
portation at  the  end  of 
the  appeals  process, 
which  can  last  for 
years. 

Thousands  of  Nicara- 
guans  also  are  fleeing 
their  war-torn  country. 
Despite  the  U.  S.  anti- 
Sandinista  crusade,  there 


The  sound  of  gunfire,  said  Pedro 
Antonio  Garcia,  made  him  feel  as 
if  he  were  back  home  in  Managua. 
In  reality,  the  39-year-old,  his  wife, 
daughter,  and  250  other  Nicaraguans 
were  huddled  in  a  Miami  baseball  stadi- 
um set  up  as  temporary  housing.  Within 
earshot,  angry  Miamians  were  pelting 
riot  police  with  rocks  and  burning  cars 
and  buildings  in  the  city's  black  Over- 
town  section.  "It's  not  what  I  expected," 
Garcia  allowed,  "but  I  still  feel  lucky  to 
be  here." 

A  former  traveling 
salesman  and  jack-of-all 
trades  in  economically 
strapped  Nicaragua,  Gar- 
cia claims  that  he  was 
beaten  there  by  state- 
sponsored  paramilitary 
troops.  He  is  among 
growing  numbers  of  peo- 
ple all  over  the  world 
who  are  seeking  safe  har- 
bor in  the  U.  S.  as  victims 
or  likely  targets  of  politi- 
cal persecution.  Thou- 
sands of  emigres  from 
Central  America  and  the 
Caribbean  are  making 
their  way  here  first,  and 
then  seeking  political  asy- 
lum. They  are  over- 
whelming the  cities  to 
which  they  flock — no- 
where more  than  Miami, 
"la  capital  del  exilio," 
where  blacks  already 
frustrated  by  Hispanic 
political  power  now  see 
themselves  competing 
with  new  arrivals  for 
scarce  jobs,  housing,  and 
resources. 

WORK  PERMITS.  Yet  most 

of  these  newcomers  will 
be  refused  asylum — and 
their  plight  shows  up  the 
failures  and  inconsisten- 
cies of  U.  S.  immigration 
policy.  In  theory,  the 
U.  S.  opens  its  doors  to 
all  those  fleeing  state  re- 
pression, a  goal  strongly 
linked  to  American  ideal- 


ism. In  practice,  though,  quotas  are  set 
for  every  national  group,  and  rarely 
evenhandedly:  Those  fleeing  govern- 
ments the  U.  S.  opposes  are  often  more 
warmly  embraced  than  are  those  who 
suffer  at  the  hands  of  this  nation's 
friends. 

The  refugee  problem  stems  in  part 
from  attempts  to  control  illegal  immi- 
grants. The  Immigration  Reform  &  Con- 
trol Act  of  1986  placed  stiff  sanctions  on 
employers  who  hire  illegal  aliens.  But 


HUDDLED  MASSES 


Applications  for  political  asylum  by 
Hispanics  and  Haitians  now  in  the  U.S. 
Country                      Cases  pending* 

EL  SALVADOR 

25,887 

NICARAGUA 

21,792 

CUBA 

13,926 

GUATEMALA 

7,173 

HAITI 

431 

OTHER 

798 

Averaging  2.3  persons  each 
DATA:  INS  (AS  OF  NOV   1.  19! 


NICARAGUANS  IN  MIAMI'S  MADURO  STADIUM:  CHANCES  OF  STAYING  ARE  BLEAK 
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i,is  been  no  heroes'  welcome  They  re 
mill  in  immigration  limbo  while  their 
^plications  arc  processed,  Bui   Nicara 

uans,  unlike  Haitians  and  Salvadoraii  I, 
ave  made  friends  in  bie;b  places.   Nica 

ifuan  groups  have  been  challenging 
vs  and  Stale   Dept.   policies     and   their 
ibbying  may  soon  pay  off. 
The    Hush    Administration    is   believed 
i  be  aboul  to  legitimize  their  status, 

IWlting    something    called    "extended 
oluntary  departure."  This  allows  reeipi- 
-   nts    to    work,    attend    school,    and    find 
lOUsing  until  the  Administration  deems 
_  hey  can  safely  return  home. 

The  prospect  has  advocates  for  other 

•ee  groups  crying  foul.  A  bill  spon- 

ored  by  Senator  Dennis  DeConcini  (D- 

I  and   Representative  Joe  Moaklev 

I)-Mass.)  that  would  give  a  similar  tem- 

lorary  status  to  Salvadorans  already  in 

he  U.  S.  has  been  mired  in  Congress  for 

"our  years.  "Our  immigration  policy  is  a 

■etlection   of  our   foreign   policy,"   says 

Longchamp  of  the  Haitian  Refugee 

'enter  in  Washington.  "That's  not  what 

he  law  intended,  and  it's  why  we  have 

;his  mess." 

THREE  strikes.  Political  considerations 
•eriainly  shape  refugee  policy.  One  of 
Reagan's  last  Presidential  acts  was  to 
transfer  7,000  slots  marked  for  refugees 
from  Vietnam,  Thailand,  Cambodia,  and 
Laos  next  year  to  Soviet  Jewish  emi- 
gres. Contrast  that  to  the  treatment  of 
refugees  from  Haiti,  where  wholesale 
human-rights  violations  have  been  docu- 
mented by  the  Congressional  Research 
Service  and  human-rights  groups.  "Hai- 
tians have  three  strikes  against  them," 
notes  a  cynical  Longchamp.  "Their  gov- 
ernment is  friendly  to  the  I'.  S.  They  are 
poor.  And  they  are  black." 

While  diplomacy  is  on  the  side  of  the 
Nicaraguans,  they  have  further  learned 
the  art  of  political  maneuvering.  The 
Nicaragua!)  American  Bankers  Assn., 
mostly  U.  S.-educa;ed  business  leaders 
who  left  Nicaragua  after  the  1979  Sandi- 
nista  triumph,  have  taken  their  compa- 
triots' case  to  top-level  Republicans. 
Thej  backed  George  Hush's  Presidential 
bid  with  money  and  volunteers — passing 
out    livers   and    Florida  oranges  in   New 

Hampshire.  INS  Miami  district  director 

Perry  Rivkind  is  an  advocate.  In  1987  he 
arbitrarily  stopped  deporting  Nicara- 
guans--claiming  he  lacked  manpower. 

Critics  of  such  maneuvering  cite  the 
1980  Refugee  Act.  It  mandates  that  asy- 
lum rulings  be  independent  of  U.S.  ap- 
proval of  the  foreign  government  in 
question.   They   argue   that    adhering   to 

the  act  would  actually  reduce  immigra- 
tion, by  excluding  those  who,  though 

coming  from  dictatorial  states,  are  ill 
far!    economic   refuj 

Meanwhile,  an  out  of  dale  INS  infra- 
structure is  overwhelmed  by  the  sheer 
numbers  Immigration  lawyers  in  Miami 


On  September  13, 1988,  IBM  further 

advanced  its  family  of  Enterprise 

System/9370mcomputers  l>v  adding  three 

new  models,  all  wilh  significant 
price/performance  improvements. 

The  addition  of  Models  30,  50  and  80 

provides  customers  with  more  hVxihle 

solutions  for  the  needs  of  most  any  size 

husiness. 

This  was  very  enterprising  news  for 
enterprising  businesses. 


n 
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On  September  13, 1988,  Ir}M  expanded  its 

family  of  Personal  System/2' (PS/2*) 

products  with  a  new,  more  powerful 

entry-level  model,  the  Model  30  286, 

bringing  to  22  the  number  of  PS/2  models 

available.  It  is  up  to  twice  as  fast  and  offers 

up  to  25  times  more  memory  than  the 

original  Model  30. 

The  writers  of  these  ads  found  it  easier  to 

write,  edit,  revise,  store,  retrieve  and  revise 

the  ads  again  with  the  help  of  the  IBM 

PS/2  Model  30  286. 


^Copyright  IBM  Corporation  1989.  IBM,  rVreonal  System  2,  and  PS  2 
arc  registered  trademarks  ol  the  IBM  t  orporation 
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ANOTHER  GREAT  OFFER  FROM 
THE  EMPLOYEE-OWNERS*  OF  AVIS,  INC. 


Drive 


$. 


45 


a  day.  Cadillac 
Sedan  deVille. 
100  miles/day 
included.  30c7mile  there- 
after. Optional  Collision 
Damage  Waiver  $9/day  in 
Cal.,$10.95-$11.95/day 
elsewhere.  Rate  not 
available  in  Illinois  and 
metro  New  York. 


The  employee-owners  of  Avis,  Inc. 
want  you  to  experience  the  elegance 
of  a  Cadillac  Sedan  de  Ville  or  similar 
luxury-group  car  at  a  very  economical 
rate.  With  SuperValue  Rates  and  fast 
service,  were  trying 
harder  than  ever  to  give 
you  what  you  want  in  a 
rental  car. 

To  get  this  low  rate, 
here  are  some  things 
you  should  know. 
The  rate  is  available  at 
select  U.S.  corporate 
and  participating 
licensee  locations. 
It  is  nondiscountable  and  may 
change  without  notice.  These  cars 
are  subject  to  availability.  Blackout 
periods  and  additional  seasonal 
charges  may  apply.  There  is  no 
refueling  charge  if  you  return  your 
tank  full.  There's  a  $5-$10/rentaI 
charge  for  additional  drivers  (no  extra 
charge  in  Cal.).  Renters  under  25  pay 
$5-$10  extra/day  where  applicable. 
Cars  must  be  returned  to  renting 
location.  Local  taxes  and  Personal 
Accident  Insurance,  Personal  Effects 
Protection  and  Additional  Liability 
Insurance  are  extra. 

To  drive  this  elegant  bargain,  call 
Avis  at  1-800-331-1212  or  your 
travel  consultant. 


i 


AVIS 


We're  trying  harder  than  ever. 


•Employees  at  all  corporate  locations.  ©  1989  Wizard  Co.,  Inc. 


Avis  features  GM  cars.  Cadillac  Sedan  de  Ville. 


ociai  issues 


irow  up  their  hands  ai  having  to  reporl 

i  regional  offices  in  Dallas.  "What  docs 

me  in  Dallas  know  about  what's  go- 

ig  cm  here?"  asks  Miami  immigration 

ney  Michael   \    Bander    Vrthur  Hel 

in,  a  director  of  the  Lawyers  Commit- 

■e   for   Human   Rights,   wants   political 

im  cases  handled  by  a  new  office. 

It    would    separate    duties,"    he    says. 

State  could  care  for  foreign  policy,  and 

ss  could  go  back  to  law  enforcement." 

I  Itimately,  the  U.S.  must  face  the  is- 
ue  iif  just  how  many  refugees  it  can 
ake.  Warren  R.  Leiden,  executive  direc- 
OT  of  the  American  Immigration  Law- 
ers  Assn.,  says  the  U.S.  should  "look 
0  our  neighbors  to  get  them  to  shoulder 
ome  of  the  burden.  After  all,  these  peo- 
ile  are  walking  through  several  other 
ountries  to  get  here." 

For  cities  on  the  asylum  route,  the 
>urden  can  be  huge.  In  Dallas,  some 
■0,000  Salvadorans  are  straining  the  re- 
ources  of  food  banks  and  shelters.  Los 
Vngeles  is  coping  with  as  many  as  half  a 
nillion  Salvadoran  illegals.  Last  year, 
he  federal  government  provided  $347 
nillion  to  aid  64,000  official  refugees. 
housing  crunch.  Nowhere  have  the 
■unifications  been  more  dramatic  than 
n  Miami's  melting  pot,  where  tempers 
ire  boiling.  Refugees  from  Asia  and 
Sastern  Europe,  often  sponsored  by  vol- 
intary  organizations  before  they  arrive, 
ire  resettled  into  homes  and  jobs  across 
:he  U.  S.  But  most  Hispanic  and  Carib- 
>ean  Basin  refugees  head  for  south 
Florida.  In  mid-January,  hundreds  of 
Nicaraguans  cruised  into  Miami  on 
ireyhound  buses  offering  special  one- 
way fares  from  Brownsville,  Tex.  Miami 
ilready  was  trying  to  find  housing  for 
Homeless  Nicaraguans  and  clear  the 
Streets  in  time  for  the  Super  Bowl. 

Private  groups  in  Miami  are  helping 
with  emergency  housing,  but  hundreds 
■  I'  refugees  are  homeless — in  addition  to 
the  thousands  of  street  people  who  flock 
to  southern  Florida  each  winter.  Afford- 
able housing  is  in  short  supply,  new 
school  buildings  are  overenrolled  before 
they  open,  and  day-care  services  and 
hospitals  are  taxed  beyond  the  limit. 

"It's  a  totally  unfair  burden,"  says 
Consignor  Bryan  Walsh  of  the  Catholic 
brchdiocese  of  Miami,  which  is  provid- 
ing apartments  for  some  140  Nicara- 
guan  emigres.  Struggling  with  its  social 
problems,  Miami  is  caught  in  the  cross- 
tire  of  a  refugee  policy  that  has  been 
incoherent  and  unenforceable.   "Our 

country   has  been  very  generous,"  says 
Pa  cell.    "But    we    can't    handle    e\er\ 

body's   excess,   everybody's   overflow."' 

The    hard    question    is    where    to    draw 

the  line, 

l>n  Antonio  V  Rim  m  Miami,  with  t>u- 
mui  reports 


With  the  Introduction  oi  five  new  Boftware 

products  on  September  20, 1988,  IBM 

became  one  <>l  the  lirsi  I  .S.  manufacturers 

to  incorporate  into  their  machines  systems 

network  programs  based  on  Internationa] 

standards. 

Taking  advantage  of  Open  System 

Interconnection  (OSI),  a  set  ol 

international  standards  and  protocols, 

IBM  computers  are  now  "multi-lingual": 

they  can  talk  to  networks  of  IBM  machines 

or  any  other  manufacturer's. 

And  that's  got  everybody  talking. 


)  Copyright  IBM  Corporation  1989.  IBM  is  a  registered  trademark  of  the  IBM  Corporation. 


On  October  4, 1988,  IBM  announced  the 

addition  of  distributed  data  capabilities  to 

its  most  advanced  relational  databases 

supporting  Systems  Application 

Architecture." 

Forexample,  DATABASE  2  (DB2™)  Version  2 

Release  2  allows  users  of  one  DB2 

relational  database  to  gather  information 

from  other  host  mainframes,  giving  them 

access  to  data  stored  throughout 

their  company. 

A  very  organized  way  to  get  around  in  an 
organization. 


I 
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TRANSPORTATION! 


WILL  THE  CARROT  AND  STICK 
WORK  AT  UNITED? 


Chairman  Wolf  says  he  won't  fund  aggressive  growth  without  concessions  from  workers 


It's  a  video  that  would 
make  Robert  L.  Cran- 
dall,  chairman  of  Amer- 
ican Airlines  Inc.,  beam 
with  pride.  As  footage  of 
American's  sleek"  silver 
jets  rolls  across  the  screen, 
airline  officials  and  Wall 
Street  securities  analysts 
heap  praise  on  Crandall's 
airline,  which  in  1988  be- 
came the  carrier  with  the 
biggest  fleet  and  the  high- 
est traffic  in  the  U.  S. 

But  this  tribute  is  no 
handout  from  American's 
public  relations  depart- 
ment. The  tape  will  be 
shown  next  month  to  em- 
ployees of  United  Airlines, 
the  archrival  American  el- 
bowed out  of  first  place. 

Are  the  folks  who  gave 
us  the  Friendly  Skies  real- 
ly that  friendly?  No  in- 
deed. The  video  is  the  lat- 
est maneuver  by  Stephen 
M.  Wolf,  chairman  of  $9 
billion  UAL  Corp.,  United's 
parent.  By  casting  United 
in  the  unfamiliar  role  of  a 
No.  2  Avis  to  American's 
Hertz,  Wolf  is  prodding  his 
employees  to  try  harder — 
and  accept  smaller  pay 
hikes  and  painful  changes 
in  work  rules.  Wolf  says 
that  unless  he  wins  these 
concessions,  United  will 
never  catch  up  with  Ameri- 
can, which  is  using  the 
savings  it  has  won  from  its 
workers  to  expand  fast. 
Says  Wolf:  "Our  piece  of 
the  domestic  market  is  shrinking.  It's  a 
reality  that  should  get  the  attention  of 
everyone  in  the  United  family." 

Given  United's  1988  earnings,  it's  hard 
for  Wolf  to  make  a  convincing  argument 
to  his  workers.  In  late  1987,  United's 
board  ousted  Richard  J.  Ferris,  the 
chairman  who  diversified  operations,  and 
hired  Wolf,  who  quickly  raised  $3.7  bil- 
lion in  cash  from  the  sale  of  United's 
Westin  Inc.  and  Hilton  International  Co. 


hotel  chains  and  its  Hertz  Corp.  car-rent- 
al business.  Thanks  to  strong  traffic  and 
fare  increases,  United's  operating  earn- 
ings for  the  first  nine  months  of  1988 
surged  897',  to  $540.6  million.  After  cut- 
ting United's  debt  by  a  third,  to  $2.1 
billion,  Wolf  still  has  $1.1  billion  in  cash. 
The  jump  in  profits  and  the  effect  of  a 
big  stock  buyback  have  sent  United 
shares  up  607<  in  the  past  year,  to  112 
recently.   And   the   news   that   investor 


Saul  Steinberg  holds  abou 
5%  of  United  stock  ha 
also  added  several  point 
to  the  price.  Clearly,  Wal 
Street  doesn't  mind  Unit 
ed's  new  spot  in  secoh 
place. 

MORE    SWEAT.    Wolf    does 

though.  In  the  past  year  h< 
has  launched  a  battle  foi 
the  hearts  and  minds 
United's    often-fractiou 

I  employees.  Clad  in  his  sig 

^pg  nature  red  suspenders,  the 
6-foot,  5-inch  Wolf  ha 
been  trekking  across  Unit 
ed's  far-flung  system  tc 
press  the  flesh  and  hold 
question-and-answer  ses 
sions  with  workers.  In  a  : 
series  of  chairman's 
lunches,  he  now  meets  reg- 
ularly with  the  rank  and 
file.  His  ever-present  mes 
sage:  United  must  lower 
its  operating  costs  to  beat 
American,  and  people  must 
produce.  "We  want  to  get 
100  people  doing  what  110 
would  do  now,"  says  Wolf. 
"There's  nothing  wrong 
with  sweating  a  little  at 
the  end  of  a  day's  work." 
The  role  of  inspiring 
leader  does  not  readily  suit 
Wolf.  A  veteran  of  Ameri- 
can Airlines  who  later 
turned  around  two  deeply 
troubled  companies — Re- 
public Airlines  Inc.  and  Ti- 
ger International  Inc. — 
Wolf  is  a  dogged  manager 
who  regularly  puts  in  14- 
hour  days.  He  involves 
himself  with  such  mundane  tasks  as  tin- 
kering with  schedules  to  increase  con- 
nections for  passengers,  resulting  in  the 
more  efficient  use  of  planes.  But  unlike 
predecessor  Ferris,  a  visionary  and  elo- 
quent manager,  the  blunt-spoken  Wolf 
avoids  talking  about  grand  schemes. 

So  far,  United's  workers  appreciate 
Wolf's  clear  commitment  to  the  airline, 
but  many  aren't  in  the  mood  for  conces- 
sions. "There's  been  a  morale  boost  now 
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hat  it's  apparent  thai  the  airline's 
Doney  isn't  being  put  into  nonair 
|ne  activities,"  says  Pal  i  icia 
■'nihil,  head  of  I Inited's  flight  at- 
endants  union  "Bui  when  it. 
to  the  flight  attendants,  his 
nessage  [of  pay  adjustments]  is 
'ailing  mi  very  deaf  ears." 
•H.OTS"  PLEA.  United  executives  in 
<ist  the  productivity  gains  arc  cru 
•ial.  Only  about  26'^  of  United'8 
nnployees  are  paid  at  lower  ion 
tract  rates,  compared  with  50  at 
American.  Key  to  any  wage  deal 
are  the  unionized  pilots,  United's 
highest-paid  workers  and  the  ones  who 
quickly  grounded  the  carrier  in  a  1985 
strike.  Although  Wolf  won't  comment, 
sources  say  that  he's  pushing  a  plan  to 
give  modest  raises  to  the  newer  pilots  on 
United's  lower  B-scale  while  stalling  sal- 
aries of  high-paid  senior  pilots  at  the  top 
of  the  A-scale.  Observers  say  the  pilots' 
union,  which  has  already  spent  about 
$14  million  of  its  own  funds  in  a  bid  to 
buy  United,  wants  to  eliminate  or  sharp- 
ly raise  the  lower  scale. 

The  machinists,  meanwhile,  got  an 
11  pay  hike  from  United  in  late  1987. 
With  that  contract  as  an  example,  the 
other  unions  hardly  want  less  favorable 
deals.  The  machinists  won  their  increase 
partly  because  of  a  developing  shortage 
of   mechanics.    Pilots,    too,    are    in    de- 


WOLF'S  CHALLENGE:  63,000 
RESTLESS  EMPLOYEES 


Position 

Number 

labor  status 

PHOTS 

6,700 

itiating  i  ontrat  t; 
made  orTo  to  buy  airline 

FLIGHT 
ATTINMirrS 

13,000 

( onto             ted; 

mediation  in  protjn 

MACHINISTS 

21,300 

Contract  approved; 
amendable  in  November 

TICKET  AGENTS, 
MANAGERS 

22,000 

Nonunionized;  many 
administrative  jobs  cut 

DATA  UNITED  AIR1INES  INC  .  AS  OF  12/31  /88 


mand — a  fact  that  works  against  Wolf. 
The  strongest  card  Wolf  can  play  with 
the  pilots  is  the  promise  of  a  $12  billion 
spending  plan — if  he  gets  his  conces- 
sions. The  extra  money  would  buy 
scores  of  new  planes,  which  United's  co- 
pilots need  if  they  want  to  move  up  fast 
to  captains'  jobs.  But  if  concessions 
aren't  forthcoming,  Wolf  says,  he'll 
spend  $5  billion  less  on  expansion.  Notes 
a  manager  at  one  competitor:  "There's 
no  question  Wolf's  using  growth  as  the 
carrot,  and  no-growth  as  the  stick." 
earnings  drag.  Wolf  denies  that  he  is 
strong-arming  the  unions  into  giving 
him  the  savings  he  wants.  He  fears  that 
borrowing  heavily  now  to  buy  new 
planes,  without  labor  concessions  in 
place,  would  erode  United's  competitive 


itrength  .    I  nited'i  in  hou  ■<•  ana 

lysis  figure  'hat  the  i-.utmt'  ,  arum 

al  costs  are  $600  million  more  than 
American's.  And  they  claim  that 

American'.,  higher  debl  rating  al 
lows  it  to  pay  325  million  less  than 
I  nitcii  m  annual  interest  on  every 
$1  billion  it  borrows. 

ira  costs,  Wolf  argues, 

produce  a  drag  OH  earnings  and 
hamper  his  growth  plans,  just 
when  rivals  are  ordering  more 
planes  to  step  up  service  in  the 
U.  S.,  Europe,  and  the  Far  East 
of  Dec.  31  Delta  and  American  had 
firm  orders  and  options  for  334  and  211 
aircraft,  respectively.  United  had  similar 
commitments  on  only  136  planes. 

Friend  of  the  flight  attendants  union 
has  heard  Wolf's  arguments,  and  she 
doesn't  believe  that  he  will  miss  the 
chance  to  expand  United  as  fast  as  he 
can.  "Wolf  isn't  going  to  let  a  good  op- 
portunity pass  by,"  says  Friend.  "We 
believe  he's  just  blowing  smoke." 

Indeed,  given  projections  that  Ameri- 
can could  be  flying  more  than  100  planes 
more  than  United  by  the  early  1990s, 
United  managers  cannot  take  lightly 
their  current  slow-growth  strategy.  "We 
have  the  most  potential  of  any  carrier," 
says  Wolf.  The  problem,  however,  is 
that  he  cannot  wait  long  to  exploit  it. 
By  James  E.  Ellis  in  Chicago 


STEVE  WOLF'S  CLASS  ACT:  STRAIGHT  TALK  IN  THE  SCHOOLROOM 


It's  a  gray  January  afternoon  on 
Chicago's  South  Side — 35  miles  and 
a  world  away  from  UAL  Corp.'s  sub- 
urban headquarters — as  Stephen  M. 
Wolf  speaks., The  audience  is  captive, 
and  decidedly  noncorporate.  "I'm  from 
east  Oakland,  which  is  75''  black  and 
ough,"  the  towering  chief  execu- 
tive tells  several  hundred  black  elemen- 
tal school  students  at  the  John  W. 
Cook  School.  "I  didn't  get  to  be  chair- 
man because  I  had  wealthy  parents. 
No  one  gave  the  job  to  me,  and  no  one 
is  going  to  give  it  to  you.  But  with 
education,  you  can  do  it." 

Wolf,  47,  has  made  the  improvement 
of  education  his  private  crusade.  Last 
September  at  New  York's  Wings  Club, 
he  eluded  a  surprised  audience  of  air- 
line executives  for  not  doing  enough  to 
raise  the  quality  of  local  schools.  Re- 
cently he  challenged  other  business- 
men to  gel  personally  involved. 

ROAD  SHOW.   With    little    fanfare.   Wolf 

and  a  black  pilot   and  flight   attendant 

have  been  visiting  several  schools  m 

poor  areas  of  Chicago  to  proclaim  hope 
through  education    Last  summer.  Wolf 

put  a  15  year  old  he  met  at  one  of  the 

schools  on   his  own  payroll  to  do  odd 


***^ 


JOHN  COOK  ELEMENTARY  IN  CHICAGO:  WOLF  HANDED  OUT  CARDS 
TELLING  STUDENTS  WHAT  IT  TAKES  TO  LAND  A  JOB  AT  UAL 


jobs  around  headquarters.  (The  teen- 
ager was  too  young  for  United  to  hire.) 
When  Wolf  speaks  at  the  Cook 
School,  the  kids  in  the  aging  auditori- 
um listen  intently.  "United  Airlines  is  a 
terrific  place  to  work,"  he  tells  them  as 
the]  read  cards  listing  the  airline's  job 
requirements.  "But  there  are  two 
things  you  must  do:  Graduate  from 
high  school  and  don't  fool  around  with 


drugs — and  I  mean  no  fooling  around, 
because  we  test." 

The  delivery  is  not  as  stirring  as  .lo- 
se Jackson's,  but  Wolfs  message  also 
comes  from  the  heart.  The  subsequent 
applause  shows  he  may  have  hit  the 
mark.  Asks  one  particularly  ambitious 
student:  "Mr.  Wolf,  how  long  an 
going  to  be  chairman'.'" 

By  Janus  E  I  icago 
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Can  A  Better 

iMAGElMPROVE 

Customer  Service? 
BankOnIt 


Customer  comes  in  for  a  mortgage. 
Has  a  loan  application,  tax  returns. 


Bank  appraiser  mails  in  photos  of 
property,  plot  plan  and  comparables. 


Broker  provides  offer  to  purchase, 

preliminary  title  report, 
and  P&S  agreement  by  FAX. 


Credit  information  arrives,  added 
to  client  portfolio. 


Actual  Wang  computer  screens  shown  here. 


i/r 


Entirt  package  -  data,  text,  m 
I  mm  to  originating  offii  i  via  ilectronic 
maU  for  committee  appr^al. 
Decision  is  made  in  hall  the  time, 
Thafi  Integrated  Imaging  from  Vang. 


Paper  and  patience. 

Until  now,  you  couldn't  process  a  loan 
application  without  them. 

But  with  Wang's  Integrated  Image  System,  you 
can  now  process  a  loan 
from  start  to  finish  right 
at  your  desk  in  half  the  time. 

WHS  gives  loan  officers  immediate  access  to  all 
the  information  they  need,  where  they  need  it,  when 
they  need  it. 

With  the  press  of  a  button  up  comes  an  image 
window,  text  window  and  data  window.  Simultane- 
ously. And  it's  integrated  information.  With  your 
FAX  machine.  Your  electronic  mail.  Your  company's 
computer  system. 

Wang's  Integrated  Image  System. 

It  will  not  only  improve  your  image,  it  will 
improve  your  customer  service.  And  you  can  take 
that  to  the  bank. 


WANG 


Makes  It  Work 

For  more  infornution.coiitKtyc 
Or«iittVlu|Labonuorits,Arto  Inquiry Servkx.M.S  014-03C,Ooelndu$rrii  I 
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INTERMARK  KEEPS  PRESSING 
ITS  LUCK— AND  WINNING 

Buying  Fuqua  is  risky,  but  Red  Scott  seldom  misses 


\ 


^JS 


L?  I 


A  disciple  of  Norman  Vincent  Peale 
and  a  popular  motivational  speak- 
er, Charles  R.  Scott  is  a  veritable 
font  of  homespun  optimism.  "Feeling 
lucky"  is  his  credo.  So  it  barely  sur- 
prised him  when  he  found  a  $3,500  Rolex 
watch  while  hiking  in  the  Rockies  three 
years  ago.  Or  when  the  company  he 
runs,  Intermark  Inc.,  took  control  of 
Pier  1  Imports  Inc.  with  some  trepida- 
tion in  1983 — and  turned  it  into  a  hot 
retailer.  Scott  asks  every  job  applicant: 
"Do  you  feel  lucky?"  If  the  answer  is 
no,  he  says,  "the  interview  is  over." 

It's  not  what  they  teach  at  Harvard  B- 
school.  Yet  Intermark  has  thrived  under 
positive  'thinking.  The  La  Jolla  (Calif.) 
holding  company  has  given  shareholders 
a  22%  average  annual  return  for  the 
past  decade.  "Red"  Scott,  60,  ran  his 
own  small  brokerage  before  he  joined 
Intermark  in  1970  and  saved  it  from  col- 
lapse. His  modus  operandi:  Scott  buys 
control  of  solid  but  slow-growing  busi- 
nesses— restaurants,  printers,  wheel- 
makers,  you  name  it.  He  showers  their 
managers  with  stock  and  enthusiasm. 
He  builds  the  units  up,  then  sells  them. 

Scott  figures  that  Intermark's  portfo- 
lio has  included  major  stakes  in  23  com- 
panies during  his  18-year  stewardship. 
Since  1980  he  has  made  a  dozen  acquisi- 
tions for  $130  million  and  sold  chunks  of 
eight  companies  for  $405  million. 

Now,  Scott's  feel-good  attitude  faces 
its  biggest  test.  He  has  struck  a  deal  to 
acquire  517<  of  Fuqua  Industries  Inc.,  a 
successful  conglomerate  with  $1  billion 
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in  sales.  That  will  double  the  size  of 
Intermark's  portfolio  (chart),  which  gen- 
erated sales  of  $725  million  in  fiscal 
1988,  ended  in  March. 
peas  in  a  pod.  Scott  has  acquired  9.9% 
of  Fuqua,  mostly  from  its  70-year-old 
chairman,  J.  B.  Fuqua.  He  hopes  to  gain 
control  of  the  Atlanta-based  company 
and  become  its  chairman  in  April,  when 
J.  B.  is  expected  to  retire.  Scott  may 
launch  a  tender  offer  or  trade  Intermark 
assets  to  Fuqua  for  stock.  The  likely 
price  will  be  more  than  $700  million. 

Scott  and  J.  B.  are  peas  in  a  pod: 
down-to-earth,  self-made  millionaires 
from  country  stock,  both  directors  of  the 
Horatio  Alger  Association  of  Distin- 
guished Americans.  "I  love  J.  B.," 
drawls  Scott.  "We  have  the  same  val- 
ues— family,  America,  free  enterprise." 
Fuqua  returns  the  admiration.  "I  talked 


to  no  one  else"  about  selling,  he  says.| 
The  two  met  in  1983,  when  Scott  cov- 
eted a  Fuqua  nursery  chain — and  had  to  I 
buy  51%  of  Pier  1  to  get  it.  The  specialty 
retailer  is  now  Intermark's  crown  jewel.  | 
Fuqua,    which   wanted   steady   income, 
hadn't  opened  a  new  Pier  1  i,n  years. 
Scott  hired  a  new  boss  who  has  upgrad- 
ed goods,  raised  prices,  and  launched  a 
new  outlet  every  week.  Sales  have  dou- 
bled,  while  gross  profit  margins  have 
jumped  from  46%  to  52%. 

Scott  sees  similar  growth  ahead  for 
more  Fuqua  units.  He  plans  to  build  its 
Snapper  Power  Equipment  lawn  mower 
unit  by  buying  new  outdoor  product 
lines.  He  may  expand  Qualex  Inc.,  the 
world's  largest  photo-finisher,  by  adding 
small-package  delivery  to  its  film  pickup 
service.  He  will  probably  sell  Fuqua's 
thrift,  Georgia  Federal  Bank,  but  aims 


INTERMARK'S  ECLECTIC  PORTFOLIO 

Company 

Owned 
by  Intermark 

1988  Sales 

Millions 

Description 

FUQUA  INDUSTRIES' 

51% 

$1,000 

Lawn  and  garden  equipment,  financial  ser- 
vices, photo  finishing,  sporting  goods 

PIER  1  IMPORTS 

58 

327 

Sells  home  furnishings,  decorative  items 

SUNBELT  NURSERY 

50 

138 

The  South 's  leading  nursery  garden  chain 

NATIONAL  AIRMOTIVE" 

41 

107 

Distributes  aircraft  engine  parts 

DYNAMARK 

50 

60 

Manufactures  custom  wheels 

MUNSON  SPORTING  GOODS 

51 

40 

Distributes  sports  gear  in  western  U.S. 

WESTERN  METAL  LATH" 

41 

27 

Makes  metal  building  products 

RIDGEWOOD  PROPERTIES 

64 

18 

Develops  property  in  Sunbelt 

WESTERN  SIZZLIN' 

51 

10 

Southeastern  steakhouse  chain 

*  Purchase  pending        **  Held  by  Triton  Group  subsidiary 


DATA:  COMPANY  REPORTS.  YEAR  ENDED  MAR.  31 
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Now  UPS  delivers  for  fewer  francs,  yen 
or  drachmas  than  our  competition. 


At  UPS,  were  changing  the  face  of  the  intcrna- 
noiul  delivery  business.  Because  we've  expanded  our 
sen  k  e  to  all  of  Western  Europe,  the  Pacific  Rim,  New 
Zealand,  Australia  and  ( lanada. 

And  thai  means  delivery  door  to  door  to  every 
single  address  in  every  country  we  serve 'with  no  sur- 
charges for  out-of-the-way  places. 

We'll  see  thai  VOUT  I  'PS  1  .cttcts,  Paks  and  pack- 
ages move  quickly  through  customs  thanks  to  our 
lk\  troni<  (  ustoms  Pre-Alert  system  that  informs  of- 


ficials that  your  packages  are  on  their  way.  Our  sen.  ice 
also  includes  computerized  tracking  that  enables  us 
to  give  you  a  fast  reply  to  your  delivery  inquiry  Again. 
we  do  all  this  at  no  added  cost. 

But  what's  truly  remarkable  is  that,  because  of  our 
efficiency,  we  can  do  all  these  things  while  charging  \  ou 
less  than  other  international  delivery  compa- 
nies. Which  is  important.  After  all,  a  drachma 
Saved  is  a  drachma  earned. 
We  run  the  tightest  ship  in  the  shipping  business. 


ups 
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£££  Manufacturers 

00!  HANOVER  Success 


OBJECTIVES  MET 
AND  SURPASSED 

HI 

"We  began  1988  by  putting  forth  what  some  characterized  as 
an  ambitious  financial  plan.  I'm  pleased  to  report  our  objectives  have  been 
met  and  in  some  cases  surpassed.  Year-end  highlights  include: 

■  Net  earnings  total  $966  million. 

■  Common  shareholders'  equity  ratio  climbs  to  4.30  percent. 

■  Total  shareholders'  equity  ratio  reaches  4.89  percent. 

"Our  common  equity  ratio  is  now  higher  than  it  was  before  the 
reserving  action  in  June  of  1987.  In  fact,  our  year-end  numbers  indicate  that 
we  currently  meet  the  risk-based  capital  guidelines  set  to  take  effect  in 
1992,  including  the  four  percent  Tier  1  requirement. 

"While  we  are  pleased  with  these  meaningful  accomplishments, 
there  should  be  no  doubt  that  we  plan  to  continue  to  build  capital, 
improve  credit  quality  and  zealously  manage  expenses. 

"We  showed  earnings  progress  in  several  of  our  core  businesses, 
with  investment  banking  and  retail  banking  maintaining  their  strong 
performance,  while  global  corporate  banking  improved  based  on  better 
credit  experience.  In  addition,  The  CIT  Group  showed  a  threefold  increase 
in  earnings  to  $120  million.  Continuing  to  more  sharply  focus  our  core 
businesses  is  central  to  our  1989  financial  plan." 


John  FMcG/icucldy 
ChairmarTDIIhe  Boacdl 
Chief  Executive  Officer 


i   expand    its    consumer    finance    arm. 

Semi   may  be  overly  optimistic  about 

nproving    Fuqua's    impressive    results. 

[e  could   boost  value  a  bit   by  selling 

linority  stakes  in  some  Kuqua  units  to 

public    a    typical    Scott    strategy. 

Bui    I  don't  see  much  else  lie  can  do," 

Sidney   Heller,  who  follows  Fuqua 

.t  Shearson  Lehman  Mutton  Inc.  Quale* 

s  now  under  attack   from  proliferating 

torefront  photo  labs.  And  Heller  fears 

H-ott  may  hurt  Snapper's  quality  image 

f  he  adds  too  many  new  products. 

Failure  wouldn't  be  a  completely  new 
ixperience  for  Scott.  His  nursery  chain 
S  losing  money.  He  blames  drought  in 
he  Sunbelt  and  has  changed  managers 
hree  tunes.  "It  frustrates  the  dickens 
nit  of  me,"  he  says. 

Still,  nearly  everything  else  Scott  has 
.ouched  has  done  well.  His  motivating 
lowers  are  a  major  factor.  He  requires 
;op  managers  to  buy  stock  in  their  unit, 
isuully  by  borrowing  from  the  parent  at 
interest.  He  urges  them  to  boost 
growth  and  helps  them  finance  it,  then 
lets  them  make  nearly  every  decision. 
"When  a  competitor  wanted  to  buy  us 
last  year,  Red  told  us  it  was  up  to  us," 
recalls  Thomas  P.  Morjig,  general  man- 
ager of  National  Airmotive  Corp. 

Scott's  managerial  technique  includes 
inspirational  meetings.  Everyone  gets  a 
list  of  his  :>1  rules  for  success  in  busi- 
ness, including  such  nostrums  as  "Keep 
your  eggs  in  at  least  five  baskets." 
THREE  INTO  ONE?  Scott's  maxims,  howev- 
er, haven't  helped  budge  Intermark 
stock — of  which  he  owns  24%.  It's  now 
trading  at  about  11,  which  he  claims  is 
half  its  real  worth.  That's  largely  be- 
cause Intermark's  frequently  changing 
grab  bag  of  businesses  befuddles  inves- 
tors. While  Intermark  lets  shareholders 
in  on  asset  sale  gains  through  special 
stock  dividends  and  splits,  it  doesn't 
have  the  consistent  net  earnings  growth 
that  Wall  Street  clamors  for.  "It's  a  play 
on  Red  Scott,"  says  William  Danolf,  an 
analyst  with  Boston  money  manager  Fi- 
delity Investments,  an  Intermark  holder. 
"He  is  a  very  shrewd  businessman." 
Fuqua  will  confuse  things  further.  It's 

actually  being  bought  by  Triton  Group 
Ltd.,    a   cash-rich    public   entity    run    by 

Scott  and  II  owned  by  Intermark. 
Ironically,  Intermark  bought  its  initial 
stake  in  Triton  from  Fuqua  in  1986. 

Scott  vows  to  simplify  his  maze.  He 
hopes   to   merge   Intermark,  Triton,  and 

Fuqua  into  a  single  holding  company. 

That  would  certainly  help  outsiders  fol- 
low   Rule    1  I   in   Red  Scott's   list   of  busi 

ness  principles:  "Understand  what  really 
makes  a  companj    'tick/"  Then,  they 
mi    be   more   willing  to  bet   on   his 
luckj  feeling. 

By  Stewart  Toy  /»  /.(/  Jolla,  Calif. 


On  October  12,  1988,  [BM  entered  into  an 
agreement  with  Steve  Jobs  and  NeXT 

that  allows  IBM  to  bring  the  NeXT 
advanced  graphical  interface  to 

IBM's  \  I  Workstations. 

Who  knows  what's  next? 


! 


)  Copyright  IBM  Corporation  1989.  A IX  is  a  trademark  and  Personal  System/2  is  a  registered 

trademark  of  the  IBM  Corporation.  IBM  is  a  registered  trademark  of 

the  IBM  Corporation.  NeXT  is  a  trademark  of  NeXT,  Inc. 


On  November  14, 1988,  IBM  announced  a 

wide  range  of  new  high-speed  local  area 

network  (LAN)  products. 

These  enable  the  IBM  Token-Ring 

[Network  to  transmit  information  four 

times  faster  than  before.  In  fact, 

16,000,000  bits  per  second. 

\t  that  rate,  customers  can  transmit  up  to 
1,000  pages  per  second. 

Now  that's  moving  information. 


(c)(  :<>|iMnj;lil  IBM  (  oqmr.itlon  I'W.  IBM  i>j  rvgi-lered  Cr.iiii-m.irk  ul  the  IBM  (  orjxir.it m>ii  
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THE  NEW 

HEADHUNTED 

Recruiters  are  now  the  kingmakers  of  Corporate  America 
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COVER  STORY 


Within  hours  after 
Kohlberg  Kravia 
Roberl  &  Co.  had 
[inched  the  biggest  lever 
ged  buyout  in  history,  the 
ihone  rang  in  the  study  of 
nomas  J.  Neff's  brick  Geor 
fian  home  in  Greenwich, 
'mm  On  the  line  was  a  kki; 
lartner  giving  corporate 
teadhunter  Neff  the  go- 
ihead  to  launch  the  biggest 
txecutive  search  ever:  Find  a 
eu  CEO  for  RJR  Nabisco  Inc. 
For  Neff,  president  of 
ipencer  Stuart  &  Associates, 
t's  the  corporate  equivalent 
)f  looking  for  an  actress  to 
>lay  Scarlett  O'Hara  in  Gone 
With  the  Wind.  What  execu- 
ive     wouldn't     want     the 


WIN"  I'kll  \1 


4I  THINK  LIKE  A 
BUSINESSMAN' 

s 


hance  to  run  a  $16  billion 
corporation  boasting  some  of 
he  most  valuable  brand 
lames  in  business,  from 
A'mston  cigarettes  to  Oreo 
:ookies — and  make  a  potful 
>f  money  besides? 

The  moment  word  leaked 
nit  that  Henry  R.  Kravis  would  use  a 
earch  firm,  he  was  inundated  with 
)hone  calls,  faxes,  mailgrams,  and  let- 
ers  from  headhunters.  "Everyone  in  the 
business  was  salivating  over  this  one," 
ays  James  H.  Kennedy,  publisher  of 
Executive  Recruiter  News.  "They're  like 
.mbulance  chasers  when  a  once-in-a-life- 
ime  job  comes  along."  Little  did  they 
;now  that  Neff  already  had  the  job. 

Beyond  the  half-million-dollar  fee,  the 
ugh  visibility,  and  the  prestige,  the  RJR 
search  signals  how  powerful  and  influ- 
ntial  headhunters  have  become.  Head- 
hunters  found  Harold  S.  Geneen  for  ITT, 


oinetimes  "Win"  B. 
ruin  seems  like  a  ma 
jor  search  firm  unto  himself. 
As  head  of  Korn  Ferry  In- 
ternational's financial -ser- 
vices practice,  he  runs  a  $28 
million  business — larger 
than  all  but  five  U.  S.  search 
firms.  In  1988,  Priem  ex- 
panded this  business  by 
20  .  personally  billing  $2.5 
million  in  fees. 

His  clients  include  such  fi- 
nancial powerhouses  as 
Chase  Manhattan  Bank,  Ci- 
ticorp, and  Merrill  Lynch. 
And  Priem,  51,  is  as  intense 
and  competitive  as  a  trader 
at  Salomon  Brothers  Inc. — 
yet  another  client.  No  mere 
headhunter,  he's  a  top-level 
adviser  to  three  major  finan- 


cial institutions  that  pay 
Korn/Ferry  an  annual  re- 
tainer. Priem  meets  with  the 
chairman  or  president  of 
each  company  every  six 
months  to  chat  about  strate- 
gic and  marketplace  issues. 
Last  year,  Priem  helped 
to  draft  Manufacturers 
Hanover  Trust  President 
John  R.  Terrell  as  CEO  of 
Calfed  Inc.  A  month  later, 


he  put  Calfed  Chairman 
George  P.  Rutland  into  the 
top  job  at  troubled  North- 
east Savings  Bank. 

His  formula?  "In  this 
business  there  are  no  short- 
cuts, and  you  have  to  pay 
your  dues.  This  is  my  13th 
year,  and  I  work  extremely 
hard.  I  think  like  a  business- 
man, not  a  search  guy,  and 
my  clients  appreciate  that." 


John  Sculley  for  Apple  Computer,  and 
Barry  F.  Sullivan  for  First  National 
Bank  of  Chicago.  But  never  before  has  a 
company  as  big  as  RJR  Nabisco  hired  a 
headhunter  to  fill  the  top  job. 

In  a  day  when  executives  are  often 
traded  as  if  they  were  baseball  cards, 
headhunters  have  emerged  as  modern- 
day  power  brokers,  the  gurus  of  the  cor- 
porate world.  Executives  confide  in 
them,  seek  their  advice,  and  willingly 
answer  their  queries.  After  all,  head- 
hunters  often  stand  between  the  most 
coveted  jobs  and  the  people  who  want 
them.  It  is  a  business  that,  as  one  ob- 


server notes,  "helps  shake  and  move  the 
movers  and  shakers  and  provide  the  mo- 
bility to  the  upwardly  mobile." 

For  better  or  worse,  the  music  behind 
this  game  of  executive  musical  chairs  is 
playing  faster  than  ever.  Today,  1  out  of 
4  CEOs  are  outsiders — executives  with 
less  than  five  years  at  the  company  they 
run.  In  the  late  1960s  only  1  out  of  12  of 
the  nation's  chief  executives  fit  that  de- 
scription. Indeed,  climbing  the  corporate 
ladder  these  days  seldom  refers  to  mov- 
ing up  the  ranks  of  a  single  company. 
For  modern  managers  it  usually  means 
climbing  in  and  out  of  a  half-dozen  or 


GERARD  ROCHE 

I'M  OVERRATED.  I 
DON'T  HIRE  THEM' 

no  headhunter  has  gar- 
nered more  fame  than 
Heidrick  &  Struggles  Inc.'s 
Gerard  R.  Roche.  And  for 
good  reason:  He  has  wooed 
more  corporate  CEOS  and 
presidents  than  anyone  else 
in  the  business. 

Charmingly    smooth    and 

persuasive.  Roche  suggest- 
ed to  PepsiCo  Inc.'s  John 
Sculley  that  working  at  Ap- 
ple Computer  Inc.  would  be 
like  being  part  of  a  inndern- 

daj  Renaissance  The  rest  is 

\      >ui.'    fan    notes: 
"Not     that     he     would,     but 

Gerrj  could  pick  your  pock- 


et, and  you  wouldn't  mind." 
So  respected  is  Roche.  57, 
that  one  major  industrial 
company  put  him  on  retain- 
er for  $600,000  a  year  just  to 
alert  them  if  he  came  across 
an  executive  who  warranted 
special  attention.  His  latest 
catch:  Paul  G.  Stern,  former 
president  of  Unisys  Corp  . 
recruited  for  Northern 
com  Ltd.'s  CEO  job. 

By  now,  though,  big 
searches  have  become  rou- 
tine for  Roche.  I^ist  year  he 
billed  an  estimated  $1.8  mil- 
lion and  generated  near 
million  more  in  fees  for  his 
firm.  Says  Roche  coyly: 
"I'm  overrated.  I  don't  hire 
them.  Roche  can  pack  his 
bag,  pick  up  his  check,  and 
go  home.  The  client  has  got 
to  live  with  them." 
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more  organizations  during  their  careers. 

That  trend  is  likely  to  accelerate.  The 
merger  binge  is  one  reason.  Another:  In 
the  mania  to  cut  costs,  many  U.  S.  com- 
panies have  slashed  management  devel- 
opment programs.  And  some  companies 
harbor  severe  doubts  about  the  ability  of 
their  existing  executive  teams  to  cope 
with  increasingly  worldwide  competition. 
"We're  going  to  see  the  greatest  level  of 
executive  turnover  in  history  over  the 
next  10  years,  because  American  busi- 
nessmen are  not  prepared  to  run  global 
businesses  in  the  21st  century,"  says 
Richard  M.  Ferry,  president  of  Korn/ 
Ferry  International,  the  largest  firm. 
forging  links.  All  these  trends  portend 
heady  times  for  headhunters  and  their 
$2.5  billion  business — and  a  broader  role 
for  them  in  the  executive  suite.  Many 
U.  S.  headhunters  are  forging  links  with 
European  search  firms  to  extend  their 
reach  into  the  international  marketplace. 
Some,  such  as  Higdon,  Joys  &  Mingle 
Inc.,  are  doing  major  studies  for  clients 
to  help  them  plot  new  strategies  for 
business  expansion.  Brus- 
sels-based Carre,  Orban  & 
Partners  Inc.  last  year  got 
30%  of  its  $18  million  in  reve- 
nues through  "management 
audits" — studying  whether 
the  right  type  of  executives 
are  in  place  to  carry  out  a 
company's  strategy.  Some  of 
the  boldest  moves  are  occur- 
ring at  Korn/ Ferry,  which 
expects  consulting  on  execu- 
tive pay,  management  ap- 
praisal, and  succession  plan- 
ning to  account  for  25%  of 
revenues  by  1994. 

Neff  typifies  the  changes 
sweeping  through  the  busi- 
ness. He  functions  more  like 
a  high-level  adviser  or  con- 
sultant than  an  old-fashioned 
recruiter.  He  often  evaluates 
existing  executives,  reconsti- 
tutes boards  of  directors,  or 
helps  plan  for  management 
and  development. 

These  days  he's  king  of 
the  kingmakers.  For  years 
he  stalked  big-league  prey  in 
the  shadow  of  his  flamboy- 
ant rival  Gerard  R.  Roche  of 
Heidrick  &  Struggles  (page 
65).  The  pair  often  compete 
head-to-head  for  the  juiciest 
jobs.  But  Nelf  has  moved 
out  front  with  a  series  of 
blockbuster  assignments. 

Last  year  alone,  Neff 
rounded  up  CEOs  or  presi- 
dents for  Pillsbury,  General 
Signal,  New  England  Elec- 
tric, the  Rockefeller  Founda- 


tion, MONY  Financial,  and  Mastercard  In- 
ternational. He  personally  billed  $2.3 
million  in  fees  in  1988 — five  times  the 
average  headhunter  at  a  major  firm. 
And  he  generated  $2  million  more  in  ad- 
ditional billings  for  his  firm,  bringing  in 
nearly  30  assignments  to  go  along  with 
the  11  searches  he  led.  "My  toughest 
competitor  today  is  the  man  who's  got 
the  RJR  search,"  says  Korn/Ferry's  Win- 
die  B.  Priem  (page  65). 

In  a  business  with  more  than  its  share 
of  fast-talking  salespeople,  Neff,  51,  is  a 
man  of  almost  Victorian  principles.  As 
circumspect  as  a  Swiss  banker,  he  rarely 
speaks  an  ill  word  about  a  competitor. 
Nor  will  he  openly  discuss  his  top-draw- 
er clients  without  their  permission.  Un- 
like many  flashy,  glad-handing  col- 
leagues, Neff  seldom  drops  names.  And 
he  couldn't  tell  a  joke  to  save  his  life. 

Neff  reinforces  this  professional  im- 
age by  wearing  only  white  shirts, 
striped  maroon  ties,  and  dark  blue, 
three-piece  suits.  It  was  something 
ground  into  him  during  his  early  days  at 


JACQUES  NORDEMANN 

FOLLOWING  MBAs 
UP  THE  RUNGS 

There's  a  headhunting 
maxim  that  says  you 
grow  with  your  clients. 
When  a  headhunter  starts 
out,  he  might  recruit  middle 
managers.  As  they  climb  the 
corporate  ladder,  so  do  the 
headhunters  who  first  put 
them  on  the  lower  rungs. 
That's  certainly  true  of 
Jacques  C.  Nordemann  of 
Nordemann  Grimm  Inc. 

He  worked  in  advertising 
and  as  a  venture  capitalist 
before  he  began  hunting 
heads  in  1969.  Himself  a 
Harvard  MBA,  he  had  the 
novel  idea  of  launching  a 
search  firm  that  specialized 
in  recruiting  prestige-school 
MBAs  with  3  to  10  years  of 
work  experience.  In  1974  he 
merged  his  firm,  MBA  Re- 
sources, with  partner  Peter 
G.  Grimm's  outfit. 

The  pair's  assignments 
grew  when  the  young  MBAs 
Nordemann  had  placed  in 
his  early  years  moved  up 
and  out.  For  each  of  the 
past  five  years,  the  two 
have  racked  up  more  than 
$1  million  apiece  in  billings. 
Last  year  was  no  exception: 


They  brought  home  $1.5  mil- 
lion each.  Their  firm  under- 
took 30  searches  alone  for 
one  major  investment  bank 
in  the  past  two  years,  and  it 
has  helped  to  put  40  people 
into  Citicorp  over  the  years. 
Michael  L.  Ainslie,  president 
of  Sotheby  Holding  Inc.,  is 
one  prominent  catch. 

"Most  people  say  they 
emphasize  a  strong  consult- 
ing arrangement  with  a  cli- 
ent, but  really  they  are 
order-takers,"  says  Norde- 
mann. "We  are  partners 
with  our  clients." 


McKinsey  &  Co.,  when  hats  and  dar 
suits  were  the  required  uniform. 

He  learned  about  the  business  worl 
from  his  father,  an  inventor  and  entre 
preneur.  Neff  received  his  first  taste  o 
work  packing  boxes  of  crayons  int 
trucks  for  Binney  &  Smith  Inc.  in  th 
1950s  between  semesters  at  Lafayetti 
College.  Armed  with  an  MBA  from  Le 
high  University,  he  joined  McKinsey  ii 
1963  and  stayed  for  3V2  years.  Thei 
Neff  moved  into  a  market-planning  jol 
at  Trans  World  Airlines  Inc.  In  1969  h< 
started  his  own  company,  which  devel 
oped  and  sold  an  information  system  foi 
managing  hospital  blood  banks.  Nef 
sold  it  in  1974  and  joined  Booz,  Allen  & 
Hamilton  Inc.  as  a  headhunter. 

He  worked  like  mad,  completing  11 
searches  in  his  first  year.  In  1976,  Spen 
cer  Stuart  recruited  him  to  manage  its 
New  York  office.  In  three  years,  Nefll 
was  named  president  with  a  goal  oi 
building  the  firm's  U.  S.  business.  He  lee 
the  firm  to  a  fivefold  increase  in  U.  S 
revenues,  to  $34.2  million,  while  doubling 
its  consultants  to  60. 

When  his  wife  of  18  years 
Susan,  died  of  cancer  at  the 
age  of  38  in  1985,  Neff  pri- 
vately vowed  to  become  the 
best  in  his  field  and  the  bes 
father  possible  to  his  three 
sons:  David,  now  13,  Mark 
11,  and  Scott,  8.  "I  buried 
myself  in  my  work  and  my 
kids,  and  that  was  all-con- 
suming," he  says. '  "There's 
never  a  weekend  when  I'm 
not  talking  to  clients  or  can- 
didates. On  vacation,  there  is 
always  a  telephone  nearby." 

TARGET  PRACTICE.  A    typical 

search  begins  when  Neff 
pumps  the  client  for  the  type 
of  executive  it  needs.  He  also 
nails  down  his  fee — usually 
one-third  of  the  placed  execu 
five's  first-year  compensa 
tion.  Neff  then  identifies  a 
series  of  target  companies — 
often  his  client's  competi 
tors — and  digs  deep.  On  any 
given  search,  he  might  con- 
tact up  to  150  candidates  and 
sources.  Headhunting,  after 
all,  is  the  ultimate  game  of 
networking.  Each  contact  is 
asked  to  recommend  a  few 
names  for  a  choice  job,  and 
those  names  are  asked  for 
still  more. 

Neff  uses  many  sources 
for  leads — including  execu- 
tives he  places  and  some  40 
members  of  corporate  boards 
he  has  recruited  in  the  past 
five  years.  A  voracious  read- 
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DAVID  HOKl'MAN 

LEAVING  THE 
BIG  FIRM  BEHIND 

The  big  Bearch  firms  of 
ten  have  ;i  problem  hold- 
bog  on  to  their  stars.  The 
on:  Headhunters  typical- 
ly pocket  only  407'  of  what 
ttuv  bill  at  a  major  firm. 
The  higher  the  billings,  the 
©ore  enticing  independence 
is  bound  to  seem.  The  latest 
breakaway  is  David  Hoff- 
man, who  led  Boyden  Inter- 
national Inc.  as  the  firm's 
top  biller  for  three  years 
straight. 

Hoffman,  36,  and  his  col- 
leagues have  recently 
opened  shop  in  Chicago  as 
DHR  International  Inc.  A 
man  with  a  swashbuckling 
ego,  Hoffman  says  he  felt 
suffocated  by  the  bureau- 
cracy in  a  big  firm  and 
the  time  it  stole  from  his 
search  work.  So  he  helped 
cut  a  deal  in  which  he  sim- 
ply took  over  Boyden's  en- 


id 


tire  operation  in  Chicago. 
Like  a  number  of  the  ex- 
ecutives he  recruits,  it  was 
not  the  first  time  that  Hoff- 
man, who  claims  billings  of 
$1.5  million  last  year, 
jumped  ship.  He  left  Korn/ 
Ferry  to  join  Boyden  four 


years  ago.  "Then,  every  one 
but  one  of  my  clients  came 
with  me,  and  this  time  I 
don't  think  I'm  going  to  lose 
one,"  he  says. 

Most  savvy  clients  gener- 
ally hire  individuals  over  a 
firm.  "At  the  end  of  the  day 


you  are  retained  and  paid  a 
lot  of  money  to  fill  a  job 
that  is  extremely  important 
to  your  client,"  says  Hoff- 
man. "You  need  to  do  it  fast 
and  thoroughly.  Sometimes 
the  big  firms  forget  that 
central  mission." 


ing  habit  helps  him  keep  track  of  who's 
in  and  who's  out  of  corporate  favor.  "I 
think  Tom  would  pay  $25  for  a  Sunday 
New  York  Times  on  a  remote  island," 
says  his  new  wife,  Sally  Hallingby. 

It  helps,  too,  that  Neff,  as  a  director 
of  both  publisher  Macmillan  Inc.  and 
mutual  fund  operator  Lord  Abbett  &  Co. 
since  1982,  can  talk  board  issues  with 
corporate  chiefs.  He  gains  an  instant 
rapport  with  CEOs  when  he  tells  them 
about  the  dozen  special  board  sessions — 
including  a  nine-hour  marathon  last  Me- 
morial Day — called  by  Macmillan  when 
it  was  in  the  middle  of  a  takeover  battle. 

About  the  same  time,  Neff  was,  work- 
ing closely  with  Texaco  Inc.  Chairman 
James  W.  Kinnear  to  find  a  new  chief 
financial  officer.  Neff  got  the  Texaco 
Bearch  in  April,  two  months  before  Tex- 
aco fended  off  raider  Carl  C.  Icahn  in  a 
nasty  prow  battle  that  forced  a  major 
restructuring.  It  would  have  been  a 
tough  sell  to  get  good  candidates.  SO 
Nell'  didn'1  identifj  bis  client  to  execu- 
tives until  late  in  the  game.  "Other 
wise,"  be  says,  "tbey  would  have  told 
'You're  crazy.' " 

Nell'  set   bis  BightS  high,  despite  Te\a- 

co's  predicament  He  thought  early  of 

Allen    .1.    Krowe,    ■">(>.    an    ll'.M    executive 

president  ami  director,  along  with 
more  than  a  dozen  other  possible  candi- 
dates. Neff  realized  thai  IBM  requires  its 

executives  to  give  up  their  management 

at  the  age  of  60.  "I  knew  there  was 

no    way    be   could    do    that,"    says    Neff, 


who  assured  Krowe  that  this  was  his 
chance.  "If  he  waited  too  long,  the 
window  of  opportunity  would  narrow." 
Krowe  made  the  leap  in  October. 

Like  any  savvy  headhunter,  Neff 
knows  how  to  deliver  a  line  worthy  of  an 
executive  Casanova.  In  searching  for  a 
new  president  for  MON'Y  Financial  Ser- 
vices last  year,  he  had  a  tough  time  per- 
suading James  B.  Farley  to  consider 
leaving  Booz  Allen  as  its  senior  chair- 
man. Farley  was  a  25-year  veteran  at 
Booz.  But  Neff  pressed  his  old  friend 
for  a  meeting  anyway. 

"Jim,"  Neff  said,  "if  you  wrote  the 


play  in  your  career  as  a  consultant,  this 
is  a  chance  to  take  the  leading  role." 
Neff  then  arranged  a  dinner  at  the  posh 
Links  Club  between  Farley  and  CEO 
James  A.  Attwood,  whom  Neff  had  re- 
cruited to  moxy  several  years  earlier. 
Farley,  came  aboard  on  Oct.  1  as  presi- 
dent and  is  expected  to  succeed  Attwood 
as  chief  executive  this  year. 

After  reading  stories  about  a  shift  in 
duties  for  Edmund  M.  Carpenter,  then 
ITT  Corp.  president,  Neff  considered  him 
for  the  ceo  job  at  General  Signal  Corp., 
one-tenth  the  size  of  ITT.  Satisfied  that 
Carpenter's  demotion  was  largely  due  to 


THE  BIG  GUNS  IN  EXECUTIVE  SEARCH 

Company* 

Revenues 

Millions 

Consultants 

1988 
searches 

Notes 

KORN /FIRRY 
INTERNATIONAL 

$91.5 

258 

2,350 

Aggressively  expanding,  yet  already  boasts 
4 1  offices  in  23  countries 

RUSSELL  REYNOLDS 

91.0 

181 

2,000 

Cultivates  high-level  work  and  on  elite  image 

SPENCER  STUART 

81.7 

137 

1,800 

Roughly  holf  of  revenues  ore  from  overseas 

HEIDRKK  &  STRUGGLES 

55.0 

118 

1,185 

Boasts  CEO-hunter  Gerard  Roche 

BOYDEN  INTERNATIONAL 

34.6 

100 

1,150 

Once  largest  firm,  hord  hit  by  defections 

PEAT  MARWICK 

27.5 

91 

1,010 

Only  major  player  among  the  Big  Eight 

PAUL  R.  RAY 

16.2 

39 

410 

Teamed  up  with  prestige  European  firm 

WARD  HOWELL 

139 

45 

610 

Old-line  firm  that  has  slipped  in  ronk 

JACKSON  &  COKER 

13.6 

60 

535 

Specializes  in  health  care  searches 

NORDEMAN  GRIMM 

9.5 

17 

151 

Aggressive  New  York  City  generolist 

Excludes  foreign  revenues  ol  overseas  affiliates  of  U  S  search  firms 

0AIA  BWfSIlMAUS 


•US   based 
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"/  can  wait  and  wait  for  some- 
body to  taik  to  me  about  my 
fleet  problems. 

Or  I  can  pick  up  the  phone 
and  talk  to  Chevrolet" 

If  you  think  your  fleet  needs  go  beyond 
annual  order  taking,  call  on  Chevrolet. 
We  can  offer  you  more  problem- 
solving  power  than  anybody  else. 
Examples: 

We  can  put  more  people  across 
the  desk  to  talk  cars  and  trucks  with 
you  than  any  of  our  major  competitors. 

We  have  800  numbers  you  can 
call  and  get  an  answer  to  almost 
anything. 

We  have  800  numbers  your 
people  can  call  from  the  field  and 
get  a  tap  into  the  biggest  car  and 
truck  service  network  in  the  business. 

All  backed  by  one  of  the  most 
extensive  two-way  telecommunica- 
tions systems  in  the  business.  To 
update  you  on  important  changes 
even  if  you  don't  call  us  first. 

And  when  you  look  at  all  the 
forces  radically  changing  your  business 
in  the  past  24  months,  you  know 
how  vital  up-to-the-second  informa- 
tion can  be. 

What  radical  changes,  you  ask? 

All  the  more  reason  to  give  us  a 
call:  1-800-248-2897. 


THE 


AMERICA 
TODAYS  CHEVROLET 
FLEET  SALES 


Chevrolet  and  the  Chevrolet  emblem  are  registered  trademarks  of  GM  Corp 
©1988  GM  Corp  All  Rights  Reserved  Let's  get  it  together    buckle  up 


1 

1 

! 
4 

5  2* 

*■   \  \  A 

■     s           \  * 

;       i 


[9 

S&     ■>   '          '  9f$9 

W     1 

fifcf ^     J  ^' ^/jJB  #*<  **f ,J 

<^^H 

at 

■R^ 

HIGH-POWERED 
RECRUITS 

Spencer  Stuart's  Tom  Neff  has  been 
on  a  roll.  Last  year  he  conducted 
more  than  10  searches  and  earned 
$2.3  million  in  commissions  for  his 
firm — about  five  times  the  average 
search  consultant.  Here  are  five  of 
his  biggest  placements  in  1988: 
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a  personality  clash  with  ITT  Chairman 
Rand  V.  Araskog,  Neff  put  Carpenter 
on  his  short  list.  Carpenter  took  over  the 
top  job  at  General  Signal  last  April. 

While  Neff  treats  his  job  as  a  profes- 
sion, not  all  headhunters  do.  "The  busi- 
ness is  too  much  of  a  quick  delivery 
system  of  finding  a  body  and  peddling 
it,"  says  Alan  Lafley,  a  widely  respected 
human  resource  consultant  who  held  the 
top  HR  jobs  at  General  Electric  Co.  and 
Chase  Manhattan  Bank.  "I  don't  think 
most  clients  are  really  happy  with  the 
search  business.  Most  of  them  are  at  a 
point  of  desperation  to  get  executives." 
off  limits.  Lafley  and  other  critics  be- 
lieve the  business  has  a  long  way  to  go 
before  it  can  be  called  a  true  profession. 
They  point  to  frequent  ethical  lapses 
that  have  embarrassed  even  some  top 
search  people.  One  recurring  sin:  betray- 
ing the  confidence  of  a  candidate,  get- 
ting him  or  her  in  trouble  with  the  boss. 
Only  recently,  the  Association  of  Execu- 
tive Search  Consultants  censured  and 
fined  one  of  its  member  firms  for  check- 
ing a  reference  on  a  candidate  without 
his  permission.  The  executive  claimed  he 
lost  his  job  as  a  result. 

Pirating  executives  from  client  compa- 
nies is  another  no-no.  Generally,  head- 
hunters  agree  to  place  "off  limits"  for 
two  years  the  subsidiary  or  division  of  a 
major  company  for  which  they  work. 
Russell  Reynolds  Associates  Inc.,  a  lead- 
ing search  firm,  not  long  ago  called  a 
First  City  Bancorp  Inc.  executive  vice- 
president  for  technology  about  a  job  at 
Unisys  Corp. — although  the  firm  re- 
ceived more  than  $250,000  in  fees  the 
previous  year  from  First  City.  A  Russell 
Reynolds  official  admits  the  firm  may 
have  made  a  mistake  in  not  seeking  ap- 
proval from  First  City  before  approach- 
ing the  executive. 

It  was  not  the  first  time  Reynolds 
broke  the  rules.  In  mid-1985  the  firm 
plucked  Nolan  D.  Archibald,  then  presi- 
dent of  Beatrice  Co.'s  consumer  dura- 
bles group,  to  become  president  of  Black 


&  Decker  Corp.  But  Beatrice's  top  hu- 
man resources  official  had  previously  re- 
tained the  firm.  He  instructed  Beatrice's 
managers  never  to  hire  Reynolds  again. 

Do  headhunters  earn  their  fees?  Skep- 
tical managers  say  that  companies  could 
do  just  as  well  picking  and  recruiting 
people  directly.  Neff's  colleagues  at 
Spencer  Stuart,  however,  say  it's  a  50-50 
crapshoot  when  a  company  directly  re- 
cruits an  outside  executive.  With  a  pro- 
fessional headhunter,  Spencer  Stuart 
claims,  the  success  rate  hits  80%. 

Not  even  Neff  can  claim  an  unblem- 
ished career.  He  helped  to  recruit  C.  Ed- 
ward Acker  as  chief  executive  of  Pan 
Am  Corp.  in  1981.  The  following  year 
the  airline  suffered  losses  of  $485  mil- 
lion— and   has   never   recovered.   Acker 


Some  recruiters  still  cornmit 

the  two  basic  sins:  Betraying  a 

candidate's  trust  and  poaching 

from  client  companies 


left  in  1988  after  more  than  seven  years 
of  red  ink.  "We  don't  have  a  perfect 
record,"  says  Neff. 

Neff's  recruitment  last  year  of  Philip 
L.  Smith  from  General  Foods  Corp.  to 
the  top  job  at  Pillsbury  Co.  also  proved  a 
disappointment.  Ten  weeks  after  Smith 
took  over  as  CEO,  he  was  hit  with  a 
hostile  takeover  bid.  Neff  had  discussed 
that  possibility  with  Smith  during  the 
courtship.  But  Smith  had  not  envisioned 
such  an  early  threat,  and  his  defense 
was  weak.  When  Grand  Metropolitan 
PLC  won  the  fight  in  December,  Smith 
lost  his  job — but  gained  a  golden  para- 
chute of  nearly  $8  million.  "I  have  no 
regrets  over  it,"  says  Smith.  "It  was  just 
the  luck  of  the  draw." 

There  was  a  time  when  executives 
such  as  Smith  might  not  have  even  re- 


turned Neff's  initial  call. 
Many  executives  once  refused  to  pla 
the  headhunters'  game,  thinking  thei' 
companies  would  reward  loyalty  and  s< 
niority.  Today,  virtually  no  one  hangs  u 
on  a  recruiter.  Few  can  feel  secure  in 
corporate  job,  what  with  takeovers,  n 
structurings,  and  downsizings. 

Headhunters  are  delighted 
course — but  there's  a  downside:  The  vo 
atility  has  made  the  business  far  mor 
competitive.  Grouses  Neff:  "Ten  year 
ago  firms  had  long-standing  relation 
ships  with  clients.  That  has  disappearec 
and  it's  disconcerting.  It's  extraordinar 
how  hungry  and  greedy  some  firms  ar 
in  going  after  a  new  assignment." 

Competitive  "shoot-outs"  amon 
search  firms  for  business  ha\je  becom 
commonplace.  So  have  discounts  off  th< 
traditional  fee.  Yet  the  network  still  re 
mains  a  vital  part  of  getting  new  busi 
ness.  Many  search  firms  hire  headhunt 
ers  as  much  for  their  polish  an 
pedigree  as  for  their  connections.  In 
deed,  a  headhunter  often  has  to  know 
top  executive  or  a  board  member  just  tc 
be  invited  to  compete  for  an  assignment 
GOOD  timing.  Consider  how  Neff  got  the 
biggest  job  of  his  life.  Every  six  months 
for  nearly  three  years,  Tom  Hardy, 
Spencer  Stuart  associate  in  New  York, 
would  call  KKR  partner  Paul  E.  Raether, 
asking  to  meet.  Hardy  graduated  from 
Dartmouth's  Amos  Tuck  School  of  Busi 
ness  in  1972,  a  year  before  Raether.  For 
years,  however,  KKR  had  been  using  ri- 
val headhunter  George  W.  Peck  IV  of 
Canny,  Bowen  Inc.  When  Jerome  Kohl 
berg  Jr.  left  KKR  to  set  up  his  own  lever- 
aged buyout  firm  last  May,  he  took 
along  Peck  as  a  partner.  "Finally,  one  of 
Tom's  calls  just  happened  to  come  at  the 
right  time,"  recalls  Raether. 

The  conversation  led  to  a  meeting 
with  Henry  Kravis  in  his  ornate  office 
off  Central  Park.  Neff  was  introduced 
as  the  man  who  would  handle  kkr's 
business  if  Spencer  Stuart  got  it.  Im- 
pressed  by   Neff,    Kravis   gave   him   a 
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iOt.  His  first  KKR  assignment:  finding 
e  chief  administrative  officer  for 
ifeway  Stores  Inc.,  another  big  LBO 
jgineered  by  KKR.  Neff  recruited  Mike 
.  Pharr,  vice-chairman  of  Mervyn's,  a 
vision  of  Dayton  Hudson  Corp. 
Pleased  with  that  search,  Kravis  gave 
eff  the  RJR  Nabisco  assignment.  To 
•aw  up  the  "specs" — the  candidate's 
unifications — Neff  asked  Kravis  for 
s  opinions  on  an  initial  list  of  20  execu- 
tes, most  of  them  CEOs  of  other  compa- 
es.  Nell's  marching  orders  from  Kra- 
s  and  interim  RJR  Nabisco  Chairman  J. 
aul  Sticht  is  to  find  an  executive  with 
g-time  operating  experience.  Kravis 
cpects  to  sell  some  $6  billion  of  RJR 
■Disco's  food  assets  but  is  not  insisting 
lat  experience  in  divesting  assets  is  a 
ust.  "After  the  assets  are  sold  to  pay 
)wn  the  bank  debt,  our  objective  will 
]  to  grow  the  company,"  says  Raether. 
•5o  we're  not  looking  for  someone  to 
niplv  shrink  it  down." 


The  RJR  search  also  reflects 
headhunting's  changing  nature.  Kravis 
is  involving  Neff  in  ways  that  make  him 
more  like  a  consulting  professional  than 
a  headhunter.  Just  before  Christmas, 
Neff  trekked  to  the  ballroom  of  the 
Pierre  Hotel  to  attend  a  five-hour  pre- 
sentation by  RJR  officials  to  the  40  banks 
financing  the  $25  billion  LBO.  The  rea- 
son, says  Raether:  "We  want  Tom  to  be 
as  knowledgeable  as  possible  about  the 
company  so  he  can  go  through  all  this 
background  with  potential  candidates." 
inside  job.  Neff  also  was  asked  to  as- 
sess current  executives,  primarily  Vice- 
Chairman  Edward  A.  Horrigan  Jr.,  who 
heads  RJR's  tobacco  unit.  Horrigan  will 
be  matched  against  outside  talent  before 
a  final  choice  is  made.  While  Neff  is 
mum  on  outsiders,  others  list  Kraft  Inc. 
President  Michael  A.  Miles  and  Beecham 
Group  PLC  Chairman  Robert  P.  Bauman. 

Increasingly,  searches  involve  evaluat- 
ing inside  candidates.  Roche  of  Heidrick 


&  Struggles  says  that  one  of  every  five 
top-level  searches  now  requires  assess- 
ing executives  who  already  work  for  the 
client  company.  "An  outside  candidate 
has  to  be  dramatically  better,  because 
it's  too  big  a  move  to  make  for  marginal 
reasons,"  he  believes.  "There's  the  risk 
of  the  unknown  and  the  potential  for 
upsetting  the  morale." 

Whether  Kravis  and  Sticht  decide  to 
go  inside  or  outside,  Neff  will  collect  his 
fee.  "Look,  the  directors  of  RJR  Nabisco 
have  already  spent  an  enormous  amount 
on  investment  banking  and  legal  fees," 
says  one  cynical  colleague.  "They'll 
spend  a  record  fee  on  getting  a  guy  to 
run  it,  and  he'll  probably  hire  a  consul- 
tant for  a  record  fee  to  tell  him  what  to 
do.  And  you  know  the  result?  Kids  are 
going  to  spend  more  money  for  Oreo 
cookies."'  But  if  Neff  can  land  the  right 
executive,  whatever  he  gets  paid  will 
seem  like  a  bargain. 

By  John  A.  Byrne  in  New  York 


ON  NEFPS  LIST 
FOR  RJR  NABISCO? 


ROBERT  P.  BAUMAN   Chairman  of 

Britain's  Beecham  Group  At  57,  he  has 
big  time  experience,  including  a  stint  at 
General  foods  in  his  early  career 

M        1 


I 


EDWARD  R.  HORRIGAN  JR. 

Chairman  of  R.J.  Reynolds  Tobacco 
Horrigan,  59,  asked  to  be  considered 
for  the  top  job 
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MICHAEL  A.  MILES  President  of 
Kraft.  Miles,  49,  has  a  strong  record  in 
consumer  goods  Might  be  lured  by 
chance  to  run  his  own  show 
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J\now  how  much  it 
costs  to  add  highly  trained 
people  to  your  data 
networking  staff? 

Nothing." 


—Joe  Frizzell,  Manager 
AT&T  Data  Maintenance  Operation  and  Control  Center 
Dallas,Texas 
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"You  can  never  have  enough 
people  overseeing  your  company 
data  transmission.That's  the  theoit) 
behind  AT&T  Data  MOCCs  (Data 
Maintenance  Operation  and  Com 
Centers). Think  of  it  as  instantly 
having  an  additional  staff  of  high  | 
trained,  experienced  technicians 
working  to  hack  up  your  entire 
DATAPHONE®  II  network. 

Our  network  and  our  data  a|« 
munications  equipment  are  desig 
to  work  together  in  perfect  harmc 
—a  combination  of  quality  and  ac< 
racy  unmatched  in  the  business. 


Rrom  planning  to  installation, 
emote  network  monitoring  and 
|ubleshooting,  we're  always  there 
ia  MOCC  technicians  work  with 
u  on  a  regular  basis  tracking  down 
iblems,  arranging  for  repair,  giving 
u  total  end  to  end  support  to  help 
u  keep  your  network  performing 
wlessly  day  after  daj 

And  the  COSt?  It  w  hi  lease  or  rent 
,  &Tdata  communications  equip 
J  ant,  01  own  it  with  our  valid  service 
ntract,  adding  Data  MOCC  won't 
si  you  a  single  penn}  extra.  Not  a 
ddeal,  right?  And  it's  the  kind  ol 


service  you  couldn't  buy  from  another 
vendor  at  any  price.  Because  only 
AT&Toffersit. 

The  highest  quality  products  and 
the  highest  commitment  to  support- 
ing them.  If  you  think  Data  MOCC 
looks  like  a  pretty  good  deal, you're 
right.  And  just  think  of  how  good 
you'll  look  for  using  it." 

To  find  out  how  much  more  you 
gel  with  AT&T  DATAPHONE II  data 
communications  equipment,  see 
your  AT&T  v  count  Executive, your 
authorized  AT&T  Reseller,  or  call 
I  800  2471212,  ext.  717 


AT&T 

The  right  choice. 


IN- VITRO  FERTILIZATION  In  1987, 14,000 procedures  were 
performed,  involving  less  than  1%  of  the  nation's  infertile  couples. 
Each  attempt  costs  about  $5,500.  It's  only  15%  to  20%  effective  on 
the  first  try,  so  most  couples  go  back,  some  as  many  as  four  times 


ORGAN  TRANSPLANTS  From  1982  to  1987  more  than 
85,000  kidney,  heart,  liver,  and  combined  heart-lung  transplants 
were  performed.  Costs  range  from  $30,000  to  $40,000  for  a  kidney  a 
transplant  to  $135,000  to  $338,000  for  a  liver  transplant 


HIGH-TECH  HEALTH 

NEW  MEDICAL  TECHNOLOGIES  CAN  SAVE  LIVES— AT  A  PRICE.  AND  THAT  PRICE,  MA 


Strapping,  220-pound  Jack  Konvalin 
radiated  good  health.  He  didn't 
smoke  or  have  high  blood  pres- 
sure. He  exercised  regularly.  But  while 
chopping  wood  last  winter,  the  45-year- 
old  self-employed  contractor  from  Car- 
michael,  Calif.,  was  felled  by  a  massive 
coronary.  When  he  awoke  in  a  hospital 
bed,  he  was  told  half  of  his  heart  was 
destroyed. 

Although  Konvalin's  large  size  and 
the  scarcity  of  donor  hearts  made  him  a 
long  shot  at  best  for  a  heart  transplant, 
his  surgeon  decided  to  try.  To  keep  him 
alive,  he  hooked  Konvalin's  heart  to  two 
experimental  plastic  pumps  called  ven- 
tricular assist  devices,  or  VADs.  And  the 
wait  began.  Konvalin  told  visitors  to  the 
cardiac  intensive  care  unit  at  San  Fran- 
cisco's Pacific  Presbyterian  Medical  Cen- 
ter: "I  feel  like  a  prisoner  with  an  inde- 
terminate sentence." 

It  took  31  days,  and  finally  Konvalin 
got  a  new  heart.  But  that's  not  all  he 
got.  When  he  checked  out  of  the  hospi- 
tal, Konvalin  was  handed  a  bill  for 
$340,000.  Luckily,  Blue  Cross  had  agreed 
in  advance  to  pick  up  the  tab.  "I've  won 
the  lottery — more  or  less,"  he  said. 

Lottery  is  an  apt  analogy.  The  life  of 
Jack  Konvalin,  a  man  of  modest  means, 


was  saved  by  an  insurance  company's 
decision.  You  might  not  be  so  fortunate. 
If  current  trends  continue,  your  odds  of 
winning  any  such  lottery  will  become 
increasingly  slim. 

That's  because  such  potent  technol- 
ogies as  lifesaving  artificial  organs,  bio- 
tech  wonder  drugs,  custom 
cancer  treatments,  and  ex- 
otic fertility  procedures 
threaten  to  bankrupt  the 
health  care  system.  If  just 
half  the  potential  heart 
transplant  candidates  spent 
weeks  awaiting  a  trans- 
plant on  a  VAD  as  Konvalin 
did,  use  of  that  one  technol- 
ogy alone  would  add  bil- 
lions to  the  health  care  tab. 
Yet  the  vast  majority  would 
still  die  because  there 
aren't  enough  transplant- 
able hearts.  "Technological- 
ly, we  can  do  more  than  so- 
ciety is  capable  of  paying 
for,"  says  Stephen  H.  Ober,  president  of 
Iomed,  a  company  in  Salt  Lake  City  that 
makes  artificial  arms. 

Many  experts  believe  that  the  price  is 
already  too  high.  Despite  strenuous  ef- 
forts to  slow  the  escalation  of  health 


care  costs  in  the  early  1980s,  expenses 
are  again  spiraling  upward.  Last  year 
they  jumped  nearly  10%,  marking  yet 
another  year  when  medical  inflation  out- 
paced the  consumer  price  index.  Medical 
technologies  and  their  associated  costs 
account  for  more  than  50%  of  yearly 
cost  inflation,  according  to 
some  experts,  making  high- 
tech  medicine  high-cost 
medicine.  "The  development 
of  technology  is  more  im- 
portant than  anything  else 
in  the  escalating  share  of 
GNP  going  to  health  care," 
says  Charles  Baker,  a  pro- 
fessor at  the  School  of  Pub- 
lic Health  at  Northeastern 
University. 

facing  facts.  The  U.  S.  al- 
ready spends  a  greater 
share  of  its  gross  national 
product  on  health  care  than 
any  other  industrialized  na- 
tion. The  annual  health  care 
bill  now  exceeds  $500  billion  and  threat- 
ens to  represent  15%  of  GNP  by  the  end 
of  the  century.  That  could  damage  com- 
petitiveness as  the  U.  S.  devotes  more 
and  more  resources  to  taking  care  of 
itself.    "Every    percent    we    spend    on 
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ANCED  IMAGING  Magnetic  resonance  imaging  ma- 
•<  cosl  upwards  of  $1.5  million;  computer  tomography  scan- 
tart  at  $850,000  each.  Images  from  the  machines  cost  $450 
100,  compared  with  $60  for  a  conventional  X-ray 


LITHOTRIPTERS  Some  150  lithotripters  are  used  more  than 
500,000  times  each  year  to  break  up  kidney  stones.  The  procedure 
costs  about  $5,000  vs.  $10, 000  for  surgery,  but  total  costs  are  rising 
because  the  number  of  procedures  outpaces  operations 


/HO  WILL  PAY? 

v  ERTS  SAY,  IS  ALREADY  TOO  HIGH  FOR  SOCIETY  TO  BEAR 


jalth  care  we  can't  spend  on  something 
se — whether  it's  social  services,  invest- 
ents  in  plants  and  infrastructure,  or 
feD,"  says  Victor  R.  Fuchs,  a  Stanford 
niversity  economist. 
That  frustration  is  finally  leading 
lose  footing  America's  runaway  health 
ire  bill  to  say  it's  time  to  face  facts. 
We  have  to  make  some  very  difficult 
ecisions  about  the  appropriate  applica- 
on  of  high  technology  in  patient  care," 
iys  the  Reverend  John  J.  Golenski,  a 
asuit  priest  and  ethicist  to  the  nation's 
irgest  health  maintenance  organization, 
aiser  Permanente. 

The  collision  of  rising  costs  and  high- 
;ch  medicine  is  forcing  federal  and 
Late  governments,  insurers,  employers, 
ml  individuals  to  confront  a  disturbing 
uistion:  Who  will  have  access  to  the 
tunning  advances  of  medical  research? 
we  will  either  continue  to  provide  all 

ne  benefits  of  medicine  and  pay  a  rising 
ill,  or  deny  benefits,"  says  Dr.  William 
>.   Schwartz,   professor  of  medicine   at 

'ut'ts  I  m\ersity  and  a  health  care  policy 

nalyst. 

Having    swallowed    health-insurance 

remiimi    increases    of    20       to     111       m 

OmpanieS  are  shifting  more  costs 

ni->  employees  while  limiting  benefits. 


Many  small  companies  have  stopped  of- 
fering health  plans  to  their  employees, 
swelling  the  ranks  of  the  uninsured  to 
37  million.  And  while  dazzling  technol- 
ogy is  at  the  fingertips  of  most  doctors, 
the  basic  health  of  the  nation  is  declin- 
ing. Although  the  U.  S.  leads  the  world 
in  per-capita  health  care  outlays,  it  ranks 
a  lowly  19th  among  industrialized  na- 
tions in  infant  mortality. 

Meanwhile,  insurers  are  increasingly 
denying  payments  for  high-tech  treat- 
ment. In  the  past  year  some,  including 
Blue  Cross/Blue  Shield,  have  begun  to 
refuse  to  pay  for  chemotherapy  drugs 
unless  they  have  been  approved  for  the 
specific  type  of  cancer  by  the  Food  & 
Drug  Administration.  That  effectively 
rules  out  coverage  for  experimental 
drugs,  such  as  Interleukin-2,  which  now 
account  for  nearly  half  of  the  $128  mil- 
lion spent  each  year  on  cancer  treat- 
ments. "The  list  of  technologies  not  cov- 
ered will  grow  longer,"  predicts  Dr.  Carl 
J.  Schramm,  director  of  the  Health  In- 
surance Association  of  America. 

The  irony  is  that  researchers  and 
health  care  officials  alike  believed  that 
high  technology  would  he  a  powerful 
COSl  cutting  force.  But  if  the  past  decade 
Of   remarkable   progress    has    illustrated 


anything,  it's  that  with  few  exceptions, 
high-tech*  medicine  adds  costs. 

Take  a  procedure  called  percutaneous 
coronary  angioplasty.  It  was  introduced 
in  the  early  1980s  and  looked  as  if  it 
would  soon  replace  costly,  traumatic, 
and  dangerous  coronary-bypass  sur- 
gery— at  about  one-third  the  cost.  In- 
stead of  grafting  new7  arteries  onto  the 
heart,  a  catheter  is  snaked  through  ex- 
isting arteries  to  clean  plaque  out.  In 
1984  there  were  roughly  46,000  angio- 
plasty procedures  performed  and  200,000 
bypass  operations.  This  year  there  will 
be  250,000  angioplasties,  but  doctors  will 
also  execute  230,000  bypass  operations — 
at  a  cost  of  $6  billion. 
stubborn  faith.  What  happened?  An- 
gioplasty is  what  Nobel  laureate  Lewis 
Thomas,  president  emeritus  of  Memorial 
Sloan-Kettering  Cancer  Center  in  New- 
York,  calls  a  "halfway  technology,"  one 
that  is  beneficial  but  doesn't  cure.  In 
many  cases,  multiple  angioplasties  must 
be  performed,  sharply  lowering  the  cost 
advantage  over  a  bypass.  And  problems 
during  an  angioplasty  sometimes  lead  to 
the  need  for  an  emergency  bypass  any- 
way. Moreover,  some  surgeons  stub- 
bornly insist  on  performing  lucrative  by- 
pass   operations— perhaps    even    when 
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they  are  not  necessary.  A  1986  study 
found  that  fully  one-third  of  200,000  pa- 
tients who  underwent  bypass  surgery 
would  have  done  just  as  well  without  it. 

That's  true  with  other  treatments,  too. 
Last  year,  Rand  Corp.,  after  studying 
records  from  300,000  medicare  patients, 
found  that  in  four  major  procedures — 
coronary  angiography,  bypass  surgery, 
endoscopy,  and  opening  carotid  arter- 
ies— more  than  one-third  were  unneces- 
sary or  of  questionable  benefit.  That  and 
other  studies  have  led  the  think  tank  to 
conclude  that  20%,  or  $100  billion,  of  the 
money  spent  on  health  care  is  wasted, 
much  of  it  on  high-tech  medicine  that 
does  no  good. 

Doctors  contribute  to  the  problem. 
Some  admit  to  practicing  "defensive 
medicine" — ordering  too  many  tests  and 
performing  too  many  procedures  to 
ward  off  malpractice  suits.  But  since  the 
number  of  physicians  has  risen  40%  in 
the  last  12  years,  doctors  are  also  billing 
more  to  protect  their  incomes.  An  ex- 
ploding number  of  high-priced  specialists 
all  trained  to  use  technology  only  makes 
matters  worse. 

Weaning  the  U.  S.  from  its  obsession 
with  medical  technology  will  be  no  mean 
feat.  Tens  of  billions  of  dollars  are 
pumped  into  government  and  university 
research  each  year.  And  medical  technol- 
ogy, from  pharmaceutical  giants  to  tiny 
medical-equipment  startups,  has  that 
golden  glitter  on  Wall  Street. 

In  just  the  past  few  years  this  re- 
search effort  has  rolled  out  blockbuster 
heart-attack  drugs,  lithotripters  that  use 
sound  waves  to  break  up  kidney  stones 
inside  the  body,  surgical  lasers  that  can 
be  snaked  to  the  site  of  an  operation 


through  a  blood  vessel,  and  magnetic 
resonance  scanners  that  can  see  into  the 
body  as  never  before.  Now  doctors  are 
poised  for  the  experimental  implantation 
of  foreign  genes  in  human  cells,  possibly 
leading  to  cures  for  genetic  diseases. 

Who  wouldn't  want  such  treatments? 
Embedded  in  the  American  psyche,  and 
in  the  practice  of  medicine,  is  a  long- 
standing belief  that  access  to  the  best 
and  the  newest  is  a  right,  not  a  privi- 
lege. A  Harris  Poll  in  1987  found  that  9 
out  of  10  Americans  believe  everyone 
deserves  health  care  "as  good  as  a  mil- 
lionaire gets."  Americans  have  also  kept 
a  sometimes  blind  faith  that  whatever 
ails  you  can  be  remedied  with  some 
high-tech  fix.  So  they  have  not  empha- 
sized preventive  medicine. 
aging  population.  Every  life  prolonged 
only  adds  to  the  health  care  tab,  howev- 
er. "Medical  success  keeps  people  alive 
but  always  at  a  higher  cost,"  says  Dan- 
iel Callahan,  director  of  the  Hastings 
Center,  a  think  tank  that  deals  with 
medical  and  ethical  issues.  Today  prema- 
ture babies  weighing  just  one  pound  can 
survive,  when  10  years  ago  they  would 
have  died.  The  cost  of  that  care  ranges 
anywhere  from  $200,000  to  as  high  as  $1 
million  per  infant.  But  about  30%  of  the 


Typically,  we  rack  up  85%  of 
our  health  care  expenses  in 
the  last  two  years  of  life.  Those 
over  65 — 11%  of  the  popula- 
tion— consume  35%  of  health 
care  costs 


preemies  who  live  have  handicaps,  whi< 
require  additional  health  care  dollars 

The  combination  of  high-tech  medicii 
and  an  aging  population  is  a  potent  for 
for  escalating  costs.  On  average,  each 
us  racks  up  85%  of  our  health  care  e 
penses  in  the  last  two  years  of  life.  T 
day  those  over  65,  about  11%  of  the  po 
ulation,  consume  35%  of  all  health  ca: 
dollars.  By  2040  they  will  account  fi 
20%  of  the  population  and  use  an  eve 
greater  proportion  of  health  care  expe 
diture,  since  many  medical  technolog! 
are  aimed  at  prolonging  their  lives. 

Few  would  condemn  a  newborn  or  ri 
fuse  an  elderly  person  some  addition; 
years,  however.  So  dealing  with  th 
harsh  realities  of  health  care  ha 
spawned  what  one  medical  expert  call 
an  "outbreak  of  ethics  conferences. 
And  at  those  meetings  many  experts  ar 
uttering  what  until  recently  has  been  a 
almost  unspeakable  word:  rationing. 

Proposals  abound.  Some  health  car 
experts  suggest  placing  limits  on  care  t 
the  elderly,  because  many  of  the  techno 
ogy-intensive  treatments  offer  them  li 
tie   hope   of  improvement.   Still  other 
suggest  providing  less  care  if  a  patient' 
behavior  brings  on  an  illness.  Should 
smoker,  for  example,  be  on  the  sam 
footing  for  a  heart  transplant  as  a  per 
son  with  a  failing  heart  caused  by 
genetic  defect?  Or  should  a  chronic  alco 
holic  receive  a  liver  transplant  that  cai 
cost  as  much  as  $500,000?  Some  defen 
the  status  quo:  Allocate  health  care  acl 
cording  to  the  patient's  ability  or  th<l 
insurer's  willingness  to  pay. 

More  and  more  experts  are  arguing 
that  the  way  out  of  the  muddle  is  tc| 
control  the  availability  of  medical  tech 
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"In  life  as  in  skiing,  timing  is 

As  a  skier,  Jean-Claude  Killy 
left  a  record  that  has  yet  to  be 
eclipsed.  In  a  sport  now  dominated 
by  specialists,  Killy  is  the  last  man  to 
achieve  an  Olympic  Alpine  Sweep. 
At  Grenoble,  he  won  gold  medals  in 
downhill,  slalom  and  giant  slalom. 
And  his  great  success,  gained  by 
concentrating  more  on  speed  than 
form,  helped  create  a  modern  racing 
style  that  revolutionized  his  sport. 

Today,  the  same  boldness  that 
made  him  a  legendary  athlete  has 
propelled  his  rise  as  an  entrepreneur. 
"Business  to  me  is  just  another  kind 
of  race"  says  Killy,  who  hurls  himself 
at  financial  challenges  the  same 
way  he  once  attacked  a 
slalom  course. 


)) 


everythinj 

Jean  -Claude  Kilh 

His  success  in  the  ski-products  indus- 
try, and  his  acumen  as  a  consultant 
and  spokesperson  have  earned  him 
new  international  respect. 

In  fact,  Killy's  activities  are  so 
numerous  he  recently  became  a  heli- 
copter pilot  just  to  make  his  hectic 
rounds.  A  man  as  busy  as  Killy  makes 
critical  demands  on  his  timepiece. 
His  concern  for  performance  and 
ruggedness,  as  well  as  style, 
made  Rolex  his  choice. 
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nology  itself.  While  dozens  of  so-called 
technology-assessment  committees  al- 
ready are  attempting  to  evaluate  safety 
and  effectiveness,  some  experts  now 
want  cost-effectiveness  included  in  the 
equation,  which  would  weigh  the  relative 
merits  of- technologies.  Insists  Schwartz, 
the  Tufts  professor  of  medicine:  "Suc- 
cessful cost-containment  strategy  will  in- 
evitably focus  on  weighing  the  costs  and 
benefits  of  technologies." 

Yet  when  Oregon  legislators  tried  to 
do  just  that,  they  ran  into  a  political 
minefield.  In  1987  they  voted  to  withhold 
most  transplants  from  their  medicaid 
program  so  that  the  resources  could  be 
diverted  to  prenatal  counseling  and  care. 
It  made  sound  financial  sense:  Preven- 
tion dollars  are  typically  recouped  at 
least  3  to  1.  Emotions 
erupted  when  8-year-old 
Coby  Howard  needed  a  liv- 
er transplant.  He  became 
the  cause  celebre  of  the 
evening  news  for  months 
as  his  family  and  friends 
begged  for  money  before 
he  finally  died. 

Similarly,  Congress  last 
summer  overruled  a  Na- 
tional Institutes  of  Health 
recommendation  that  the 
artificial-heart  program 
should  be  scrapped.  Al- 
though progress  has  been 
torturously  slow,  and  the 
nation  has  already  spent 
$230  million  in  the  pursuit,  pork-barrel 
politics  intervened  and  saved  it,  critics 
charged.  Richard  D.  Lamm,  former  gov- 
ernor of  Colorado  and  a  leading  propo- 
nent of  rationing  high-tech  medical  care 
to  the  elderly,  fumes  at  the  ironies: 
"We're  denying  polio  and  flu  shots  to 
kids  for  exotic  things  like  Barney 
Clark's  artificial  heart." 

Or  consider  Massachusetts,  which  is 
plunging  ahead  with  ever-widening 
schemes  to  expand  health  care  coverage 
to  the  uninsured.  Earlier  this  year  it  in- 
furiated insurance  companies  by  passing 
a  law  mandating  hospital  reimburse- 
ments for  in-vitro  fertilization.  Although 
infertility  is  heart-rending,  the  total  cost 
of  the  procedure  can  be  high  as  $40,000. 
Predictably,  the  law  has  already 
spawned  half  a  dozen  clinics  that  hope  to 
profit  from  the  coverage. 
beating  the  system.  Historically,  the 
FDA  and  the  medicare  system  have  been 
the  gatekeepers  of  new  medical  technol- 
ogy. FDA-approved  drugs  have  been  rou- 
tinely embraced  by  government  and 
third-party  payers  and  never  evaluated 
on  the  basis  of  cost.  The  Health  Care 
Financing  Administration,  which  pays 
the  tab  for  more  than  40%  of  the  na- 
tion's health  bill  through  medicare,  de- 


termines what  access  most  older  Ameri- 
cans will  have  to  medical  technology. 
Medicare  policies  also  set  the  standard 
for  state  medicaid  reimbursements  for 
the  poor -and  for  private  insurers. 

The  system  changed  somewhat  during 
the  early  1980s.  Medicare  moved  to  a 
Diagnosis  Related  Group  (DRG)  reim- 
bursement system,  which  no  longer  paid 
every  bill  submitted.  Instead  it  based 
hospital  reimbursements  on  an  average 
cost  per  diagnosis,  regardless  of  the  pro- 
cedures provided,  the  tests  required,  or 
the  necessary  hospital  stay.  It  was  de- 
signed as  an  incentive  for  efficiency. 

An  elaborate  network  of  committees 
advises  medicare  about  its  reimburse- 
ments today.  And  there  are  signs  that 
concern  for  the  relative  cost  and  effec- 


Congress  has  rejected  a 
recommendation 
to  abandon  the  artificial- 
heart  program.  Some 
experts  argue  that  the 
millions  spent  on  such 
exotic  programs  would  be 
better  used  on  preventive 
medicine  for  the  young 


tiveness  of  alternative  therapies  is  be- 
ginning to  play  a  more  important  role  in 
the  process.  In  the  past,  admits  hcfa 
head  William  L.  Roper,  "we  have  not 
taken  cost-effectiveness  into  account, 
and  that's  something  we  need  to  start 
evaluating  much  more  carefully." 

Including  cost-effectiveness  in  technol- 
ogy assessment  is  a  growing  trend — but 
only  on  an  ad  hoc  basis.  Some  67  tech- 
nology-assessment groups  have  sprung 
up  to  evaluate  both  old  and  new  technol- 
ogies. A  few  of  these,  such  as  the  com- 
mittee within  the  American  Medical 
Assn.,  focus  purely  on  medical  evidence 
to  evaluate  the  safety  and  effectiveness 
of  certain  procedures,  then  publish  their 
findings.  Others,  such  as  that  of  insurer 
Blue  Shield  of  California,  rely  on  medical 
evidence — but  then  help  promote  or  dis- 
courage certain  procedures  or  tech- 
niques through  their  reimbursement  pol- 
icies. Evidence  that  modified  mastec- 
tomies were  just  as  effective  as  radical 
mastectomies  to  treat  breast  cancer 
prompted  Blue  Shield  to  withdraw  reim- 
bursements for  the  more  debilitating 
and  expensive  radical  procedure. 

But  these  early  attempts  at  bottom- 
line  technology  assessment  remain 
fraught  with  difficulties.  Strong,  central- 


ized technology  assessment  from  Was 
ington  is  opposed  by  groups  such  as  tl 
ama  and  the  Health  Industry  Manufa< 
turers  Assn.  Technology  assessmen 
with  its  potential  to  influence  medics 
practice,  to  many  doctors  is  anathem 
"The  doctor's  duty  is  not  to  the  thirc 
party  payer,  not  to  the  government,  no 
even  to  society.  It's  to  the  patient,"  ai 
gues  John  J.  Ring,  chairman  of  th 
board  of  the  AMA. 

Policymakers  are  clearly  squeamis 
about  some  of  the  questions  technolog 
assessment  raises.  The  HCFA's  Rope 
worries,  for  instance,  that  cost-benefi 
analysis  "gets  us  into  a  swamp  quicklj 
because  you're  talking  about  the  valu 
of  human  life."  So  only  ethicists  an 
economists  currently  seem  to  have  th 
stomach  for  debating  tha 
fiery  topic. 

MORE  plans.  Right  now 
extending  health  care 
high  on  the  national  ager 
da.  Last  year,  Congres 
agreed  to  a  catastrophic-il 
ness  insurance  plan  fo 
medicare  participants 
Now  there's  a  proposal  t 
fund  nursing-home  care 
And  a  half-dozen  plans  ari 
floating  around  Washing 
ton  to  provide  insuranci 
for  the  uninsured.  Th 
problem  is  they  do  little,  i 
anything,  to  curb  costs 
One  bill,  sponsored  by  Sen 
ator  Edward  M.  Kennedy  (D-Mass.) 
would  run  up  $27  billion  annually. 

Some  ethicists  worry  that  Congress 
eagerness  to  add  to  the  health  care  bil 
will  force  the  U.  S.  into  a  system  of  ra 
tioning.  "The  demands  on  the  healtl 
care  system  are  excessive  and  unrealis 
tic,"  declares  Hastings  Center's  Calk 
han.  "Medicine  can't  try  to  save  the  live; 
of  all  people,  because  the  cost  is  prohibi 
tive.  In  the  future  we  will  have  to  broad 
ly  ration  all  health  care  services." 

That  day  may  not  be  far  off.  Just  asl 
Jack  Konvalin.  Since  the  operation  h< 
has  racked  up  an  additional  $100,000  ir 
medical  bills  and  spends  many  hours 
each  week  grappling  with  lawyers,  in 
surance  agents,  and  bill  collectors  to  ge 
them  paid.  Blue  Cross  has  canceled  hi; 
policy,  and  the  HMO  he  joined  would  nev 
er  pay  for  a  repeat  performance  of  th< 
procedures  that  saved  his  life.  Bui 
armed  with  all  the  statistics  and  grin 
forecasts  you  can  find,  try  to  look  this 
proud  husband  and  father  in  the  eye  anc 
challenge  his  right  to  live.  That's  just  s 
glimpse  of  how  painful  the  choices 
ahead  will  be. 

By  Joan  O'C.  Hamilton  in  San  Francisco, 
Emily  T.  Smith  in  New  York,  Susan  Gar- 
land in  Washington,  and  bureau  reports 
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The  Panasonic  Boom:  the  next  generation  in  business 
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"You  know  what  realty  sold  me? 
That  I  dont  have  to  stay  in  the  office 
st  to  fax  something." 


You  want  a  fax  machine, 
after  all,  for  convenience. 

And  convenience  is  what 
thePanafax'UF-250by 
Panasonic*  is  all  about. 

The  UF-250  actually  sim- 
plifies your  work.  As  you  use  it, 
you'll  discover  that  autodial- 
ing,  polling,  delayed  and  relay 
transmission-among  other 
features-speed  operation. 
And  get  you  quickly  back  to  the 
business  at  hand... your  job. 

Text  or  graphics,  the  UF-250 
transmits  a  page  in  as  little  as  15 
seconds1.  There's  even  a  CCITT 
Error  Correction  Mode  to  com- 
mand a  transmitting  machine  to 
repeat  any  portion  that's  unclear 
due  to  telephone  line  distortion. 
Saving  you  both  time  and  the 
cost  of  re-transmission. 

All  this  convenience  comes 
in  an  18-pound  package  that 
requires  very  little  of  your  desk 
space.  Or  your  budget. 

The  Panafax  UF-250  Fac- 
simile by  Panasonic.  One  of 
many  ways  we're  making  our 
name  felt  around  the  office. 

For  more  information, 
call  toll-free  1-800-843-0080. 


1  Based  on  CCITT  Test  Chart  no.  1 
Panafax  is  a  wholly-owned  subsidiary  of  the 
Matsushita  Electric  Corporation  of  America 
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Office  Automation 


Copiers,  Typewriters,  Printers, 
Peripherals  and  Facsimiles. 
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LTERING  OUT  BLOOD  CLOTS 
[FORE  THEY  CAN  KILL 


Coursing    through    the 
heart  and  into  the  lungs, 

blood  clots  kill  one-third  of 
their  600,000  victims  each 
year.  Protective  treatment 
has  drawbacks:  Blood  thin- 
ners can  induce  bleeding, 
and  surgically  implanted 
blood  filters  are  expensive. 

Now,  Dr.  Morris  Simon,  a 
radiologist  at  Boston's  Beth 
Israel  Hospital,  may  have  a 
safer  and  easier  solution, 
has  patented  a  design  for  a  blood  filter  that  can  be  set 
thout  surgery  in  a  vein  to  trap  clots.  The  reason:  The  filter 
fashioned  from  metal  that  remembers  its  shape.  In  the 
30s,  Navy  space  physicists  discovered  that  wire  made  from  a 
xture  of  nickel  and  titanium — nitinol — holds  one  shape  at  a 
v  temperature  and  another  when  warmed. 
Simon  shaped  nitinol  wires  into  a  compact  bundle  that  fits 
atly  into  a  catheter  when  cooled  to  just  below  room  tempera- 
re.  But  when  slipped  into  place  in  one  of  the  larger  veins  and 
irmed  to  body  temperature,  the  nitinol  bundle  springs  into  a 
jshroom  shape  with  six  splayed  feet  to  hold  it  snugly  in 
ace.  Clinical  studies  have  shown  that  the  cap  catches  clots  en 
ute  to  the  heart  and  holds  them  until  they  dissolve  naturally 
ithin  a  few  weeks. 


/HAT'S  BLACK,  RED,  AND  CORDLESS? 

BATTERY-RUN  VACUUM  CLEANER 


rired  of  getting  your  feet  tangled  up  in  the  vacuum-cleaner 
cord?  Evidently,  lots  of  other  folks  are,  too.  So  around 
pril  or  May,  upscale  retailers  will  begin  offering  a  bright-red, 
11-size,  upright  sweeper  from  Eureka  Co.  Called  the  Freedom 
ac,  its  long  black  handle  looks  positively  naked  without  the 
ual  cord.  "Nobody  likes  to  vacuum,"  notes  Gilbert  L.  Dor- 
y,  president  of  the  Bloomington  (111.)  company.  "And  no 
atter  where  you  put  the  outlets  in  a  home,  they  always  seem 
end  up  behind  the  couch.  So  we  decided  to  make  things 
isier  and  faster  by  getting  rid  of  the  cord." 
There  is  a  short  cord  tucked  into  the  housing,  though,  for 
charging  the  battery.  The  12-volt  wet  cell — the  same  kind  of 
ittery  as  in  cars — lasts  only  for  about  30  minutes  of  sweep- 
g  and  takes  several  hours  to  recharge.  For  people  with  big 
imes,  the  vacuum's  design  makes  it  easy  to  switch  batteries, 
nipping  the  cord  will  set  you  back  about  $300. 


COMPUTER  THAT  SHOWS 
HE  DEAF  HOW  TO  SPEAK 


ign   language   takes  on  a  whole  new  meaning  for  deaf 
people  using  a  new  speech-therapy  system  developed  by 
atsushita   Electric   Industrial  Co.  The  computerized  system 

graphics  patterns  to  help  them  sir  how  to  pronounce 
onls  correct  h  To  practice  pitch  and  inflection,  for  instance, 
e  student  tries  1>\  lifting  and  lowering  his  or  her  voice  to 
ake  a   Pac  Man  type  character  eat   the  dots  in  a  wavy   line. 

ie  movemenl  of  the  eatr'em-up  character  is  controlled  by 

ignals  from  a  microphone  on  the  student's  throat. 


h 


Other  sensors  monitor  the  nose  and  breath  to  m«-a  ore  n; 
tones  and  expelled   air,   and   a   touch    ensitive  artificial   palate 
can  he  placed  in  the  mouth  to  deled  tO&gUS  I 
(lower    in    the    corner   of    the    10*661]    opens    up    and    Mo 
when   the  student   gets   it   right,"   says   Edward   A.   Cudahy, 
director  of  research  at  New  York's  Lexington  '''Titer  for  the 

Deaf,  where  two  of  the  $40,000  speech-training  systems  will 
undergo  a  year  of  testing.  Speech  scientists  at  City  University 
of  New  York's  Graduate  School  will  help  perfect  the  system's 
dictionary  of  English  sounds. 


SOON  GIANT  TV  SCREENS 

MAY  HAVE  YOU  GLUED  TO  THE  MALL 


At  Miami's  Joe  Robbie  Stadium,  giant  JumboTron  TV 
screens  let  Superbowl  fans  watch  instant  replays  of  the 
action  they  had  just  seen,  or  missed,  down  on  the  field.  Now, 
smaller  versions  of  these  outdoor  displays  are  headed  for 
stores  and  shopping  malls.  Sony  Corp.'s  new,  $500,000,  6-foot 
by  9-foot  indoor  screen  has  a  grid  of  picture  elements,  or 
pixels,  that  are  about  0.6  inch  square.  Each  pixel  contains  red, 
green,  and  blue  bars  that  glow  with  varying  intensities  to 
create  the  video  image. 

Executives  at  New  York's  fao  Schwarz  are  convinced  the 
indoor  JumboTron  system  installed  just  before  the  holiday 
season  helped  attract  shoppers  to  the  toy  emporium.  Although 
the  store  did  not  measure  the  increase  in  traffic,  officials  at 
Washington  (D.  C.)-based  Western  Development  Corp.,  which 
develops  promotions  and  operates  shopping  malls,  say  the  big 
video  displays  entice  shoppers  to  linger. 


SCIENTISTS  GET  A  3-D  LOOK 
AT  LIFE'S  BUILDING  BLOCKS 


To  the  untrained  eye  they're  not  much  more  interesting 
than  a  snapshot  of  the  Grand  Canyon.  But  to  molecular 
biologists,  photos  produced  recently  by  scientists  at  Lawrence 
Livermore  and  Lawrence  Berkeley  laboratories  are  master- 
pieces. They  provide  the  first  visual  confirmation  of  one 
of  the  20th  century's  landmark  discoveries — the  structure 
of  DNA. 

Using  a  scanning  tunneling  microscope,  which  creates  im- 
ages of  individual  atoms  by  tracing  the  surface  of  materials 
with  an  electrically  charged  stylus,  the  team  of  scientists 
captured  the  first  three-dimensional  look  at  the  structural 
features  of  a  strand  of  DNA.  The  photos  clearly  show  the 
double-helix  structure  described  by  James  D.  Watson  and 
Francis  H.  C.  Crick  35  years  a^o  at  Cambridge  University. 

So  far,  the  scanning  tunneling  microscope  has  been  used 
mainly  by  physicists  to  picture  the  atomic  structure  of  metals 
and  crystals.  Scientists  now  hope  to  turn  the  microscope's 
powers  on  protein  molecules,  which  fold  into  complex,  ti 
dimensional  shapes  that  are  critical  to  their  function.  In  a 
paper  in  the  journal  Science,  the  team  predicted  that  portraits 
of  proteins  would  prompt  a  "revolution  in  molecular  biology." 
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BONDHOLDERS  ARE  MAD  AS  HELL— AND 
THEY'RE  NOT  GOING  TO  TAKE  IT  ANYMORE 


As  deals  make  debt  riskier,  bond  investors  are  demanding  the  same  rights  as  stockholders 


ot  so  long  ago,  blue-chip  corpo- 
rate bonds  were  considered  ideal 
investments  for  widows  and  or- 
phans. These  days,  bonds  are  so  volatile 
that  even  sophisticated  pros  can  lose  bil- 
lions on  them — overnight.  It  can  happen 
whenever  a  company  gets  caught  up  in  a 
takeover  or  management-led  buyout. 
The  prospect  that  the  company  will  have 
to  take  on  more  debt  sends  its 
bond  prices  plummeting.  Look 
what  happened  last  fall  to  the  in- 
vestment-grade bonds  issued  by 
RJR  Nabisco  Inc.  Their  prices 
dropped  a  dizzying  20%  after  man- 
agement proposed  the  largest  LBO 
in  history. 

Now,  bondholders  are  fighting 
back.  Metropolitan  Life  Insurance 
Co.  and  Jefferson  Pilot  Life  Insur- 
ance Co.,  for  example,  have  filed  a 
potentially  far-reaching  suit  argu- 
ing that  rjr's  management  violat- 
ed its  fiduciary  responsibility  to 
existing  bondholders  by  initiating 
an  LBO.  Says  Met  Life  CEO  John  J. 
Creedon:  "We  had  a  relationship 
of  mutual  trust  and  fair  dealing, 
and  it's  not  right  to  take  action 
that  destroyed  the  value  of  the 
bonds."  Met  Life  faces  an  uphill 
battle.  Traditionally,  managers  are 
fiduciaries  only  for  their  stock- 
holders. With  bondholders,  they 
must  honor  only  the  specific 
terms,  or  covenants,  that  are  laid 
out  in  a  bond  contract. 
sharing  the  wealth.  Still,  bond- 
holders are  getting  tough  about 
enforcing  those  terms.  Levi 
Strauss  Associates  Inc.  recently 
ran  smack  into  the  new  militancy. 
It  went  private  in  a  $1.6  billion  LBO  in 
1985.  Late  last  year  management  want- 
ed to  change  the  terms  of  its  bond  cove- 
nants to  let  the  company  buy  back  7%  of 
the  stock  held  by  members  of  the  found- 
ing family.  The  managers  also  wanted 
the  freedom  to  pay  out  cash  dividends  to 
stockholders — the  sort  of  stuff  that  in- 
vestors routinely  approved  in  the  past. 

Not  this  time.  Bondholders  worried 
that  shareholders  would  siphon  off  pre- 
cious cash  today,  leaving  them  at  great- 
er risk  tomorrow.  Putnam  Management 


Co.,  a  huge  mutual  fund  operator,  lob- 
bied other  investors  to  unite  against  the 
covenant  changes.  Levi  Strauss  eventu- 
ally abandoned  its  dividend  proposal. 
Then,  to  win  bondholders'  consent  for 
the  proposed  stock  repurchase,  it  paid 
them  $17.50  per  $1,000  unit— a  total  of 
$4.8  million.  "If  your  borrower  says  he 
wants  a  new  relationship,  we  wantjto  be 


put  gives  investors  the  right  to  sell  th 
bonds  back  to  the  company  at  face  va' 
if  a  restructuring  lowers  their  rating 
less-than-investment  grade. 

The  influence  of  bondholders  on  U 
companies  is  bound  to  grow  for  one's; 
pie  reason:  Money  talks.  Increasing 
debt  is  replacing  equity  as  Americ 
risk  capital.  And  as  companies  levera 


reasonable,  but  we  want  to  be  compen- 
sated," says  Edward  D'Alelio,  a  senior 
portfolio  manager  at  Putnam.  Call  it  the 
new  quid  pro  quo:  We  share  the  risk,  we 
share  the  wealth. 

Bondholders  are  also  pushing  compa- 
nies to  issue  new  bonds  with  covenants 
that  limit  losses  in  any  future  restruc- 
turing. Already,  some  blue-chip  compa- 
nies have  offered  protection  against  a 
debt  meltdown.  Harris  Corp.,  Northwest 
Pipeline,  and  Grumman  Corp.  all  recent- 
ly issued  bonds  with  "poison  puts."  The 


themselves  more,  bondholders  are  gro 
ing  for  ways  to  control  the  risks  of  li  b 
ing  with  the  new  debt.  "Bondholders  ar  I 
going  to  want  a  say,  just  like  an  equit  p 
holder,"  says  a  Grumman  official. 
riskier  world.  Being  taken  seriously  i 
executive  suites  will  take  time,  thougl  |> 
After   all,    the   bondholder   backlash 
partly  a  belated  realization  that  it  was 
mistake  to  let  companies  get  rid  of  mos  '■ 
covenants  in  the  1970s.  With  strong  dt 
mand  from  mutual  funds,  pension  fundt! 
and  overseas  investors,  companies  coul 
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m-  management  freedom  with  -lightly 

Flier  coupon  rates.   Investors  were  68 

I    to  boOSl  short  term  returns  anyway, 

*VI  covenants  are  more  of  a  long-term 

i  rem  The  trade-oil'  made  sense  since 
nagers  and  creditors  shared  a  similar 

\  rldview.  Both  "liked  low  debt,  good 
dit  ratings,  and  low  insolvency  risk," 
■s  John  C.  Coffee  Jr.,  a  law  professor 
Columbia  University, 
rhey  agreed,  that  is,  until  deal  mania 
ept  the  country  and  broke  the  bond 

.  .ween  borrower  and  lender.  Managers 
ilized  they  could  lose  their  jobs  to  a 
der  if  they  didn't  work  their  balance 

\  jets  harder.  A  new  philosophy  of  debt 
ik  hold:  Untapped  borrowing  power, 
less  than  an  idle  factory,  is  wasteful. 
at  view  is  partly  behind  the  growth  in 
J  junk-bond  market  and  a  decline  in 
■porate  creditworthiness  (charts). 
In  this  riskier  world,  however,  tough- 
nJ ;  covenants  aren't  a  panacea.  A  good 


iwyer  and  a  determined  management 
an  almost  always  get  around  contract' 
IBguage  barriers.  And  many  companies 
/on't  willingly  limit  their  freedom  of  ac- 
ion.  "How  can  you  say  we  will  agree  to 
■J  at  par  when  there  might  be  an  op- 
'ortimit\  to  make  a  brilliant  acquisition 
ml    Bttffer    a    temporary    downgrade'.'" 

sks  Richard  K.  Goehz,  Seagram  Co.'a 
bief  financial  officer.  "It  ties  too  Be 

erely  the  hands  of  management." 

Hence  the  outbursl  of  litigation.  Bond 

tolders  are  asking  the  courts  to  make  it 


clear  that  any  shareholder  gain  in  a  n 

structuring  can't  come  at  bondholder  ex 
pense.  Mut  .nine  lawyers  are  skeptical 
that  the  -Viet  Life  suit,  for  one,  will 
Ceed  After  all,  the  giant  insurers'  pro- 
fessional money  managers  are  hardly 
neophytes.  They  were  well  aware  of  the 
risks  that  LBOS  posed  for  bonds — includ- 
ing RJR's — and  bought  them  anyway. 
Yet  creditors  are  getting  some  support 
among  corporate  borrowers.  Consider 
ITT  Corp.,  which  has  about  $6  billion  in 
stock  and  about  $2.2  billion  in  bonds  out- 
standing. "For  me  to  say  that  I  have  no 
obligation  for  that  $2.2  billion  I  think  is 
sick,"  says  Chairman  Rand  V.  Araskog. 
new  yardsticks.  Few  institutional  in- 
vestors would  disagree,  but  they  can't 
afford  to  step  fully  into  the  bondholder 
camp.  For  every  dollar  that  corporate 
restructurings  lopped  off  its  investment- 
grade  bond  portfolio  last  year,  Pruden- 
tial Insurance  Co.  enjoyed  $1.75  in  gains 
on  those  companies'  shares.  Even  Met 
Life,  which  lost  $40  million  on  its  RJR 
bonds,  made  more  than  $20  million  on  its 
RJR  stock.  Institutional  investors  are  still 
grappling  with  the  investment  implica- 
tions of  deal  mania. 

Some  fixed-income  investors  just  say 
no.  Pacific  Investment  Management  Co., 
with  $18  billion  in  bonds  of  all  sorts, 
hasn't  bought  an  industrial-company 
debt  issue  in  almost  three  years.  Others, 
such  as  T.  Rowe  Price  Associates  Inc., 
are  changing  their  modus  operandi. 
When  the  mutual  fund's  managers  con- 
sider buying  investment-grade  bonds, 
they  no  longer  just  look  at  a  company's 
credit  rating  and  traditional  financial 
strength  yardsticks.  The  fund  now  uses 
the  expertise  of  its  junk-bond  analysts 
and  equity  analysts  to  study  whether 
the  company  is  a  potential  restructuring 
candidate. 

Understanding  these  risks  is  helpful. 
So  is  flexing  some  economic  muscle. 
Campeau  Corp.,  for  instance,  needed  to 
raise  $1.15  billion  to  help  pay  for  its 
acquisition  of  Federated  Department 
Stores  Inc.  last  year.  When  Campeau 
offered  junk  bonds  yielding  an  average 
of  14'a,  investors  turned  up  their  noses. 
Campeau  ended  up  slashing  the  amount 
to  $750  million  and  sweetened  the  rate 
on  some  of  the  bonds  to  17%. 
collision  course?  One  consequence  of 
such  high-risk  bonds  is  that  the  distinc- 
tion between  debt  and  equity  is  eroding. 
Many  junk  bonds  are  really  "quasi  equi- 
ty," says  a  money  manager.  This  be- 
comes clear  when  a  company  gets  into 
trouble.  Storage  Technology  Corp.  filed 
for  Chapter  11  bankruptcy  protection  on 
Halloween,  1984.  When  it  came  out  of 
Chapter  11  in  1987,  bondholders  were 
paid  off  not  only  with  cash  and  new 
bonds,  but  also  with  enough  equity  to 
make  them  one-third  owners. 

These  days,  more  than  ever,  bondhold- 
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ers'  fortunes  are  tied  to  a  company's 
performance.  That  can  put  creditors  on  a 
collision  course  with  stockholders  and 
managers — especially  when  managers 
go  for  quick,  short-term  gains.  So  far, 
when  these  powerful  interests  clash, 
debt  owners  have  often  been  the  losers. 
Hut  don't  count  them  out.  They  are  only 
beginning  to  flex  their  economic  muscle. 

By  Christopher  Farrell  with  /.<< 
thans  in  Xrtr  York,  Joan  O'C.  Hamilton  in 
Son  Francisco.  Leslie  Helm  in  Boston,  and 
bureau  reports 
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No  matter 

how  powerful 

your  PC  gets, 

it  will  never  be 

powerful  enough. 


uli 

W 


SDSDQSD 


\y  conventional  standards, 
/s  IX  is  arc  extremely  powerful. 
oard  processors  operate  at  light- 
speeds  Memory  capacity  has 
expanded  beyond  what  was 
ghl  possible.  And  with  every  new 
el  introduced,  more  power  comes 
C  desk. 

More  and  more,  however,  experts 
;  that  the-  key  to  success  in  the 
I's  is  not  what  you  can  do  at  your 
It's  what  you  can  do  from  your 
Standalone,  unconnected  com- 
•rs,  no  matter  how  powerful,  are 
.he  solution.  For  true  power  and 
-tiveness,  every  PC  and  every 
latation  must  be  fully  integrated 
i  all  parts  of  the  organization. 
This  kind  oi  thinking  has  always 
jacterized  Digital's  approach  to 
iputing.  Our  pioneering  of  depart  - 
ital  distributed  computing,  our 
ership  in  networking  and  our 


I  li. unpinning  ol  industry  -wide  si;tn 
daids  have  just  one  purpose.  To  get 
computers  t<>  work  together  the  way 
people  do.  That's  been  the  basis  of 

our  success— and  oi  out  customers' 

success,  as  well. 

And  now  we  extend  the  proven 
superiority  ol  computer  integration  to 
a  whole  new  level.  The  desk. 

With  the  introduction  of  our  new 
workstations,  PCs  and  DEC  ^windows'" 
software,  the  power  oi  total  desk- 
top integration  can  be  put  to  work 
throughout  the  entire  organization. 

It  means  everyone  can  now 
have  full  access  to  all  the  computing 
resources  of  the  organization  and  can 
work  with  any  information  they  need. 
Regardless  of  where  it's  located  on  the 
network.  Regardless  of  operating 
system- VMS,"  UNIX8  or  MS-DOS® 


Instead  <>l  being  able  to  do  whal 

they've  always  done,  faster,  they  now 
have  the  power  to  do  mote.  iTiis 

ability  to  share  information  and 

resources  allows  everyone  to  work 

together  and  makes  them  more  effec- 
tive contributors. 

What  our  approach  also  means 
to  the  organization  is  that  the  PC  and 
PC  applications  investments  you've 
already  made  do  not  become  obsolete. 
By  including  both  the  past  and  the 
future,  we  offer  you  a  flexible,  stable 
way  to  cope  with  change. 

Experts  agree  that  total  integration 
is  the  only  way  companies  can  have 
a  competitive  advantage  into  the 
1990s.  And  you  can  get  a  head  start. 

Because  Digital  has  it  now. 

To  learn  more,  write  to  Digital 
Digital  Equipment  Corporation, 
Desktop  Products  (ZC),  MK01/W83, 
Continental  Boulevard,  Merrimack, 
NH  03054-9987. 
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WHY  WASHINGTON  MAY  NOT 
LAY  A  GLOVE  ON  LBOs 


Almost  every  possible  reform  faces  tough  political  obstacles 


For  months  suspense  has  been  build- 
ing about  what  Washington  might  do 
to  turn  back  the  tide  of  takeovers, 
mergers,  and  leveraged  buyouts.  Finally, 
top  Bush  Administration  officials  and  con- 
gressional leaders  have  taken  their  first 
hard  look  at  the  stormy  issue.  And  despite 
their  desire  to  do  quite  a  lot,  it  looks  as 
though  they  won't  do  much  at  all. 

In  testimony  before  the  Senate  Finance 
Committee  on  Jan.  24,  Treasury  Secretary 
Nicholas  F.  Brady  dipped  his  toe  in  the  lbo 
waters  but  found  the  surf  too  chilly  to 
jump  in.  He  fretted  about  the  proliferation 
of  debt-financed  mergers — but  he  couldn't 
say  what,  if  anything,  should  be  done 
about  it.  "We  really  don't  have  a  solution," 
Brady  told  the  panel.  Instead,  he  urged  the 
financial  "gladiators"  who  have  been  driv- 
en by  short-term  profits  to  "solve  the  prob- 
lem themselves." 

half-measures.  Actually,  Brady  does 
have  a  solution — or  at  least  a  wish.  He 
would  love  to  encourage  equity  financing 
by  eliminating  the  double  taxation  of  cor- 
porate dividends.  Trouble  is,  that  would 
cost  the  Treasury  at  least 
$20  billion  a  year,  a  sum 
that  no  one  in  Congress 
or  the  Administration 
dares  add  to  the  deficit. 

That  leaves  Brady 
looking  at  half-measures. 
So  Treasury  is  studying 
milder  ways  to  reduce 
the  deduction  that  corpo- 
rations take  for  the  inter- 
est they  pay  on  debt.  One 
possibility:  curbing  de- 
ductions for  interest  paid  on  high-yield, 
subordinated  debt — otherwise  known  as 
junk  bonds.  The  extra  revenue  would  allow 
companies  to  deduct  a  modest  amount  of 
the  dividends  they  pay.  But  Brady  says  he 
won't  have  any  formal  proposals  for  sever- 
al months.  And  for  now,  he  seems  to  be  in 
no  hurry. 

Federal  Reserve  Board  Chairman  Alan 
Greenspan,  like  Brady,  is  worried  about 
the  explosion  of  leverage  in  the  financial 
system.  But  the  Fed  Chairman,  too,  is  be- 
ing typically  cautious.  "It's  not  a  simple 
black-and-white  issue,"  Greenspan  told  the 
House  Banking  Committee.  "Nor  is  it  an  is- 
sue that  we  can  address  through  the  tax 
system." 


Even  lawmakers  are  treading  carefully 
through  the  LBO  minefield.  Many  worry 
that  a  recession  could  sink  some  big  debt- 
burdened  companies,  which  would  lay  off 
workers  and  then  rush  to  Capitol  Hill  in 
search  of  bailouts.  The  politicians  are  well 
aware  of  the  problems  that  easy  solutions 
can  create.  Senate  Finance  Chairman  Lloyd 
Bentsen  (D-Tex.)  calls  the  explosion  of  debt 


ment  didn't  want  still  more  pressure  fri 
stockholders  for  higher  dividends. 

These  economic  and  political  proble 
have  many  lawmakers  skeptical  about : 
jor  tax  changes.  Some  question  whether! 
strictions  on  LBO  financing  would  end  [ 
insulating  entrenched  management  frl 
the  discipline  of  the  markets.  Says  Sena!J 
Bob  Packwood  (R-Ore.),  the  senior 
member  of  the  finance  panel:  "We  doj 
want  to  build  the  equivalent  of  acader 
tenure  for  corporate  managers." 
fair  shake.  While  Washington  seems  I 
no  hurry  to  rewrite  the  tax  law  to  curb  c 
porate  debt,  financial  market  regulate 
seem  more  inclined  to  move.  Greensp  - 
has  warned  banks,  which  are  gobbling 
high-yield  bonds  at  a  record  pace,  to  ma 
sure  the  deals  are  creditworthy.  Treasu 
also  is  watching  banks  closely.  Current 
LBO  loans  make  up  about  10%  of  comrn* 


'WE  DON'T 

WANT  A  CURE  THAT 

IS  WORSE  THAN 

THE  DISEASE'  OF  HIGH 

CORPORATE  DEBT 


SENATOR  LLOYD  BENTSEN  (D-TEX.) 

Chairman,  Senate  Finance  Committee 


"troubling"  and  says:  "I 
would  like  to  find  a  way 
to  cool  it."  But  he  quickly 
adds:  "We  don't  want  a 
cure  that  is  worse  than 
the  disease." 

A  restriction  on  inter- 
est deductions,  for  in- 
stance, would  place  American  acquirers  at 
a  competitive  disadvantage  with  investors 
from  abroad,  who  would  still  be  able  to 
write  off  100%  of  their  interest  costs  on  the 
taxes  they  pay  at  home.  And  there  is  an 
emerging  political  problem  as  well:  A  num- 
ber of  corporate  executives,  including 
those  whose  companies  recently  took  on 
new  debt  loads,  will  fight  vigorously  to 
preserve  the  interest  deduction. 

In  addition,  it  is  by  no  means  certain  that 
business  would  favor  ending  the  double 
taxation  of  dividends.  In  1984,  Treasury 
proposed  a  partial  write-off  for  dividend 
payments,  but  the  idea  was  discarded  after 
a  fire  storm  of  protest  from,  of  all  people, 
business  lobbyists.  A  key  reason:  Manage- 


cial  bank  loan  portfolios — and,  Brady  sai  1 
in  testimony,  "I  wouldn't  want  to  see  i  » 
at  25%." 

The  Securities  &  Exchange  Commissio  i 
also  may  crack  down  on  some  LBO  prac  t 
tices.  Chairman  David  S.  Ruder  says  tha  h 
his  agency  is  most  concerned  that  share  I 
holders  get  a  fair  shake  in  management  I 
sponsored  buyouts.  Ruder  told  the  Finana 
Committee  that  the  SEC  is  thinking  of  re  I 
quiring  additional  disclosure  for  deal;  I 
where  outsiders  acquire  a  company  whik  I 
retaining  existing  management.  He  addec  : 
that  the  SEC  will  look  closely  at  the  use  o:  I 
so-called  fairness  opinions,  where  invest  '. 
ment  bankers  assert  that  an  offering  pri«  | 
in  a  takeover  is  fair  to  shareholders. 

But  Ruder,  like  Brady  and  Greenspan 
will  look  before  he  leaps.  And  as  long  as  al 
of  them  counsel  caution,  Congress  is  likely  S 
to  fuss  and  fume  about  merger  mania 
but  not  do  anything  that  really  makes 
waves. 

By  Howard  Gleckman,  unth  Mike  McNa 
mee  in  Washington 
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HAT  DID  BOSTON  CO.  KNOW 
D  WHEN  DID  IT  KNOW  IT? 


estions  of  executive  responsibility  and  motivation  linger 


A  s  scandals  go,  the  Boston  Co.  fi- 
m  nancial  imbroglio  seemed  merci- 
^L\  fully  brief.  On  Jan.  20,  four 
iks  after  parent  Shearson  Lehman 
ton  Inc.  announced  a  probe  of  ac- 
nting  "errors"  at  the  subsidiary,  the 
peared  to  be  well  in  hand.  Bos- 
Co.  glumly  announced  that 
8  earnings  had  been  overstated 
inllion — and  that  James  N. 


■    i 


Germeten,    president   since 

■  3,  had  been  fired  for  "failure  to 

I  t  the  standards  of  managerial 

■formance  expected  by  the  [Bos- 

I  Co.]  board." 

■ihearson  cleaned  house  swiftly, 
Bepting  the  resignations  of  Chief 
%ancial  Officer  Joseph  F.  Murphy 
1  Senior  Vice-President  Michael 
Walsh,  and  installing  George  W. 
illips,  Boston  Co.'s  chairman,  as 
).  "Prompt  action  has  been  tak- 
both  to  restore  the  integrity  of 
•  financial  statements  and  with 
pect  to  management  account- 
lity,"  Phillips  said  in  a  statment. 

I"  t  troubles  may  be  just  beginning 
•  this  genteel  old-line  bank  that 
'forms  money-management  and 
:k-office  services  for  institution- 
investors  and  consumer  lending, 
lestions  linger  oyer  the  extent  to 
^lich  accounting  abuses  were  con- 
sul ned  by  Boston  Co.  management 
|d   encouraged   by   Shearson's 
trst  for  profits. 

vSH  cow.  Boston  Co.  has  been  a 

ir    performer   since    it   was    ac- 

ired  by  Shearson  in  1981.  With 

■4  out  $130  million  to  $150  million  in 

erating  profits,  the  unit  account- 

for  nearly  half  of  Shearson's 

*v  total,  and  the  firm  is  a  leading 

ayer  in  the  lucrative  business  of 

'ministering  pension  funds,  mutu- 

funds,  and  trusts.  Over  the  past 

v\  years,  Boston  Co.  has  become 

top  money  manager,  with  $36  bil-   I 

in    now    under   management.   Adminis- 

ied  assets,  $10  billion  in  1981,  rose  to 

Nl    billion   as   of   NOV.   80.    If  nothing 
te  scandal  casts  a  shadow  on  the 

Mil's  managerial  acumen. 

UP,  at   least,  the  conipan\  's  clients 

•e    holding    firm.    "As    far    as    internal 

tokkeeping  goes,  if  it's  not  illegal,  it's 

>t    a    concern    to    us,"    sa\s    Basil    J. 

ehwan,  assistant  executive  officer  of 


the  $47  billion  California  Public  Employ- 
ees Retirement  System,  Boston  Co.'s 
largest  client.  But  customer  loyalty 
could  collapse  if  illegal  activities  are  un- 
covered. The  Securities  &  Exchange 
Commission  won't  say  if  it  is  conducting 
an  inquiry  into  the  Boston  Co.  affair,  but 


■  JAMES  N.  VON  GERMETEN  WAS 
FIRED  AS  PRESIDENT  OF  SHEARSON'S 
BOSTON  CO.  AFTER  MAJOR 
ACCOUNTING  ABUSES  WERE  FOUND 


SEC  Regional  Administrator  Douglas 
Scarff  says:  "You  should  assume  this  is 
a  matter  we're  monitoring  closely."  The 
Boston  Co.  has  said  it  doesn't  believe 
any  laws  were  broken. 

One  unresolved  question  is  whether 

Boston  Co.  dallied  too  long  after  tin 

counting  improprieties  were  uncovered. 

Shearson  admits  that  Boston  Co.'s  con- 
troller, Irene  C.  Aronin,  discovered  some 


of  the  problematic  accounting,  mi 
improper  deferral  of  expen  <■  ,  in  0 
her   Aronin  raised  the  erro 
uperior  ,    according    to    a     ouro 

Shearson.  Vet  the  issue  did  not  come  to 
the  attention  of  Boston  Co.  directoi 
Shearson  until  at  leasl  a  month  I. 
Shearson  offers  no  reason  for  the  delay. 
"There'.-,     no     satisfacl  for 

something    like    that,"    Bpokesman    Mi- 
chael O'Neill  'one, 

Another  troubling  issue  is  executive 
responsibility — and  motivation.  Some  cli- 
ents and  Shearson  insiders  believe  Boj 
ton  Co.  felt  compelled  by  Shearson  to 
produce  extraordinary  results  at  a  time 
when  most  other  units  of  Shearson,  an 
American  Express  Co.  subsidiary,  were 
struggling.  During  the  probe,  says  one 
Shearson  source,  Murphy  and 
Walsh  "claimed  that  they  were  un- 
der tremendous  pressure  from  von 
Germeten.  Von  Germeten  claimed 
he  was  under  tremendous  pressure 
from  Phillips,"  who  is  also  Shear- 
son's  vice-chairman. 
'witch  hunt?  While  it  has  not  ap- 
portioned responsibility  among 
Boston  Co.  executives,  Shearson 
has  made  clear  its  displeasure  with 
von  Germeten — who  apparently  an- 
tagonized his  bosses  by  not  leaving 
quietly.  He  refused  to  resign  as  re- 
quested. Instead,  he  demanded  a 
hearing  that  ultimately  led  to  his 
dismissal.  Von  Germeten,  who  did 
not  return  calls  to  his  home,  is  said 
to  have  called  the  investigation  of 
accounting  practices  a  "witch 
hunt"  motivated  by  personal  ani- 
mus'toward  him  and  is  believed  to 
be  weighing  legal  action  against 
his  former  employer. 

Apparently  von  Germeten's  abra- 
siveness  would  not  have  won  him 
any  popularity  contests  among  his 
colleagues  at  Boston  Co. — or  so 
Shearson  executives  say  privately. 
One  source  insists  that  von  Germe- 
ten "lost  the  respect  and  support  of 
the  people  in  Boston,"  and  other 
Shearson  executives  say  that  com- 
plaints from  Boston  Co.  executives 
led  to  the  creation  of  an  "office  of 
the  chairman,"  a  move  that  forced 
von  Germeten  to  share  control  of 
the  company  with  Phillips  and  V 
Chairman  William  J.  Nutt.  The  ex- 
ecutive-suite shuffle  took  place  on 
Nov.  18,  a  month  after  the  account- 
ing scandal  was  exposed,  but  Shearson 
denies  that  it  was  reacting  to  the  ac- 
counting improprie: 

Now,  says  Shearson  President  Jeffrey 
Lane,  there  are  "a  lot  of  people  happy 
that  George  [Phillips]  is  back."  Peri 
But  so  long  as  a  cloud  hang.-  over 
ton  Co.,  celebrations  will  be  premature. 
By  Keith  H.  Hammonds  it  ^th 

Jon  Friedman  in  New  ) 
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BY  GENE  G.  MARCIAL 


A  DRUG  WHOLESALER 
THAT  LOOKS  AS  IF 
IT'S  OH  STEROIDS 


ergen  Brunswig  stock  was  a 
.stellar  performer  in  1988,  gain- 
ing 50%  for  the  year.  And  1989 
could  turn  out  to  be  even  better.  Al- 
ready its  Class  A  shares  have  hit  an 
all-time  high  of  26,  up  a  nifty  15%  so 
far  this  year. 

Sales  at  Bergen  Brunswig,  the  na- 
tion's second-largest  wholesaler  of 
pharmaceuticals  and  health  care  prod- 
ucts, have  more  than  doubled  since 
1984  and  are  expected  to  reach  $3.9 
billion  by  the  end  of  this  year.  Some 
analysts  expect  earnings,  which  fatten- 
ed from  87$  a  share  in  1987  to  $1.78  in 
the  year  ended  Aug.  31,  1988,  to  jump 
to  $2.60  a  share  in  fiscal  1989. 

But  that  isn't  all  that's  behind  the 
recent  percolation.  The  smart  money  is 
being  drawn  to  Bergen  by  the  recapi- 
talization proposed  recently  by  Chair- 
man Emil  Martini  Jr.  and  his  brother, 
Robert,  the  company's  president.  Sev- 
eral money  runners  are  betting  that 
shareholders  will  defeat  the  much-op- 
posed recap  at  the  annual  meeting  on 
Jan.  31.  That,  they  say,  would  lead  the 
Martini  brothers  to  sell  the  company. 

The  Martinis  now  control  Bergen 
through  their  97%  ownership  of  the 
Class  B  shares.  Holders  of  Class  B 
shares  elect  a  majority  of  the  board. 
Bergen  also  has  18  million  Class  A 
shares  that  don't  have  such  voting 
powers.  But  the  Martinis  are  now  will- 
ing, under  the  recap  plan,  to  eliminate 
the  Class  B  stock.  They  want  to  ex- 
change their  377,000  Class  B  shares  for 
an  equal  number  of  voting  Class  C 
shares,  which  will  automatically  con- 
vert to  Class  A  shares  after  five  years. 
sweet  deal.  For  turning  in  their  Class 
B  shares,  the  Martinis  get  an  addition- 
al 3.3  million  Class  A  shares.  The  re- 
sult: The  brothers  lose  their  controlling 
voting  power  but  end  up  with  18%  of 
Bergen  vs.  the  3.5%  that  they  now 
hold.  The  Martinis  stand  to  make  a 
bundle  from  the  recap.  Their  Class  B 
shares  are  currently  worth  $8.3  million, 
and  the  plan  has  them  receiving  Class 
A  shares  worth  $88  million. 

A  "no"  vote  by  shareholders,  say  the 
money  runners,  will  force  the  Martinis 
to  agree  to  a  quick  sale.  That  could 
come  in  the  form  of  a  takeover  or  a 
leveraged  buyout  by  an  outside  group 
or  another  company.  In  any  such  deal, 


BERGEN  BRUNSWIG 
IS  FORGING  AHEAD 
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the  widely  held  Class  A  shares  will  be 
worth  $50  a  share. 

There  is  a  remote  possibility  that 
shareholders  will  approve  the  Martini 
proposal.  Even  so,  the  stock  is  a  bar- 
gain, says  a  big  investor.  "We  had 
loaded  up  on  Bergen  shares  because  of 
the  strong  earnings  growth  that  they 
have  demonstrated,"  says  James 
Awad,  president  of  BMI  Capital.  Any 
deal  that  comes  from  the  recap  battle 
"will  just  be  a  big  bonus,"  he  adds. 


A  PLACE  TO  BE 
BULLISH  OH  BULLIOH 


Although  the  stock  market  has 
recovered  all  that  it  lost  in  the 
1987  crash,  gold  stocks  have 
been  the  outcasts  of  Wall  Street.  With 
the  price  of  bullion  on  a  downswing, 
gold  shares  have  fallen  about  15% 
from  their  postcrash  highs.  So  why  are 
some  big  investors  buying  into  gold 
producer  American  Barrick  Resources? 

The  stock,  which  tumbled  from  20  in 
July  to  15  in  mid-September,  has  since 
rebounded.  One  reason  is  that  despite 
the  lackluster  outlook  for  gold  prices, 
Barrick's  earnings  could  increase 
strongly.  The  company,  which  now  pro- 
duces about  100,000  ounces  of  gold  a 
year,  expects  to  boost  annual  output  to 
900,000  ounces  by  1992  and  to  more 
than  1  million  ounces  in  1996. 

"By  then  American  Barrick  will 
emerge  as  one  of  the  world's  biggest 
gold  producers,"  says  Executive  Vice- 
President  and  Chief  Financial  Officer 
Jeremy  Garbutt.  The  big  push  will 
come  from  its  newly  acquired  Gold- 
strike  property  in  Nevada,  where  Bar- 
rick plans  to  spend  $365  million  to  mine 


I 


reserves.   Barrick  expects  to  reco\| 
10.4  million  ounces  of  Goldstrike's  tot! 
reserves  of  16  million  ounces  at  an 
erage  cost  of  $195  an  ounce. 

Garbutt  explains  that  if  gold  ave 
ages  $400  an  ounce,  Barrick's  earnind 
will  rise  at  an  annual  rate  of  35%  fJ 
the  next  five  years.  And  even  if  gol 
falls  to  $350  an  ounce,  earnings  wl 
still  increase  by  30%  annually,  he  ej 
plains,  because  of  Goldstrike's  increa 
ing  production.  The  company  ala 
hedges  future  production  to  reduc! 
risk  from  plunging  gold  prices. 

"Barrick's  cash  production  cost 
$240  an  ounce  affords  the  compar 
generous  operating  margins,"  says  Li 
cille  Palermo,  a  gold  analyst  at  Drex| 
Burnham  Lambert.  And  the  company) 
balance  sheet  is  sound,  she  adds.  Cor 
bined  with  its  gold-price  hedging  plaJ 
says  Palermo,  Barrick  has  the  "beg 
outlook  of  any  company  we  know 
should  gold  prices  flounder." 


HOMEBUILDER  FOR 
SALE.  HEEDS  WORK 


ost  analysts  are  warning  cl 
j  ents  not  to  be  tempted  by  th 
I  steadily  rising  shares  of  Ger 
eral  Development,  which  is  facing  seA 
eral  lawsuts  over  its  method  of  ar 
praising  land.  Yet  the  stock  of  th 
Florida-based  homebuilder  and  Ian 
and  community  developer  has  bee 
marching  upward  anyway,  climbin] 
about  25%,  to  15,  so  far  this  year. 

The  lawsuits  may  have  discourage 
analysts,  but  raiders  sure  haven't  bee 
put  off.  Last  August,  General  Develop 
ment  rejected  a  merger  offer  from 
group  led  by  Metropolitan  Consolidate* 
Industries,  a  real  estate  investmen 
company.  The  group  recently  obtaine< 
government  approval  to  raise  its  8.2? 
stake  in  General  Development  to  15% 
And  Metropolitan  is  not  the  only  inter 
ested  party.  Another  group  is  said  t( 
be  getting  ready  to  try  to  beat  Metro 
politan  to  the  punch — at  twice  the  cur 
rent  stock  price. 

General  Development  has  been  on  i 
search  to  acquire  more  homesite  landl 
in  part  to  protect  itself  from  a  take 
over.  It  is  currently  developing  nine 
properties  in  Florida  and  several  com- 
munities in  Tennessee.  Revenues  have 
been  on  the  rise,  but  earnings  weak- 
ened last  year.  This  year  is  expected  to 
be  a  repeat.  Still,  says  one  takeover 
investor,  the  stock  is  undervalued 
based  on  the  company's  current  inven- 
tory of  assets,  potential  earnings,  and, 
book  value  of  nearlv  $30  a  share. 
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TEAMSTERS  I 


THE  FEDS  DRIVE  A  WEDGE 
INTO  THE  TEAMSTERS 


One  of  two  warring  factions  could  cut  a  deal  with  Justice 


TEAMSTERS  HEADQUARTERS:  SECRET  MEETINGS,  ARGUMENTS,  AND  CHARGES  OF  BETRAYAL 
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ver  since  William  J.  McCarthy  took 
over  as  president  of  the  Interna- 
tional Brotherhood  of  Teamsters 
last  summer,  the  union's  top  leaders  and 
their  followers  have  engaged  in  highly 
uncharacteristic  feuding.  The  battle 
reached  its  peak  on  Jan.  17  at  a  stormy 
meeting  of  the  Teamsters'  18-member 
executive  board.  In  a  no-holds-barred 
fight,  the  rival  factions  traded  charges 
about  separate  discussions  each  has  held 
with  the  government  to  settle  a  sweep- 
ing lawsuit  aimed  at  ridding  the  union  of 
Mafia  influence. 

Neither  side  has  reached  a  deal  with 
the  government  yet,  and  lawyers  for 
both  plan  to  meet  in  an  effort  to  work 
out  a  united  front.  But  several  board 
members  say  the  wounds  are  now  too 
deep.  If  the  government  can  continue  to 
play  the  warring  factions  off  against 
each  other,  it  may  be  able  to  impose 
reforms  on  the  powerful  union,  includ- 
ing a  new  election  for  president.  "I'm 
going  to  keep  talking  to  the  govern- 
ment," says  a  board  member  who  op- 
poses McCarthy. 

The  split  in  the  Teamsters'  leadership 
started  in  July,  when  the  executive 
board  chose  McCarthy  by  one  vote  over 


Secretary-Treasurer  Weldon  L.  Mathis. 
At  the  time,  Mathis  and  his  supporters, 
most  of  whom  have  not  been  connected 
to  organized  crime,  tried  to  institute  re- 
forms. They  failed,  leaving  control  to 
McCarthy  and  other  board  members 
who  have  longstanding  mob  connections, 
according  to  the  government. 
QUID  PRO  QUO.  But  Mathis  didn't  give  up. 
He  continued  to  discuss  reform  with 
Randy  M.  Mastro,  the  assistant  U.  S.  at- 
torney in  Manhattan  who  is  directing  the 
lawsuit,  which  names  all  board  mem- 
bers. Mastro  offered  to  drop  the  charges 
against  Mathis  and  his  supporters,  who 
have  dwindled  to  three  other  board 
members:  Robert  Holmes,  Donald  L. 
West,  and  Edward  M.  Lawson. 

In  exchange,  Mastro  has  drawn  up 
draft  agreements  that' call  for  them  to 
support  reforms.  These  include  a  new, 
secret-ballot  election  for  president  and  a 
three-member  panel  of  outsiders  .that 
would  oversee  the  union  for  25  years. 
Mathis,  West,  and  Lawson  would  keep 
their  union  posts.  But  Mastro  wants  the 
resignation  of  77-year-old  Holmes,  who 
is  the  only  one  with  alleged  mob  ties. 

The  Mathis  group  is  willing  to  go 
along  with  most,  but  not  all,  of  Mastro's 


demands.  It's  willing  to  accept  a  m 
secret-ballot  election  and  the  tri-pai 
panel.  And  Holmes  says  he  has  b* 
thinking  of  retiring  anyway.  "But 
want  someone  from  the  Teamsters  to! 
on  the  panel,"  says  Holmes.  "Th, 
must  be  input  from  the  union." 

When  the  McCarthy  faction  found 
about  these  secret  negotiations  at 
Jan.  17  meeting,  it  went  bananas.  Sev 
al  members  accused  Mathis  of  being 
traitor.  "There  was  a  lot  of  heated  arj 
ment  and  finger-pointing,"  says  one 
tendee.  That  day  the  board  passed  a  r 
olution — with  the  Mathis  four  voti 
against  it — that  no  board  member  co' 
do  anything  in  the  lawsuit  that  woi 
hurt  the  union  or  other  board  membe 
surprising  news.  Despite  McCarth 
efforts  to  squelch  any  separate  agr 
ments,  he  has  talked  to  Mastro  abc 
settling  the  case,  too.  That  bit  of  ne 
caused  considerable  dismay  among  | 
Carthy's  supporters  when  they  fou 
out  about  it.  And  for  good  reason.  Soi 
say  that  in  addition  to  election  reforn 
Mastro  has  insisted  on  the  resignation 
seven  board  members  the  governing 
says  are  linked  to  the  mob.  All  seven  a 
in  the  McCarthy  group,  including  Jose 
Trerotola,  the  79-year-old  head  of  t 
union's  Eastern  Conference,  who  orch< 
trated  McCarthy's  election. 

McCarthy  and  his  group  aren't  willii 
to  pay  that  price.  McCarthy  told 
board  at  the  January  meeting  that  he 
awaiting  a  written  proposal  from  Ms 
tro.  "We'll  continue  to  explore  every 
fort  for  a  reasonable  settlement,"  sa 
James  T.  Grady,  McCarthy's  longtir 
lawyer,  who  represents  both  him  and  t 
union.  "But  the  government  is  seekii 
to  interfere  with  the  union's  rights,  ai 
we  won't  let  that  happen." 

All  this  leaves  Mathis  in  a  tough  sp( 
If  he  doesn't  agree  to  a  separate  deal, 
could  lose  his  post  as  a  result  of  t! 
trial,  which  starts  on  Feb.  27.  But  if 
agrees  to  reforms,  McCarthy  and  compl  [ 
ny  will  tell  members  that  Mathis  b 
trayed  the  union.  This  could  damage  h 
chances  of  winning  a  new  election  f 
president.  "This  is  what  the  governme 
hasn't  figured  out  yet,"  says  one  McCa 
thy  supporter.  "If  Mathis  signs  his  ow 
deal,  he'll  be  labeled  as  a  guy  who  b 
trayed  other  board  members,  which  w 
hurt  him  in  the  union." 

Leaders  of  many  other  unions  oppo; 
the  "Mafia-tie"  lawsuit.  They  fear  that 
the  government's  novel  tactics  wor 
with  the  Teamsters,  they  could  be  use 
against  any  union.  Maybe.  But  there 
no  doubt  that  the  suit  has  alreac 
brought  the  Teamsters  closer  to  chang 
than  anything  tried  before. 

By  Aaron  Bernstein  in  New  Yot 
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16th  Service  Call 


The  Installation  Of  A  New  Phone  System 
Shouldn't  Lead  To  A  Breakdown  In  Communication. 

At  GTEL,  we  don't  create  communication  problems.  We  solve  them. 

That's  why  when  you  purchase  a  phone  system  from  us,  the  technician  who  comes 
out  to  install  it  will  be  the  same  technician  who  comes  out  to  service  it. 

So  he  can  get  right  to  work  without  asking  anything  more  than  "Hi,  how  are  you?" 

Of  course,  he's  not  the  only  one  who'll  know  your  company. 

Each  customer  is  assigned  his  own  GTEL  team.  If  you  have  a  question,  they'll 
have  an  answer.  For  everything  from  sales  and  equipment  to  maintenance 
and  training. 

When  you  buy  a  system  from  us  it  comes  with  the  most  valuable  feature  a 
phone  system  can  have.  People  who  understand  it. 

And  you.  1-800-637-5323 
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SEARCH-AND-DESTROY 
ISSION— AGAINST  PAPER 


ie  Pentagon  is  advancing  toward  a  paper-free  environment 


ike 


t  used  to  be  loose  lips  that  sank 
ships.  Today  the  problem  is  paper.  A 
, 600-ton  Navy  Ticonderoga  class 
lser  carries  26  tons  of  manuals  on 
to  maintain  and  operate  its  complex 
apons  systems. '"That  almost  begins 
affect  how  the  ship  performs,"  gripes 
in  Karpovitch,  a  senior  official  of  the 
vv  Publishing  &  Printing  Service. 
hat's  just  the  tip  of  the  problem.  The 
ense  Dept.'s  mountains  of  paper 
weapons  procurement  inefficient. 
attaining  orderly  records  has  become 
blematic,  and  that  raises  doubts 
Hit  whether  military  hardware  is  be- 
properly  operated  and  repaired.  Add 
that  the  cost  of  managing  paper,  and 
clear  why  operations  and  support 
a  weapon's  life  now  run  seven 
168  its  purchase  price.  If  those  costs 
t  contained,  warns  military  consul- 
Ivan  Blum,  "m  30  years  our  defense 
Iget  will  buy  one  or  two  products." 

»KS    AND    TAPES.     Now     the     Defense 
is  lighting  hack.  It  has  mounted  a 

ilhon  program  railed  Computer-aided 

quisitions   &    Logistics  Support   (CALS) 

reate  a  paperless  Pentagon.  Defense 
ed  cals  into  high  gear  on  Oct   l 

n  it  decreed  thai   new    weapons  pro 
ds.   unhiding  engineering  drawings. 
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must  be  submitted  on  disks  and  tapes 
that  Pentagon  computers  can  read. 

The  transformation  won't  end  there. 
Eventually,  data  will  be  sent  directly 
from  contractors'  computers  to  those  of 
the  services,  eliminating  disks  and  tapes. 
The  Pentagon  will  have  on-line  access  to 
data  bases  at  defense  plants,  giving  it  an 
electronic  library  of  spare-parts  reports, 
manufacturing  blueprints,  and  weapons 
plans.  Finally,  the  information  now 
stored  on  paper  throughout  Defense  will 
be  converted  to  digital  form.  Michael  F. 
McGrath,  director  of  the  CALS  office, 
says  these  steps  could  cut  20$  off  the  $5 


PAPER  CHASE 


NAVY  Will  award  a  contract  this  summer  for  an 
optical  disk  system  that  stores,  retrieves,  up- 
dates, and  reproduces  engineering  drawings. 
Cost:  $300  million  to  $500  million. 

ARMY  Will  let  a  contract  in  June  for  a  computer 
system  that  receives,  stores,  updates,  retrieves, 
and  prints  all  documents  relating  to  weapons  sys- 
tems. Estimated  cost:  $500  million. 


AIR  FOR<I  Will  let  a  contract  in  1990  for  a  sys- 
tem that  will  let  contractors  deliver  technical  man- 
uals and  updates  via  computer  Cost:  $520  million 

DATA  BW 


billion  the  Pentagon  spends  each  year 
handling  technical  data  for  weapons. 
Says  Deputy  Defense  Secretary  William 
H.  Taft  IV:  "CALS  is  one  of  the  most 
important  and  far-reaching  acquisition 
improvements  we  have  undertaken." 

The  effort  is  long  overdue.  The  Penta- 
gon's paper  problem  has  been  building 
steadily  as  weapons  have  become  more 
complex.  It  now  takes  the  Air  Force  an 
average  of  20  months  to  review  and  dis- 
tribute the  2  million  pages  of  mainte- 
nance updates  that  contractors  send 
each  year. 'The  Navy  has  300  million  mi- 
crofilm cards  of  engineering  drawings, 
stored  manually.  "If  it's  misfiled,"  notes 
McGrath,  "it's  lost  for  eternity."  The 
problem  has  become  so  daunting  that 
even  CALS  won't  solve  it  soon.  The  pro- 
gram's directors  estimate  that  by  the 
end  of  the  century  only  15$  of  the  exist- 
ing paper  at  the  Defense  Dept.  will  have 
been  converted  to  electronic  form. 
supplier  pressure.  It's  mainly  the  per- 
sistence of  prime  military  contractors 
that  threatens  to  drag  the  Pentagon  into 
the  20th  century.  Typical  of  these  is  Nor- 
throp Corp.,  which  last  year  completed  a 
changeover  to  a  paperless  factory  for 
producing  the  F/A-18  jet  fuselage  for 
McDonnell  Douglas  Corp.  Before  Nor- 
throp installed  computers,  workers  stud- 
ied sheets  of  instructions  to  determine 
how  to  proceed  at  each  step  of  manufac- 
turing. Some  400,000  pieces  of  paper 
were  used  in  building  each  fuse!: 

Northrop's  $10  million  automation  pro- 
gram reduced  that  10-foot  pile  of  paper 
to  a  1-inch  stack  of  microfiche  cards — 
which  soon  will  be  put  on  one  laser  disk. 
Employees  now  consult  a  computer 
instructions.  Foremen  can  make  cha: 
in   procedures   instanth    across   the 
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75200:20MHz  386 processor,  2  internal  IBM®-compatible 

expansion  slots,  VGA  gas  plasma  display  with  VGA 

monitor  port,  40MB  or  100MB  hard  disk,  2MB  RAM 

standard  expandable  to  8MB,  1.44MB  3W  diskette  drive. 


At  Toshiba,  were  not  only  committed  to 
making  computers  more  portable,  but  also 
to  making  portables  more  powerful. 

Which  is  why,  in  our  effort  to  constantly 
improve  and  refine  our  machines,  we've 
added  three  new  computers  to  what  is 
already  the  most  complete  family  of  truly 
portables  available. 

Each  designed  to  be  powerful  enough 
to  take  on  the  increasingly  complex  tasks 
that  face  todays  sophisticated  PC  users. 

First,  theT1600  which  weighs  under 
12  pounds  and  which  is  the  fastest  battery- 


powered  computer  we've  ever  made 

Second,  theT3100e,  the  successor  t4 
our  most  popular  machine— the  T3100/2C 
We've  made  it  nearly  two  pounds  lighter  an|rj 
a  lot  faster— we've  even 
added  expansion  capa- 
bilities. About  the  only 
thing  we  didn't  add  was 
more  size. 


T 1600:  Battery-powered  286/ 12MHz, 
coprocessor  socket,  20MB  hard  disk  at 
27msec,  1.44MB  31//' diskette  drive, 
1MB  RAM  expandable  to  5MB,  detach- 
able backlit  EGA  compatible  LCD, 
removable  rechargeable  battery  pack. 


Toshiba  is  the  world  leader  in  truly  poi  I  ible  PCs  and  manufactures  a  complete  line  of  high  quality  dot-matrix  and  laser  printers.  For  more  information  call  1-800457-7777.  All  Toshil 
PCs  are  backed  by  the  Exceptional  Care  program  (no-cost  enrollment  required).  IBM  isa  registered  trademark  of  International  Business  Machines  Corporation.  Model  T5200hasni 
been  approved  by  the  Federal  Communications  Commission.  This  device  is  not,  and  maj  not  be,  offered  for  sale  or  lease,  or  sold  or  leased  until  the  approval  of  FCC  has  been  obtains 
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And  finally,  the  T5200,  which  has  enough 
:(J3wer  to  replace  virtually  any  desktop  PC. 

But  we  haven't  just  concentrated  on 
n)3wer  and  portability  We've  also  constantly 
•oked  for  ways  to  make  our  machines  more 
arable,  more  reliable,  and  easier  to  use— 
own  to  the  800  number  our  customers  can 
all  for  help  with  any  technical  question  that 
light  come  up. 

We  figure  that's  what  our  users  demand. 

I     And  it's  by  anticipating  the  growing 
eeds  of  our  users  that  we  have  continually 
>und  ways  to  make  our  machines  weigh 


less  and  do  more.  So  you  can  work  wher- 
ever you  want  and  however  you  want. 

All  of  which  might  make  it  tempting 
for  some  people  to 
abandon  their  desktop 
for  the  convenience  of 
portability  Go  ahead. 

We've  given  you 
the  power  to  do  it. 

T3100e.  12MHz  286  with  80287 co- 
processor  socket,  internal  halt-length 
IBM  slot.  20MB  hard  disk  irith  27 
msec  access.  1MB  RAM  expandable 
to  SMB.  gas  plasma  display.  1.44MB 
kette  drive. 


In  Touch  with  Tomorrow 

TOSHIBA 

Information  Systems  Division 


BATTERIES 
NOT  INCLUDED. 
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You  can  spend  $500,000  on  an  elaborate 
fire  protection  system.  But  if  you  neglect  to 
replace  a  $50  battery  somewhere  in  that  sys- 
tem, you  may  not  be  fully  protected. 

Your  property  could  be  in  danger.  As  well 
as  your  employees. 

A  dead  battery.  A  blocked  sprinkler.  A  dis- 
connected phone  line.  Those  are  just  a  few  of 
the  potentially  catastrophic  oversights  that  are 
detected  on  a  regular  basis  by  CIGNA  Loss 
Control  Services  professionals.  Oversights  that 
turn  up  in  about  30%  of  the  fire  protection  sys- 
tems we  survey. 

But  fire  isn't  the  only  risk  a  business  may 
encounter.  Which  is  why  we  have  loss  control 
professionals  in  every  area  from  product  safety 
to  building  construction. 


All  in  all,  we  have  over  500  of  these 
specialists -each  with  the  experience  and 
depth  of  knowledge  they  need  to  find  the 
problems  you  don't  need. 

But  our  people  don't  just  point  out  prob- 
lems. They  point  out  solutions.  Solutions  tailored 
to  the  unique  characteristics  of  your  business. 

Unfortunately,  too  many  businesses  wait  for 
a  loss  to  occur  before  they  decide  to  imple- 
ment a  loss  control  program.  Don't  be  one  of 
them.  Write  CIGNA  Loss  Control  Services,  Inc., 
Dept.  R14,  One  Logan  Sq.,  Philadelphia,  PA  19103. 

Pinpointing  dangers  before  they  become 
disasters.  It's  just  one  more 
example  of  CIGNA's 
commitment  to  person- 
alized service  to  business. 


:. 


CIGNA 


v  line,  avoiding  the  task  of  ch< 
mhing  the  flow  of  paper   Thai  has 
ptd  Northrop  shave  $20  million  off 
$26    billion    fuselage    project.    Ulti- 
tclv.  taxpayers  are  winners,   too. 
Grath  flgures  that  efforts  to  comput- 
bc  data  are  bringing  in  weapons  bids 
t  lower  than  expected. 
Spurred  by  Northrop's  example,  and 
industry  prodding,  Taft  set  the  CALS 
igram  in  motion  in  1985.  First,  stan- 
ds were  set  for  computerized  commu- 
ations  between  contractors  and  sub- 
ttractors.    The    Oct.    1    decree   came 
a,  and  now  Defense  is  starting  to  rid 
•If  of  traditional  records.  The  Navy  is 
fcting  its  microfilm  cards  on  optical  la- 
f  disks.  The  Air  Force  has  issued  an 
)  million  contract  to  Xerox  Corp.  for 
imaging  system  to  store  and  manipu- 
e  1  billion  pages  of  technical  docu- 
*nts  on  the  Bl  bomber. 
tegrated.  But  the  Army  takes  honors 
•  the  most  ambitious  project.  On  Oct. 
it  got  bids  from  eight  companies,  in- 
■ing  General  Electric,  TRW,  and  Xe- 
x,  for  a  computer  system  that  would 
k  all  its  technical  .information,  from 
gineering    documents    to    spare-parts 
ts.  In  June  the  Army  is  to  choose  four 
alists  for  the  project,  which  "will  give 
Dre  capability  to  the  Army  than  any 
ner  service,  because  it  will  integrate 
their  systems,"  says  Susan  O'Neal, 
sistant  director  of  the  CALS  office. 
The  final  phase  of  cals,  and  the  most 
■troversial,  will  come  in  the  mid  1990s 
rien  the  Pentagon  develops  standards 
let  it  delve  into  contractors'  comput- 
s.  Defense  would  be  able  to  view  de- 
gns  in  progress  or  look  at  technical 
ikponry  information  it  may  have  lost 
(lever  received.  If  a  sole-source  suppli- 
of  spare  parts  goes  out  of  business, 
ie  Pentagon  will  have  its  blueprints. 
»me  contractors   think   this   is   taking 
ings  too  far.  "There  are  many  things 
e  do  before  we  tell  the  government, 
ad  we  don't  want  anybody  finding  it 
it,"  says  a  defense  plant  executive. 
The  biggest  danger  cals  faces  is  the 
ilitary's  inclination  to  attach  unrelated 
it  projects  to  hot  programs.  If  this  hap- 
ps,  and  CALS  becomes  an  umbrella  for 
Iparate  projects,  it  could  be  diluted 
id  weakened.  "That  happens  so  often 

ith  military  efforts,"  says  CALS  consul- 

mt  James  Scheaffer,  vice-president  for 

systems  at  American  Manage- 

ieiit  Systems  Inc. 

This  time,  though,  things  may  be  dif- 

•rent.  Both  the  military  and  the  defense 
idustry  insist  that  they're  dead  set  on 
lacing  computers  where  stacks  of  docu- 
>ents  now  stand.  As  they  see  it,  it's  the 
nl>  way  to  make  sure  the  Pentagon 
Oesn't  turn  into  a  paper  tiger 

By  Frances  Stokers  in  Washington 
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roblems  facing  your  family-owned 
business? 


Introducing:    The  BusinessWeek  Newsletter  for 
Family-Owned  Business 


The  BusinessWeek  Newsletter  lor 
Family-Owned  Business  is  designed 
to  o«  d  totally  obiethve  and  expert 
family  retainer  devoted  wholly  to  yoor 
interests  It  is  tilled  with  case  histories, 
lads,  figures,  and  specific  answers 


I  have 


Call  this  national 
toll-free  number 
and  charge  your 
subscription  to  any 
major  credit  card! 


In  each  biweekly  issue,  you'l 
access  to  new  developments  in 
accounting  conlrols,  equity  dilution 
prevention,  takeovers,  acquisitions  and 
mergers,  strategic  planning,  and 
financial  planning  that  can  directly 
affect  your  business 

This  mlormalion  is  available  nowhere  else 

Sign  up  for  one-year  charter  subscription  to  The  BusinessWeek 
Newsletter  for  Family-Owned  Business  at  the  introductory  rate  of 
$299  If  at  any  time  you're  not  satisfied,  cancel  the  subscription  and  get  a 
refund  covering  the  balance  of  the  issues  remaining  in  your  subscription. 


Few  executive',  in  a  lamily  bus 
realized  how  vulnerable  they  are  to 
certain,  extremely  specialized 
problems  So  our  regular  columnists 
on  taxes,  financing,  law  family 
relations,  and  compensation  provide 
many  otherwise  unavailable 
compasses  and  charts  necessary  to 
navigate  these  dangerous  waters 

A  unique  stock  index  developed  by 
The  BusinessWeek  Newsletter  for 
Family-Owned  Business  will  track 
publicly  traded  companies  still  in 
family  hands 


1-800-445-9786 


The  BusinessWeek  Newsletter  (or  Family-Owned  Business 

McGraw-Hill  Publishing  Company 

1221  Avenue  of  the  Americas,  36  Fl,  New  York,  NY  10020 

212-512-3113 
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On  November  24, 1988,  IBM  announced 
no  new  families  of  processors,  software, 
peripherals  or  communication  devices. 

Most  IBM  employees  were  at  home  with 

their  families.  It  was,  after  all, 

Thanksgiving. 
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Three  who  make  a  difference: 

Announcing  the  winners  of  the  first  annual 

McGraw  Prize  in  Education. 


The  Harold  W  McGraw,  Jr. 
Prize  was  established  in 
1988,  in  celebration  of 
McGraw-Hill's  100th 
anniversary  and  in  honor 
oi~  our  chairman  emeritus. 

Each  year,  up  to  three 
$25,000  prizes  will  be 
awarded  to  people  who 
have  made  a  difference  in 
education. 

For  1988,  the  Board 
of  Judges  has  selected 
three  .individuals  for  distin- 
guished contributions  to  the 
advancement  of  education. 

The  Honorable 
Terrel  H.Bell 


Dr.  Bell  became  U.S. 
Secretary  of  Education 

in  1981,  with  the  adminis- 
tration 's  mandate  to 
dismantle  the  Department 
of  Education. 

Over  the  next  four 
years,  however,  he  fought  to 
keep  the  Department  at  the 
Cabinet  level  and  saved 
many  key  federal  programs. 

Crucial  was  his 
leadership  of  the  National 
Commission  on  Excellence 
in  Education,  whose 
landmark  report,  A  Nation 
At  Risk,  focused  a  nation's 
attention  on  the  problems 
in  our  schools. 

Helen  B.  Crouch 


The  awareness  that 
millions  of  adult  Americans 
are  functionally  illiterate 
has  been  late  in  coming  to 
the  public  consciousness. 

Twenty  years  ago, 
"Jinx"  Crouch  recognized 
the  problem  and  joined 
the  Literacy  Volunteers 
of  America. 

Today  she  is  president 
of  LVA.  24.000  volunteers 
helping  28.000  Americans 


m 


learn  to  read  and  write.  She 
also  chairs  the  National 
Coalition  lor  Literacy, 
which  provides  national 
policy  leadership  to  the 
movement. 

Senator  Claiborne  Pell 


Eliminating  economic 
barriers  to  educational 
opportunity  has  been  a  hall- 
mark of  Claiborne  Pell's 
career. 

Since  1972,  32  mil- 
lion college  students  have 
received  more  than  $30 
billion  in  federal  assistance 
through  the  Pell  Grant  Pro- 
gram, another  example  of 
the  many  important  pieces 
of  education  legislation 
authored,  sponsored  or 
influenced  by  Senator  Pell 
of  Rhode  Island,  chairman 
of  the  Senate  Subcommit- 
tee on  Education,  Arts 
and  Humanities. 

For  more  information. 
write  to  The  Harold  W 
McGraw.  Jr.  Prize  in 
Education,  McGraw  -Hill. 
Inc..  1221  Avenue  of  the 
Americas.  New  York, 
NY  10020. 


Sound 
Investment 


-What  makes  a  Steinway®  piano 
the  most  extraordinary  musical 
instrument  in  the  world  today- 
and  an  enduring  investment?  What 
should  you  know,  Jook  for,  before 
choosing  any  piano?  Call  now 
or  send  for  our  elegant,  full-color 
brochure,  and  put  the  $5.00  cost  on 
your  MasterCard,  Visa  or  American 
Express  (or  include  a  check  made 
payable  to  Steinway  &  Sons.) 


Call  1800  345-5086 

STEINWAY     6      SONS 

Cathedral  Stanon.  PO  Box  91 17.  Dept  29.  Boston,  MA 02118-9972 


FIGHT 


KIDNEY 


Support 
the  American 

.Diabetes 
Association. 


Diabetes  is  a  major  contributor 
to  heart  disease,  kidney  disease 
and  blindness.  So  when  you 
support  the  American  Diabetes 
Association,  you  fight  some  < 
of  the  worst  diseases  of 
our  time. 


BRIGHT  AND  POOCH:  THE  COWBOYS'  OWNER  NEEDS  TO  CASH  IN  HIS  MOST  VISIBLE  ASSET 


If  there's  one  thing  that  H.  R.  "Bum" 
Bright  doesn't  need,  it's  another  los- 
er. He  has  taken  a  bath  on  his  huge 
Texas  real  estate  holdings.  He  seems 
assured  of  losing  a  bundle  on  his  $4.7 
billion  insolvent  Texas  thrift,  Bright 
Banc.  So  now  he  has  his  most  visible 
asset,  the  Dallas  Cowboys,  on  the  block. 
The  team  is  about  to  become  a  big  cash 
drain  for  him.  All  he's  asking  is  $180 
million.  This  time  he  could  come  up  a 
winner  despite  a  bold  asking  price. 

There's  no  hiding  the  Cowboys'  prob- 
lems. Bright  and  his  partners  paid  $85 
million  only  four  years  ago  for  the  team 
and  the  lease  on  Texas  Stadium  in  Ir- 
ving, Tex.  And  during  those  four  years 
the  Cowboys,  once  a  perennial  power- 
house of  the  National 
Football  League,  have 
fallen  about  as  far  and 
as  fast  as  possible.  In 
1988  they  had  the  worst 
record  in  professional 
football:  3  wins  and  13 
losses.  Their  final  game 
was  played  before  only 
about  46,000  booing 
hometown  fans  in  the 
64,000-seat  stadium. 
In   18  years  of  exis- 


COWBOY  WOES 
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HOME  ATTENDANCE 
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A  THOUSANDS  OF  TICKETS  SOLD       'W0N10ST  RECORD 

DATA:  DALLAS  COWBOYS 


tence  the  Cowboys  have  had  but  1 
coach,  Tom  Landry,  and  there  are  C 
boy  fans  today  who  think  he  should 
replaced.  The  game  has  changed,  and 
hasn't,  they  believe.  The  team  has  1 
had    only    one    general    manager, 
Schramm,  who  brought  such  superst 
as  Roger  Staubach,  Tony  Dorsett,  Di 
Pearson,  and  Ed  "Too  Tall"  Jones 
Irving.    The    genius    of   Landry    e 
Schramm  in  the  beginning  was  that  tl 
were   light  years   ahead   of  their 
counterparts  in  sophisticated,  compul 
ized  scouting  of  college  football  playe 
Eventually,  the  other  general  manag 
and  coaches  caught  on — and  caught 
Then,  too,  the  team  was  a  victim  of 
league    philosophy    of    seeking    par: 
Winning  teams  get 
toughest  schedules 
the   lowest  draft  pi< 
for  the  next  season 

REBUILDING.     So     \vl 

could  possibly  make 
day's  sorry  organizat 
worth  roughly  $81  1 
lion  more  than  the  hi 
est  recorded  price  p; 
for  an  NFL  franchi 
the  $99  million  paid 
the  Seattle  Seahaw 
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SPORTS  BUSH 


I. 


How  Does  The  Chairman  Of  Marriott 
Check  In  At  Home? 


TP 
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With  AT&T.  The  long  distance 
network  that  makes  traveling  on  busi- 
ness more  of  a  pleasure. 

From  almost  any  phone,  AT&T 
speeds  your  long  distance  calls  across 
the  country  or  around  the  world. 
Giving  you  unsurpassed  sound  quality 
and  clear  connections  to  the  people 
you  miss  back  home. 

Which  is  why  people  who 
want  to  check  in  at  home  or  at  the 
office  make  sure  thev  use  AT&T. 


AT&T 

The  right  choice. 


Hitachi's  wide-ranging  technologies  in  communication  (from  left  to  right): 
optical  fibers,  image  signal  processor,  advanced  telephone  exchange  system, 
satellite  communication,  and  machine  translation  system. 


IS 


)mmunication  is  not  simply  sending 
message. .  .it  is  creating  true  understanding 
flftly,  clearly  and  precisely. 


iow  he's  trying  to  tell  me  something: 
what  does  he  really  mean?"  In  our  world 
roliferating  technologies  and  new  termi- 
>gy,  this  kind  of  question  is  asked  a  lot. 
e  is  what  we  are  doing  about  it. 

ichi's  scientists  and  technicians'  long- 
i  goal  is  to  break  the  language  barrier. 
y  are  diligently  at  work  today  on  an  array 
rojects  that  will  vastly  improve  the  com- 
nications  of  tomorrow. 

For  example,  we've  made  tremendous 
gress  on  a  system  to  translate  Japanese 

English. 

This  system  can  be  used  to  translate 
ous  scientific/technical  papers  and 

hinery/equipment  manuals.  Special 
issaries"  can  be  developed  to  adapt  it  for 

s  as  diverse  as  medicine,  electronics 

aeronautics.  Further  development  could 

to  automatic  telephone  translation  or 
n  portable  verbal  translators  for  travelers. 

In  addition  to  the  machine  transla- 
i  system,  Hitachi's  research  specialists 
also  developing  advanced  transmission 


systems  that  send  your  phone  calls  or 
business  data  across  great  distances  using 
hair-thin  optical  fibers  and  laser  beams. 
They  are  also  working  on  other  new  methods 
of  communications,  such  as  advanced 
telephone  exchange  systems,  satellite  com- 
munication systems,  TV  conferences, 
and  so  forth. 

At  the  root  of  much  of  this  is  our  highly 
advanced  computer  technology:  because 
Hitachi  is  producing  some  of  the  fastest, 
largest-capacity  systems  available  today. 

We  link  technology  to  human  needs.  We 
believe  that  Hitachi's  advanced  technologies 
will  result  in  systems  and  products  that  are 
functionally  sophisticated  but  easy  to  use. 
Our  goal  in  communications— and  trans- 
portation, energy  and  consumer  electronics 
as  well -is  to  build  products  and  systems 
that  will  improve  the  quality  of  life  the 
world  around. 


(O) 


HITACHI 


Hitachi,  Ltd.  Tokyo  Japan 


redibly  International 


There's  no  mistaking  Credit  Suisse's  solid  Swiss  back- 
ground. We've  been  in  the  banking  business  since 
1856,  providing  our  clients  with  the  discreet,  reliable 
and  committed  service  that  is  the  hallmark  of  Switzer- 
land's banking  heritage.  But  we  are  more  than  just  a 
Swiss  bank.  We  also  have  a  strong  presence  in  the 
world's  financial  markets.  Credit  Suisse's  activities  are 
closely  coordinated  with  those  of  the  global  investment 


banking  group,  CS  First  Boston  Inc,  in  which  CS  Hold- 
ing has  a  substantial  shareholding.  Our  record  of 
excellence  in  all  areas  of  our  operations  is  regularly 
rewarded  with  a  triple-A  rating  from  the  world's  most 
prestigious  rating  agencies.  This  is  an  accolade  that 
we  share  with  very  few  banks.  So  why  go  for  second 
best? 


We  do  more  to  keep  you 


* 


at  the  top. 


Zurich  (Head  Office)  •  Abu  Dhabi  ■  Allanta  ■  Beijing   Bogota  •  Buenos  Aires  ■  Cairo  ■  Calgary  •  Caracas  •  Chicago  •  Frankfurt  •  Gibraltar  •  Guernsey  ■  Hong  Kong  •  Houston  ■  Johannesburg  •  London 
Los  Angeles  ■  Luxembourg    Manama  (Bahrain)  •  Melbourne  ■  Mexico  City  •  Miami  ■  Monte  Carlo   Montevideo  •  Montreal  •  Munich  ■  Nassau  (Bahamas)  ■  New  York  ■  Nuremberg  ■  Osaka  ■  Paris 

Rio  de  Janeiro  ■  San  Francisco  ■  Sao  Paulo  •  Singapore  •  Stuttgart  •  Tehran  •  Tokyo  •  Toronto  ■  Vancouver 


year?  Well,  for  one  thing  having  the 
rst  record  in  the  league  entitles  them 
he  first  draft  pick  in  the  Bpring.  TTiej 
6  their  eye  on  Troy  Aikman,  the  till- 
ed i  cla  quarterback,  whom  the  Cow- 
's sec  as  the  next  Staubach.  They  will 

to  rebuild  around  him,  a  process  that 
1  take  at  least  four  years. 
Vith  a  better  record,  the  team  should 
little  trouble  capitalizing  on  the 
itball  frenzy  Texas  is  famous  for.  The 
wboys  are  particularly  eager  to  win 
:k  the  fans  who  rent  the  superexpen- 
luxury  boxes.  In  an  effort  to  in- 

Iase  profits,  Bright  spent  $15  million 
tailing  120  such  boxes,  only  to  see  the 
>iks  of  prospective  patrons  thinned  by 
•  lack  of  interest  in  the  team  and  by 
!  Texas  real  estate  crash.  Last  year 
y  40  of  the  120  were  rented. 
ble  knit.  The  real  sleeper  in  the 
i\ — and  it's  a  gamble — is  pay-per-view 
)le  TV.  When  the  current  network  TV 
rtracts  expire  after  the  1990  season, 
ne  NFL  owners  think  pay-per-view 
ty  be  voted  in.  If  it  is,  $180  million 
ght  be  a  bargain  for  any  franchise. 
Folks  in  the  football  business  say  the 
ce  hasn't  terrified  potential  bidders, 
hough  Bright's  agonizing  way  of 
iking  deals  has  frustrated  them.  Los 
igeles  oilman  Marvin  Davis  was  ready 
sign  a  contract  for  $150  million  when 
ight  asked  him  to  assume  unspecified 
im  debt.  Davis  left  town. 
Next  came  Cowboy  minority  owner 
.  Smith,  who  agreed  to  assume  the 
bt.  But  Bright,  who  declined  to  be  in- 
•viewed  for  this  story,  is  cool  so  far  to 
lith's  offer  of  $157  million.  Donald 
H"ter,  who  owns  basketball's  Dallas 
ivericks,  has  submitted  at  least  three 
Is  for  the  team,  rewriting  each  to 
eet  new  criteria.  His  top  offer  so  far: 
30  million. 

Perhaps  Bright  figures  the  law  of  sup- 
/  and  demand  is  on  his  side.  There  are 
I  28  teams  in  the  NFL,  and  they 
ange  hands  infrequently.  And  even  if 
pre  are  fewer  Texas  millionaires  kick- 
?  around  these  days,  the  survivors 
ght  find  it  hard  to  resist  the  emotional 
(1  financial  allure  of  owning  the  Cow- 
>ys.  "Owning  this  team  means  owning 
ie  of  the  premier  franchises  in  sport," 
ys  John  J,  Watch,  managing  director 
Salomon  Brothers  Inc.'s  Dallas  office, 
Jiich  is  shopping  the  team  for  Bright. 
Bright  can't  wait  for  the  right  ego  too 
ng.  though.  Player  contracts  are  al- 
ost  fully  depreciated,  leaving  the  be- 

Bguered  owner  unable  to  protect  the 
am's  cash  Mow  from  the  tax  collector. 
n  many  ways  this  is  a  tax-driven  deal," 
e  Bright  adviser.  Adds  Schramm, 
ith  unusual  understatement:  "I  think 
■  needs  to  consolidate  his  finances." 

By  Kevin  Kelly  in  Dallas 


It's  up-to-the-minute  business  news.  Online  and  in  time 
for  you  to  do  something  about  it.  It's  news  about  specific 
companies  and  industries;  the  economy,  stock  markets, 
government — plus  its  implications  for  your  business.  It's  avail- 
able through  Dialcom,  CompuServe,  DIALOG,  DRI,Telemet 
or  direct  to  your  mainframe.  For  a  FREE  brochure  call      W,  't  J| 
us  toll-free  at  1-800-426-0647.  And  get  the  news.  jiitE 


'From  Database  Magazine 


©1989  McGraw-Hill,  Inc. 


On  November  30, 1988,  IBM  began 
shipment  of  Operating  System/2™  (OS/2™) 

Extended  Edition  1.1  and  OS/2  LAN 
Server  Program.  Both  are  key  elements  of 
IBM's  Systems  Application  Architecture?* 

Together  this  new  software  provides  a 

powerful  application  environment  that 

includes  a  relational  Database  Manager,  a 

Communications  Manager,  local  area 

network  (LAN)  capabilities,  as  well  as 

Presentation  Manager  and  the  other 

functions  of  OS/2  Standard  Edition. 

And  with  hundreds  of  OS/2  applications 

available,  customers  are  already  using  OS/2 

solutions  to  be  more  productive  and  effective. 


QCopjmidit  1HM  Corporation  IW.  SjMeny  Application  Architecture, Operating  ^^ 

SyBtem/2  umOS/2  an-  trademark!  of  il»-  IBM  I  «rporation  I H\1 1- 1  registered  trademark 

oi  lli<-  I  MM  (  orporation.  
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Executive  Suite 


FINDING-AND  KEEPING- 
THE  PERFECT  SECRETARY 


ffl 


h 


It's  hard  to  find  good  help 
these  days — especially  for 
an  executive  seeking  a 
secretary.  Thanks  to  comput- 
er technology,  the  requisite 
skills  have  become  increasing- 
ly specialized.  But  as  the  de- 
mands of  the  job  are  growing, 
the  talent  pool  is  shrinking. 
Many  career-minded  women 
spurn  a  secretarial  slot,  even 
as  an  entry-level  position.  So 
executives  have  to  put  the 
same  thought  and  thorough- 
ness into  hiring  a  secretary  as 
they  would  any  professional 
for  their  staff. 

First  step:  Be  prepared  to 
pay.  Only  a  few  years  ago, 
"$25,000  was  a  lot  of  money" 
for  an  executive  secretary, 
says  Eileen  Shore,  manager 
at  Forum  Personnel  in  New 
York.  Today  that's  the  mini- 


mum. And  it's  not  unusual  for 
salaries  to  be  in  the  mid-30s  to 
mid-40s— even  $50,000  for  as- 
sistants to  CEOS. 

Of  course  you  won't  be 
starting  from  scratch.  Most 
execs  choose  their  secretaries 
from  a  pool  prescreened  by 
the  personnel  department. 
Companies  usually  hire  the 
majority  of  their  executive 
secretaries — 99%  of  whom  are 
female — from  within  "be- 
cause they  have  the  added  ad- 
vantage of  knowing  the  cor- 
porate culture,"  says  Paula 
Dean,  vice-president  for  staff 
recruiting  at  Bankers  Trust  in 
New  York.  But  many  also 
turn  to  agencies,  especially 
headhunters  who  specialize  in 
"executaries,"  as  Nan  De- 
Mares,  president  of  Execu- 
tory   Search    in    Minneapolis, 


calls  them.  But  before  the  pa- 
rade of  candidates  begins,  the 
boss-to-be  should  outline  a  de- 
tailed job  description. 

The  aim  is  to  find  someone 
with  whom  you  can  function 
as  a  team.  At  this  level  it  goes 
without  saying  that  a  candi- 
date has  crackerjack  technical 
skills.  But  specify  any  special 
abilities  you're  after,  from 
computer  spreadsheets  to 
shorthand.  The  latter  is  a 
slowly  dying  art  that  fetches 
an  extra  $1,500  a  year  in  sala- 
ry, estimates  DeMares. 
power  BROKERS.  One  topic 
that  should  be  mentioned:  per- 
forming personal  tasks.  Of 
course,  secretarial  groups  dis- 
approve of  duties  such  as 
Christmas  shopping,  paying 
bills,  or  fetching  the  infamous 
cup   of   coffee — and   so   do 


is 


many  companies  now.  "A  s 
retary  is  a  company  empl 
ee,  and  such  tasks  are 
waste  of  her  time,"  says  L 
ley  Keegan,  a  vice-preside 
at  Time  Insurance  in  Milw 
kee.  In  the  real  world,  how 
er,  secretaries  are  often  asl  st: 
to  perform  these  duties, 
some  don't  even  mind.  '. 
main  thing  is  to  discuss 
issue  in  the  interview  to  fo 
stall  any  resentment — on 
ther  side. 

Executives    also    must 
some  soul-searching  to  det  I 
mine  how  much  they  can  co  j> 
fortably  delegate.  Some  s 
use  their  secretaries  just 
screen    calls    and    maintc 
files.  But  smart  execs  shift 
much  as  possible  onto  the  s< 
retarial  shoulders.  A  good  < 
ecutive  secretary  not  only 
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the   workday    of   her 

but  "becomes  a  power 

•jr  in  the  office,"  says 
in'  Heitman,  executive  di- 
r  of  Professional  Secre- 
International,  a  trade 
p.  As  companies  elimi- 
managerial  ranks,  execu- 
secretaries  increasingly 
directly  with  other  em- 
ees.  Additional  duties 
i  include  balancing  the 
rtmental  budget,  track- 
the  status  of  projects, 
supervising  other  secre- 
■s.  "How  autonomously 
you  used  to  working? 
t  sort  of  projects  and  peo- 
have  you  handled?"  are 
questions. 

•rones.  A  candidate  also 
to  be  articulate  and  liter- 
-able  to  answer  questions 
the  phone,  synopsize  doc- 
nts  to  be  read,  and,  once 
*ets  a  sense  of  your  style, 
)ose  correspondence.  At 
level,  it's  less  "take  a  let- 
than  "take  a  thought, 
write  the  letter." 
i  inquiring  mind  is  also 


important.  "If  all  they  want 
to  do  is  be  a  busy  drone  sort 
of  person,  they  shouldn't  be  in 
the  executive  suite,"  says  Kl- 
eanor  Vreeland,  president  of 
Katharine  Gibbs  School, 
which  trains  secretaries.  Pro- 
spective executive  secretaries 
should  be  capable  of  under- 
standing the  company  and  its 
industry.  For  example 
Miller  &  Schroeder 
Financial,  a  Bloo- 
mington  (Minn.) 
investment  firm, 
holds  securities 
seminars  for  its 
executive  secre- 
taries, who  often 
update  details  and 
figures  for  underwrit- 
ing documents. 

So  you  want  someone  in- 
dustrious, intelligent,  and  am- 
bitious. But  not  too  ambitious. 
The  ideal,  of  course,  is  a  can- 
didate who  feels  that  being  a 
secretary  is  a  career  in  and  of 
itself.  Obviously  some  candi- 
dates will  have  greater  aspira- 
tions, and  while  you  might  en- 


courage    that,    you     Deed 

me  who  will  tick  with 
you  for  a  while.  "You  want 
someone  who   feels   sal 

being    the    power    behind    the 

throne,"  says  Melba  Duncan 
of  Duncan  Group,  an  e 
tive  secretary  search  firm  in 
New  York. 
How  to  maintain  that  deli- 
cate balance  of  someone 
capable  who  won't 
leave  in  a  year? 
Solicit  her  feed- 
back on  depart- 
mental and  cor- 
porate affairs. 
"My  secretary 
and  I  meet  two  to 
three  times  a  week 
to  discuss  the  business 
I'm  handling,"  says  Michael 
Desmond,  director  of  corpo- 
rate personnel  at  Pepsico. 
And  within  the  secretarial  pa- 
rameters, expand  the  job  as 
much  as  possible.  At  Scher- 
ing-Plough, executive  secre- 
taries don't  just  make  travel 
arrangements  to  confer- 
ences— they  arrange  the  con- 


ferences. At  J.  P.  Morgan  in 
New  York,  managers  are  en 
couraged  to  see  how  many 

-from    plugging    nurn 

into   a   spreadsheet    to 

handling  client,  inquil 
they  can  give  "executive  staff 
assistants,"  says  Geraldine 
Gremillot,  vice-president  for 
administration.  "We  didn't 
change  the  name  from  secre- 
tary for  cosmetic  reasons." 

Of  course,  material  compen- 
sation never  hurts:  Increas- 
ingly, top-level  secretaries 
share  in  yearend  bonuses.  As 
professionals,  they  also  ex- 
pect to  be  treated  with  profes- 
sional respect,  not  only  by 
their  boss,  but  also  by  their 
boss's  colleagues  and  clients. 

A  secretary  may  be  the 
power  behind  the  throne,  but 
she  also  reveals  a  lot  about 
the  style  and  substance  of  the 
person  on  it.  Says  Allan  Cox, 
a  Chicago  corporate  recruiter: 
"When  you  see  an  executive 
who's  had  a  string  of  secre- 
taries, you  know  you're  deal- 
ing with  a  loser."      Troy  Segal 
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Available  as  a  hatchback 
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i    m    8.8    seconds.    That's 


Autos 


SIZZLING  PERFORMANCE 
—WITHOUT  STICKER  SHOCK 


similar  to  the  nonturbo  Laser 
($10,397).  Like  the  Laser,  the 
240SX  is  plush,  quiet,  smooth- 
riding,  and  crammed  with 
gadgets.  Its  forte:  handling. 
high  rates.  The  Laser,  too, 
handles  extremely  well.  But 
on  mountain  roads  its  front- 
wheel  drive  makes  it  feel  a  bit 
twitchy  compared  to  the  taut 
certainty   of   the    rear-wheel- 


drive  Nissan.  Next  year  the 
Laser  will  offer  optional  four- 
wheel  drive,  which  will  help. 

Both    cars    have    ergonomic 
tlaws.    Lower   the    Laser's   tilt 


steering  wheel  and  you  can't 
see  the  speedometer.  Lots  of 
the  Nissan's  dashboard  but- 
tons are  hard  to  find.  A  dis- 
play that  flashes  your  speed 


THE  HISSAN  240SX  IS  A  ROAD-HUGGER 


on  the  windshield  of  the  Nis- 
san coupe  is  distracting, 
h  it  can  be  turned  off. 
Visibility  is  so-so  in  both  cars. 
And  their  backseats  are  large- 
ly symbolic — especially  in  the 
Laser,  which  is  slightly  less 
roomy  in  general. 

Note  that  base  prices  in- 
clude few  amenities.  In  one 
way  that's  good:  No-nonsense 


enthusiasts  needn't  buy  frip- 
peries, dealers  willing.  But  if 
you  want  air-conditioning,  a 
sunroof,  power  windows,  or 
antilock  brakes,  the  price 
rises  fast.  You  will  spend 
$17,702  plus  tax  for  a  loaded 
240SX.  And  check  insurance 
rates.  The  sports-car  premium 
charged  by  most  insurers  is 
another  feature  that  these 
new  cars  share  with  Porsche. 
But  ah! — the  feel  of  the 
open  road.  These 
cars  are  truly  exhila- 
rating to  drive.  And 
long  trips  don't 
numb  the  bones  as 
they  used  to  in 
sports  cars.  The 
front  seats  are  firm 
and  well-shaped,  leg- 
room  is  ample,  sus- 
pensions are  smooth. 
You'll  also  get  great 
mileage — nearly  30  miles  per 
gallon  on  the  highway. 

Try  the  turbo  Laser  or  the 
Eclipse  if  you  like  dazzling  ac- 
celeration. Nissan  wins  for 
that  glued-to-the-road  feel  of 
the  true  sports  car.  Chances 
are  that  either  is  more  fun 
than  what  you're  driving  now. 
Stewart  Toy  and 
Bill  Hampton 
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Career  Opportunities 


CENTRAL  BANK  OF  PAPUA  NEW  GUINEA. 

CONSULTANTS  TO  THE 
ECONOMICS  DEPARTMENT 

2  POSITIONS  AVAILABLE 

a)  Monetary  Policy  Division.  Design  and 
formulation  of  monetary  policy,  develop- 
ment of  new  monetary  instruments,  compi- 
lation of  data  bases  to  test  the  effect  of 
monetary  aggregates  Design,  formulation 
and  testing  of  econometric  relationship  be- 
tween targeted  monetary  aggregates  and 
other  economic  variables  Analysis  of  fiscal 
policy  and  its  impact  on  monetary  policy 
Participation  in  the  Bank  s  Board  meetings 
and  committees,  liaison  with  banks  and  fi- 
nancial institutions.  Government  Depart- 
ments and  other  business  entities 

b)  Domestic  Economic  Conditions.  Analy- 
sis of  macro  and  micro-economic  develop- 
ments as  an  input  to  the  formulation  of 
monetary  policy  Design,  co-ordination  and 
implementation  of  the  Banks  economic 
mail  liaison  and  employment  surveys,  in- 
cluding the  preparation  of  the  question- 
naire, the  design  of  the  sample  from  the 
population,  and  the  compilation,  arrange- 
ment and  analysis  of  the  data  collected 
Design,  formulation  and  testing  of  econo- 
metric relationships  between  macro  and 
micro  (industry)  developments  Participa- 
tion in  the  Bank's  Board  meetings  and  com- 
mittees, liaison  and  co-ordinate  with  the 
National  Statistical  Office,  national  and  pro- 
vincial Government  Departments,  industry 
associations,  boards  and  large  business 
entities 

Both   Consultants   will   be   expected  to: 

contribute  to  the  publications  of  the  Depart- 
ment including  the  writing  and  editing  of  the 
Quarterly  Economic  Bulletin  and  Annual 
Report  of  the  Bank  Devote  a  substantial 
part  of  their  time  to  tram  the  national  gradu- 
ate staff  in  their  respective  areas  Partici- 
pate in  planned  training  programs  by  the 
Department  for  national  staff 

Candidates  for  appointment  should  hold  a 
Masters  Degree  in  Economics,  PhD  will  be 
preferred  Work  experience  in  a  Central 
Bank  or  Finance  Department  is  desirable 
but  not  essential  A  working  knowledge  of 
PCs  is  necessary  Salary  is  negotiable  but 
not  less  than  K30, 000— Gratuity  of  20%  of 
gross  salary,  taxed  at  2%  Comprehensive 
medical  coverage  Subsidised  Bank  hous- 
ing (K24  per  fortnight)  Education  allow- 
ance for  school  age  children  Annual  airfare 
for  the  candidate  and  family  to  the  country 
of  recruitment  Thirty  working  days  annual 
leave   Fifteen  working  days  sick  leave 

Application  with  detailed  curriculum  vitae, 
including  photocopies  of  Certificates  and 
Grade  transcripts,  work  experience  and 
the  names  of  three  referees  should  be  for- 
warded to  the  Chief  Manager,  Corporate 
Services,  Bank  of  Papua  New  Guinea. 
PO  Box  121,  Port  Moresby,  Papua  New 
Guinea. 


Employment  Services 


Changing  Jobs  At 
The  Senior  Level? 


H  you  have  decided  to  make  a  job 
change  and  want  the  maximum 
number  of  interviews  in  the  shortest 
amount  ol  time  ...  call  us  today.  We 
are  the  leading  career  management 
firm  serving  senior  executives 
exclusively. 

Our  practice  is  limited  to  no  more 
than  3  new  clients  a  week  in  each  ol 
our  offices  ...  as  a  result,  our  clients 
enjoy  highly  personalized  service,  fast 
market  entry  and  guaranteed  results. 

Call  (212)  223-2611  for  national 
Information. 

M      EXECUTIVE  RESOURCES 
INTERNATIONAL,  INC. 
„  825  Third  Ave.  NY,  NY  10022 
Offices  in  New  York,  New  Jersey  and  California 


Steel  Buildings 


HERITAGE 

BUILDING  SYSTEMS 
1-800-643-5555 

FACTORY  DIRECT  SALE 

40x60x12 S9.196.00 

50x75x12 $12,364.00 

80  x  150  x  16 S22.956.00 

100  x  200  x  16 S39.135.00 

We  ship  commercial  steel  buildings  to 
your  jobsite  nationwide  complete  with 
engineer  stamped  drawings  for  USA  or 
Canada.  20-year  warranty  20*  roof  FOB 
factory.  3000  standard  sizes  available 
on  all  snow  loads.  Call  tor  pricing  and 
FREE  brochures.  FAX  501-374-4165. 


VW77Wholesale 
\V//  Steel  Buildings,  Inc. 

W    1-800-462-9992 

40  x  80  x  12  $8,995* 

50  x  80  x  12 $11,500* 

80  x  150  X  16 $21,300* 

100  x  200  x  16 $36,000* 

Now  you  could  purchase  your  Sieel 

Building  at  Wholesale  Prices  and  Save 

Thousands  ot  Dollars  S$$  All-Steel 

Const   (MBMA)  Engr  Approved 

FOB  Factory  20#  Pool.  Any 

Style,  Size  or  Color  Labor  Available 

Call  toll-free  or  FAX  716-632-2323 


Computers/Office  Equipment 


The  PC  Protector 
Password  $99 

-  Protect  your  valuable  data 
Control  licensed  software 
Secure  hard  disk 
Restrict  floppy  access 
Menu  driven  maintenance 
Login  w/optional  password 
Audit  trail  ot  activity 

Visa.  MC.  Amex 
PH   (204)956-2798 
Fax  (204)  943-3702 

NASDEC 

2704  •  85  Garry  St 

Winnipeg,  MB  Canada 

R3C4J5 


NOBODY  DOES  FAX  BETTER.  Discount 
prices,  full  service  and  training  on  the  top 
lines  of  facsimile  machines  Sharp,  Murata, 
and  Ricoh  Call  us  before  you  pay  more  and 
receive  less  from  somewhere  else  Call  toll 
free  1-800-342-3299.  FAX  OF  AMERICA, 
America  s  low  price  fax  distributor 


TANDY  RADIO  SHACK 


Our  12th  Year  of  DISCOUNTS 

Computers  and  Cellular  Phones 

Freight  Prepaid — Save  Tax 

Toll  Free  800-23 1-3680 

•WrmRRYfTlflC  INDUSTRIES  INC. 
1,1 '  22511  KatyFwy. 

Katy  (Houston)  TX  77450 
I -7 13-392-0747  FAX:(7I3)  574-4567 


Financial  Services    i  J 


BIG-NAME  ST0C 
TO  UNLOAD  NO 

My  new  Performance 
Ratings  of  all  NYSE 
stocks  show  200  ex- 
tremely vulnerable 
stocks  (rated  8  or  9) 
—  including  some  very 
famous  names - 
which  I  believe  could 
"take  a  bath."  I'll  rush 
you  the  Performance 
Ratings  ($39  value)  as  a  bonus  v 
your  subscription  to  The  ZweigFi 
cast.  Time  is  crucial. 

Three-Month  Trial  $50.  One  V 
$245,  Visa  or  MC  1-800-633-2; 
Ext.  9024. 

THE  ZWEIG  FORECAS  I 

P.O.Box360,Bellmore,N.Y.ll 


MARTIN  ZW    *i 


Stockbroker  Road  Shows  We  mobi 
fluential  stockbrokers  behind  depre 
slocks  (800)  552-2855  In  Calif   (818 
1414 


::, 


Recruitment 


Technical  Services  Sales  Administr 

—  MIS  competency,  BSCS  Degree;  F 
experience  plus  excellent  communici 
skills  Opportunity  for  self-starter  Con 
(212)702-3735  . 


Business  Week  Market-Place 


Designed  for  Display-Classified  Ad- 
vertisers who  want  Direct  Reader- 
Response  to  their  offer  from  BUSI- 
NESS WEEK  MAGAZINE'S  more 
than  6  million  readers.  The  "Mar- 
ket-Place" appears  in  the  first  issue 
of  each  month. 


For  Prompt  Information-Rates 

Phone  31 2/337-3090 

or  Write  Louisa  Lamperis 

BUSINESSWEEK  Market-Place 

100  East  Ohio,  Suite  632 

Chicago,  IL  60611 

Your  name 

Company 

Phone  No. 

Address 

City 

State Zip 


•MRI 


M 


FOR  AD  RATES 

AND  INFORMATION 

PHONE: 

(312)337  3090 

OR  WRITE: 


' 


BUSINESSWEEK 

MARKET  PLACE 

100  EAST  OHIO  STREET 

SUITE  632 

CHICAGO,  IL  6061  1 


Business  Opportunities 


•INCORPORATE* 

Tax  Free  Nevada 

l^nvacy     anonymity     protection    (beats 
pOel  I   Evi  idy  incorpo- 

rated great  benefits  lor  you  Also  ollice 
.■rvices    FREE  literature     call  or 
l  aughlin  Assoc    Inc  ,  in  business 
..t  a  decade  1000  E  William  Car- 
ly   NV  89701    1-800648-0966 


J  corporate     Delaware     I  aw     Offices. 

j  iTON   &    AULGUR  $225  Com- 

:e  Into    Call  Or  Write  P  O    Box 

Wilm  .       DE       19808       —       1- 

'459 


(    e 
!     : 


ernal  Telephone  Directories  of  various 
porations  available  Hi  tech  companies 
i]|d  N  Y  financial  institutions  a  specially 
cellent  for  sales  prospecting  and  re 
arch  Not  found  anywhere  else  Stan  al 
-  -irporate Contacts  (301)587  1819 


Dduct     Marketing,     1  800    TV     sales 
ough  our  207  Station  TV  Network  Group 
itormation  package  Media  Group 
-  irkelmg  1  800  365  2417 


Business  Services 


Real  Estate 


jlti-Business  Potential,  Easy  Terms 
>tel  Phoenix  Airport  Great  Buy.  Excel 
it  Commercial  Zoning  (602)  254  3520 
52)275  6116 


DNTANA  LAND  BARGAIN  Own  70  200 
res  bulk  priced  from  $299  per  acre  on 

;e  Ranch,  a  premier  ranch  of  over 
WO  acres  m  the  heart  of  the  true  Old 

ill  1  800  252  LAND  lor  FREE  color 
■olographs  and  information 


Travel  Resorts/Hotels 


scount   Cruises   World   Wide   Cruises 
:l  Cabins  At  Maior  Discounts  On 
I  Ships  Bonded  Insured  Call  Our  Hotline 
800  88?  9000 


Cigars 


H.  UPMANN  L0NSDALES 

I  $31 . 50  Boi  25  |6V?  RG42)  Save  $71  00 

I  Natural  Wrapper 


'DON  DIEGO     H  UPMANN     TE-AM0 

-  CABANAS     M0NTECRUZ     HENRY  CLAY    a 

|  PRIM0  DEL  REY       ANY  TOP  BRAND1 

Prion.  VLaid  Or  senrj  criecu  Of  M0 

FAMOUS  SMOKE  SHOP  b-oioiI 
,55  W  39th  St.,  New  York.  NY  10018     ■ 

Otter  expires  Mar  31   I9«y 


Business  Opportunities 

PACKAGED  FOR  YOU 

Venture  100  Franchise  Private  mail  box 
rental  and  packaging  leader  Over  160 
centers  feature  full  services  retail 
products  latest  computer  technology, 
training  site  selection  and  more  Invest 
ment  starts  al  $40,000  Call  Denver 
800  833  2821 

C8flBBOFM«ICA 


All  New  1989  Franchise  Annual  Direc- 
tory. Fully  describes  4185  franchisors  In 
eludes  Handbook  Section  concerning  what 
you  should  know  before  entering  Franchise 
Agreement  390  pages  $26  95  +  $3  00  1st 
class  postage  Money-back  guarantee 
INFO  FRANCHISE  NEWS  728  B  Center 
Street  Lewiston,  New  York  14092  20th 
Year 


25.000  Business  &  Investment  Op- 
portunities. For  Sale  By  Owners  No  com 
missions  Business  Owners  MLS  Call  toll 
tree  1  800  327  9630 


Mailing  Lists 


Free  Mailing  List  Ideas,  25  Years  Expert 
ence  Business  Lists  Consumers.  Oc- 
cupants Opportunity  Seekers  Financial 
Lists.  Telemarketing  Lists  Bob  Burnett 
1  800  876  LIST 


Inventories  Purchased 


REDUCE  YOUR  INVENTORY 
FOR  CASH  NOW! 

IrVe  Buy  •  Integrated  Circuits  •  Semiconductors 
Discrete  Components  •  Electromechanical  Equip 
•  Computer  Parts  &  Peripherals 
•  Sub  Assemblies  to  Finished  Goods 

NO  RISK!  , 
For  a  spot  quote  or  further  information, 
!  (201)  941-5000,  or  just  Fax  your  list:  (201)  939-8918 
Attention:  Allan  Berkun 

AMERICAN  SURPLUS  TRADING 

815  Fairview  Avenue.  P  O  Box  220.  Fairview,  NJ  07022 


Wine  Cellars 


Wt  Hill  \««r  r  nJr,M,Ut   lollu,  hiril 


WlNECELLARS 


M<xl<l 

440  Bottle  Capacity 
700  Bottle  Capacity 
2S0  Bottle  Capacity 
2S0G  (full  sec-thru  door) 
296  Credenza  (Low  Boy) 


R«tiil 

$2494 
3495 
1795 
2195 
2495 


Separate  Cooling  Units:  48755' 
600  Bottle  Commercial  Unit  4995 

880  Bottle  Double  Wide  Unit  4495 

1400  Bottle  Capacity  6500 

60  Bottle,  glass  door  699 

Non  wood  unit -Not  hand-made 


Custom  Cellars  &  Racking  Systems  *  Call  for  our  catalog 
WlNECELLARS-USA     (800)  777-VINO  or  (800)  777-8466 

*  839  So  LaBreaAve.  *  Los  Angeles.  C  A  90036  •  Olympic  Sales  Co 

*  Visa/MC/  AmEx/Discover  *  We  Ship  Anywhere!  *        Since  1 947 


Corporate  Gifts 


The 

( "orporate 
Choice*  * 

America's  top  companies  can't  afford 
to  look  second-rate  That's  why  they 
choose  our  distinctive  corporate  image 
products  American  made  caps,  shirts, 
lackets  and  more  and  now  finely 
crafted  gift  items,  too  each  with  your 
name,  logo  or  custom  design  Discover 
the  quality  difference 


CALL  FOR  FREE  CATALOG 

800-792-2277 

IN  CA  800-826-8585 

s^""^,      3952  POINT  EDEN  WAY 
*?  ll^jl  ^  HAYWARD  CA  94545 
***«iom,  •«**         FAX  (415)  786-1111 


Brand  Name  Golf  Balls  With  Your  Logo 
Lowest    Prices     DSC    Marketing. 
South  State  Street    Suite   177    Lake  Os 
)R  97034 


Executive  Gifts/Catalog 


Custom    'Logo"  Watches!   100%  Water 
>e»pensive  Free  De 
il  Today'  i  800  S25    LOGO 


m 


Corporate 
Ties 


Vy         (150  pc  minimum) 

Gain  recognition  from 
neckties  customized 
with  company  logo. 

Free  literature  upon  request 


4 


Barnard  Maine  itd. 

33  Mead  Axe.  •  Cos  Cob 

CT  0680" -ISA. 

Dept.  BW  (203)869  3006 


Executive  Gifts  Merchandise 


Remington  Bronzes 

'The  Outlaw' 

Full  size  $795 

cast  trom 
original 

To  purchase  or  to 
obtain  details  on  (17) 
other  fullsize  Remington 
bronzes  call  or  write 
(818)  980-0633 
Munyon  &  Sons 
12643  Emelita  Street 
N  Hollywood.  CA  9 1607 


Executive  Maternity  Fashion 


A&fcrjffoA 


MATERNm  FASHICNs 

•,tk»or«   Borton.  CWjrk 

(  >.rLl«J    D«lM 
l>*n.r1     h.rOik.Ma.   \\ 

Ft  I  .-Jc.J.w  Htm^Mt  r\ 

i    CI    How***  I 

K-i«  >.i  Ptvmm   PA  lorn 
Angvir*   M«iiwj(K,l,i  Nr« 

1»<W**  Nn-^«i  Plnlirl.lffcn 

PMtvb«fik   Pnmftor 

la  -  Tmm*m 


ersonai  business 


Smart  Money 

HOW  TO  RIDE  JAPAN  INC'S 
RAGING  BULL 


With  Japan's  economy 
booming  and  Tokyo's 
widely  watched  Nikkei  Stock 
Average  passing  31,500  for 
the  first  time,  should  you 
make  a  move  into  Japanese 
stocks?  You  certainly  don't 
need  a  friend  in  Tokyo  if  you 
want  to  buy  in. 

American  Depositary  Re- 
ceipts (ADRs)  for  Honda, 
Toyota,  Pioneer  Electric,  and 
18  other  big  Japanese  compa- 
nies trade  on  the  New  York 
Stock  Exchange  or  over  the 
counter.  A  score  of  other 
Japanese  ADRs  are  listed  on 
"pink  sheets,"  a  quote  ser- 
vice available  at  many  bro- 
kers. ADRs  are  bought  and 
sold  in  the  same  fashion  as 
domestic  stocks.  While  they 


TARGETING  JAPAN 


Total  return* 
Mutual  fund                         Percent 

DFA  JAPANESE  SMALL  CO. 

33.6% 

MERRILL  LYNCH  PACIFIC-A 

31.3 

SCUDDER  NEW  ASIA" 

24.2 

G.T.  JAPAN  GROWTH 

23.5 

G.T.  PACIFIC  GROWTH 

23.0 

FINCL.  STRATEGIC-PACIFIC 

22.9 

*Price  change  and  income  for  past  12  months 
"Closed-end  fund 

DATA:  MORNINGSTAR  INC. 


represent  ownership  of 
shares  traded  in  yen  in  To- 
kyo, ADRs  are  quoted,  and 
dividends  paid,  in  dollars. 

With  Japanese  consumer 
spending  exploding,  Takeo 
Nakamura,  president  of  No- 
mura Capital  Management, 
likes  Ito-Yokado,  a  retail 
chain  available  in  ADR  form. 
And  Steve  Nagourney, 
Shearson  Lehman  Hutton's 
chief  international  strategist, 
recommends  ADRs  for  Sony, 
"the  best  consumer  goods 
company  in  the  world."  But 
by  focusing  only  on  ADRs,  in- 
vestors may  miss  out  out  on 
Tokyo's  hot  market  in  small- 
company  issues.  Such  popu- 
lar second-tier  stocks  as  Sky- 
lark, a  restaurant  chain,  or 


computer-game  maker  Nin- 
tendo are  difficult  to  obtain 
and  follow  outside  Japan. 

That's  where  mutual 
funds  come  in.  Funds  in- 
vesting in  Japan  and  other 
Asian  markets  abound  (ta- 
ble). Some,  like  Scudder, 
Stevens  &  Clark's  Japan 
Fund  or  the  Nomura  Pacific 
Basin  Fund,  buy  a  broad 
range  of  companies.  But  sev- 
eral home  in  on  growth  is- 
sues. Dimensional  Fund  Ad- 
visors' Japanese  Small 
Company  Fund,  for  example, 
racked  up  an  enviable  34% 
return  over  the  past  year. 
Among  its  largest  holdings: 
Hitachi  Seiki,  a  machine-tool 
manufacturer,  and  Nikkatsu, 
a  big  film  studio. 

Still,  Tokyo  may  not  be  for 
the  conservative.  Japanese 
price-earnings  ratios  average 
50  vs.  12  for  the  Standard  & 
Poor's  500,  a  gap  only  partly 
explained  by  differences  in 
accounting  rules.  And  be- 
cause Japanese  investors  like 
to  hold  stocks  for  long-term 
gains,  dividends  are  puny. 
yen  factor.  Changes  in  the 
dollar  can  make  a  big  differ- 
ence, too.  The  yen's  86% 
climb  against  the  greenback 
from  1985  through  1988 
yielded  American  investors  a 
tidy  bonus  on  top  of  a  1617" 
gain  in  stock  prices.  But  al- 
ready this  year  the  yen  has 
fallen  2.4%,  canceling  out 
much  of  the  Tokyo  Stock  Ex- 
change's 3.37°  gain. 

Many  Japan-watchers 
think  the  yen  will  resume  its 
rise  before  long,  however. 
Even  if  it  doesn't,  they  say, 
the  Tokyo  market  still  has 
room  to  grow.  "Japan  has 
been  through  oil  shocks  and 
an  economic  turnaround,  and 
its  market  remained  steady," 
says  William  Brown,  Scud- 
der's  Tokyo  representative. 
That's  a  record  you  may  not 
want  to  ignore. 

William  Glasgall  and 
Ted  Holden 


Planning 

JEWELRY  INSURANCE: 
MAKE  SURE  IT  ISN'T  FLAWED 


Getting  adequate  insur- 
ance is  never  as  sim- 
ple as  it  seems,  espe- 
cially for  fine  jewelry.  You 
can't  count  on  a  regular 
homeowner's  policy  to  protect 
these  precious  possessions. 
The  coverage  usually  applies 
only  to  theft,  not  to  loss  or 
damage.  Typically,  there's  a 
$1,000  limit  per  policy. 

So  pieces  worth  more  than 
four  figures  require  a  jewelry 
floater.  Written  either  as  sep- 
arate insurance  or  as  a  rider 
to  the  homeowner's  policy, 
this  itemized  list  offers  all- 
risk  coverage  wherever  the 
jewels  are. 

Annual  premiums  vary  by 
area  from  85<f  to  $4.50  per 
$100  of  value.  If  you  keep  the 
jewelry  in  a  safe-deposit  box, 
the  cost  drops  to  around  30$ 
per  $100.  But  such  "vault  in- 
surance" is  intended  for  rare- 
ly worn  items:  Aetna  Life  & 
Casualty,  for  example,  limits 
you  to  six  removals  a  year. 
SOME  BARGAIN.  Floaters  re- 
quire insurance  appraisals 
that  value  the  jewelry  for  its 
replacement  cost  at  current 
retail  prices.  For  new  jewelry, 
a  sales  receipt  will  do,  provid- 
ed it  fully  delineates  the  size, 
cut,   setting,   and  color  of  a 


piece,  says  Anne  Bingha 
author  of  Buying  Jewel 
($8.95,  McGraw-Hill).  Oth« 
wise,  you'll  need  a  separs 
appraisal,  which  costs  fre 
$25  to  $100  an  hour. 

Over-insuring  is  a  comm 
mistake.  Beware  of  a  jewel 
who  sells  you  an  item  th 
immediately  appraises  it  at 
higher  price.  "You  feel  y 
got  a  bargain,  but  actually 
you're  getting  is  higher  pi 
miums,"  warns  Elly  Rose 
chairman  of  the  Internatior 
Society  of  Appraisers. 

And  you  won't  recoup  t 
stated  cost  anyway.  Insure 
usually  offer  a  choice  I 
tween  replacing  the  item  or 
cash  reimbursement.  But 
you  opt  for  the  money,  t 
check  will  represent  what  t 
jewelry  would  cost  the  insi 
er — often,  a  wholesale  price 

If  you  think  you  wou 
want  cash,  ask  for  a  "full-v; 
ue"  policy.  Costing  10%  mo 
than  regular  floaters,  it  spe 
fies  that  the  insurer  will  p; 
the  item's  stated  value. 

No  policy  ever  pays  mo 
than  the  insured  amount, 
update  your  appraisals  eve 
three  years.  Jewelry  usual 
appreciates — and  your  cove 
age  should,  too.  T. 
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PERSONAL  BUSIN 


During  1988,  IBM  found  many  ways  to 

help  its  customers  with  technical  solutions 

for  their  business  needs. 

From  the  smallest  businesses  operating  in 

the  home  to  the  home  of  the  world's  largest 

corporations,  IBM  helped  its  customers 

with  1,283  new  products,  technical 

innovations  and  new  or  enhanced 

software  systems. 

At  IBM  we  call  this  putting  technology  to  work. 

Many  of  these  technical  advancements  were  in 

response  to  customers'  needs  today.  Yet  others 

were  in  anticipation  of  their  needs  tomorrow. 

Because  while  necessity  may  be  the  mother  of 

invention,  foresight  is  the  father  of  success. 


= 


©Copyright  IBM  Corporation  1(>8*>  IBM  i|  i  n-pstrred  trademark  of  the  IBM  Corporation. 
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Leisure 


HORSE  SENSE  FOR 
ASPIRING  EQUESTRIANS 


R 


onald  Reagan  likes  to 
say  that  "there's  noth- 
ing better  for  the  in- 
side of  a  man  than  the  outside 
of  a  horse."  As  one  of  20  mil- 
lion U.  S.  horseback  riders,  I 
can  attest  that,  on  this  score, 
the  Gipper  knows  what  he's 
talking  about.  Horses  soothe 
the  soul,  uplift  the  mind — but 
they  can  fracture  the  body  if 
you  don't  know  what  you're 
doing. 

If  you  yearn  to  ride  come 
summer,  the  time  to 
start  learning  is 
now.  But  selecting  a 
riding  academy  can 
be  an  exercise  in 
frustration.  With  les- 
sons commanding 
anywhere  from  $30 
to  $65  an  hour,  the 
wrong  choice  can 
quickly  become  a 
costly,  even  danger- 
ous fiasco. 

whoa.  My  wife  Pa- 
tricia and  I  have  had 
our  share  of  misad- 
ventures since  we 
entered  the  equestri- 
an world  two  years 
ago.  She  gave  me  a 


though  you're  being  drilled 
for  the  hussars.  But  stay 
away  from  instructors  who 
skimp  on  criticism  for  fear  of 
losing  you  as  a  customer.  Our 
first  teacher,  for  example, 
would  do  little  but  call  out, 
"Keep  posting!"  as  we  posted 
(raised  and  lowered  ourselves) 
during  a  trot  in  a  crowded  in- 
door ring. 

■  Choose  facilities  carefully. 
Try  to  find  a  school  that  of- 
fers spacious  indoor  and  out- 


merrier.  At  another  riding 
school  we  were  given  a  differ- 
ent instructor  every  week. 
With  no  continuity,  our  prog- 
ress was  slow,  and  it  seems  in 
retrospect  that  we  were  wast- 
ing our  money.  We  were  also 
taught  on  park  trails,  which 
are  not  as  suitable  for  learn- 
ing as  a  ring. 

■  Do  the  hard  stuff.  Almost 
from  the  start,  you  should 
spend  a  lot  of  time  doing  the 
two-point  (leaning  forward), 
the  sitting  trot,  and  bone-jar- 
ring exercises  such  as  riding 
bareback  or  without  stirrups. 
Experienced  riders  insist  that 
there  are  no  better  ways  of 
attaining  proper  balance.  If 
your  instructor  does  only  easy 
stuff,  find  another  one. 


BW'S  WEISS  AND  APPY  MAKE  THE  ROUNDS  AT  THE  SCARSDALE  RIDING  ACADEMY 


riding  lesson  as  a  gift  for  my 
33rd  birthday,  and  soon  we 
both  were  hooked — despite 
falls,  a  bruised  rib,  and  even 
the  time  in  Arizona's  Canyon 
de  Chelly  when  my  horse 
sank  neck-deep  in  quicksand. 
Still,  learning  to  ride  is  a 
cinch  compared  with  the  task 
of  finding  a  competent  soul  to 
teach  you  how  to  do  it.  Here 
are  some  principles  of  stable- 
hunting  that  we  learned  the 
hard  way: 

■  Beware  the  nice  instructor. 
You    don't   have   to   feel   as 


door  rings  for  year-round  use. 
Avoid  stables  whose  horses 
seem  undernourished,  over- 
worked, or  filthy.  Even  the 
best  instruction  can  suffer  if 
the  mounts  or  facilities  are 
subpar.  We  took  several  les- 
sons at  Manhattan's  Clare- 
mont  Riding  Academy,  reput- 
edly one  of  the  best  riding 
schools  around,  but  we  were 
turned  off  by  its  tiny  ring 
lined  with  support  beams  that 
always  seemed  to  pose  an  im- 
minent collision  hazard. 
■  More    instructors    are    not 


After  dumping  our  share  of 
riding  instructors,  we  chose 
Barbara  Reina  at  the  Scars- 
dale  Riding  Academy  in  New 
York's  Westchester  County. 
The  academy's  facilities  are 
roomy  and  its  horses  reason- 
ably cooperative.  With  myself 
astride  Appy,  a  gray  animal 
of  Appaloosa  antecedents,  we 
jumped  for  the  first  time  in 
October  and  have  since 
worked  our  way  to  leaping 
two  fences  at  a  time.  They're 
two  feet  high — a  bit  short  of 
the   seven-foot   walls   at   the 


National  Horse  Show  in  M; 
son     Square     Garden- 
we're  getting  there. 

Whatever  riding  school 
pick,  never  climb  on  a  ho 
without  strapping  on  a  rid 
helmet,  which  costs  about  $ 
Even  if  you  don't  tumble  o 
half-dozen  times  during  y 
first  year,  as  I  did,  a  hard 
is  great  protection  agai 
tree  limbs  and  the  odd  brie 
abutment.  You  may  want 
buy  riding  boots  ($150 
up),  which  should  hi 
smooth  soles  and  promin 
heels  to  prevent  your  f 
from  slipping  through 
stirrups.  Boots  should  be 
least  12  inches  high  to  kt 
your  legs  from  being  pincl 
by  stirrup  leathers.  Chaps, 
leather  leggir 
(about  $100),  prov 
wintertime  warn 
and  aid  adhesion 
the  saddle. 

TRAIL'S  END.  Afte 

few  hours  in  the  s 
die,  you  may  want 
curl  up  in  an  ar 
chair  with  a  book 
riding.  The  best  I 
found  is  Ba 
Horsemanship,  E 
glish  and  Weste 
by  Eleanor  Prir 
and  Gaydell  Colli 
Another  wort 
tome  is  Center 
Riding  by  Sa 
Swift. 

A  few  months  on  horseba 
will  improve  your  wind  i 
harden  your  thighs.  And 
you  become  a  horse  fiend  1 
me,  your  perspective  will 
come,  well,  different.  Yov 
find  yourself  doing  things  li 
playing  westerns  on  the  V( 
slowing  the  action  to  stu 
John  Wayne's  smooth  sitti 
trot  and  to  admire  En 
Flynn's  canter  without  si 
rups  in  They  Died  With  Th( 
Boots  On.  But  could  he  jur 
a  two-foot  fence,  that's  wha 
want  to  know!         Gary  We 


Worth  Noting 


a  MODERN  ANTIQUES.  Cohas 

set  Colonials  (617  383-0110) 
offers  tinkerers  a  chance  to 
make  old  things  new  again. 
Their  kits  let  you  create  rep- 
licas of  the  venerable  chests, 


chairs,  and  rockers  that  you 
have  admired  in  such  places 
as  New  York's  Metropolitan 
Museum  of  Art  ($45  to  $650). 
n  social  SCREEN.  Shopping 
For  A  Better  World  (Council 
on  Economic  Priorities,  $4.95) 
rates  138  companies  and 
1,300    brand-name    products 


by  the  manufacturer's  record 
on  such  issues  as  the  envi- 
ronment, charitable  giving, 
animal  testing,  and  minor- 
ities (800  822-6435). 
■  down  under.  The  sun  isn't 
the  only  reason  to  head  to- 
ward warmer  climes  this 
winter.  Atlantis  Submarines 


offers  one-hour  narrate 
tours  of  sea  life  150  fe< 
down  in  Barbados,  the  Cai 
man  Islands,  U.  S.  Virgin  I 
lands,  Guam,  and  Hawai 
Cruising  by  the  coral  reef 
and  tropical  fish  is  about  $5 
in  the  davtime  and  $65  a 
night  (714 '493-7988). 
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PERSONAL  BUSINB 


I  can't  afford  a  tax  return  that  isn't  accurate. 

Neither  can  you. 


1  prepare  tax  returns.  Lots  of  them.  So  I  considered 
buying  tax  software  for  my  computer.  But  when  I 
found  that  most  professional  packages  cost  well 
over  $1,000,  with  a  hefty  annual  charge  to  match,  I 
was  a  bit  surprised.  For  an  investment  like  that,  I'd 
seriously  consider  staying  with  my  service  bureau. 

"Then  I  saw  an  ad  for 
HowardSoft's  Tax  Preparer9' 

I  was  skeptical.  First,  Tax  Preparer  only  costs 
$295,  and  updates  are  less  than  $100  a  year. 

Second,  I  know  that 
a  lot  of  people  use  Tax 
Preparer  to  do  their  own 
personal  taxes.  So  when 
I  read  that  the  same  soft- 
ware was  supposed  to  do 
the  job  for  us  pros,  I  had  to 
put  it  to  the  test. 

I  plugged  in  the 
numbers  for  one  of  my  toughest 
clients.  We  have  to  file  Form  8582  for  this 
guy.  He's  got  real  estate,  limited  partnerships,  bank 
accounts  for  his  kids . . .  you  name  it. 

Getting  started  was  simple.  My  computer- 
phobic  partner  and  I  did  it  on  the  first  try. 

But  the  big  surprise  came  when  I  found  out 
we  didn't  have  to  complete  any  passive  worksheets. 
In  fact,  we  didn't  have  to  enter  anything  on  Form 
8582  ourselves,  or  even  tell  the  computer  we 
needed  it!  Instead,  Tax  Preparer  generated  it  auto- 
matically. 

Its  execution  of  the  Passive  Activity  Rules 
was  nothing  short  of  brilliant.  When  I  did  it  by 
hand  I  had  to  calculate  the  whole  return  with  and 
without  the  passive  activities  to  get  it  right.  Tax 
Preparer  transfers  hundreds  of  numbers 
among  IRS  forms,  and  recomputes 
AG1  as  often  as  necessary  to  get  an 
accurate  return.  Automatically.  It  a 
happened  so  fast,  I  almost  missed 
it.  And  the  results  were  clear,  and 
right  to  the  penny. 

Next,  I  gave  it  a  return  that 
even  had  the  $1,000  packages 
confused  last  year.  In  fact,  the 
IRS  had  to  issue  Special 
Announcement  88-38  to  show 
people  how,  if  you  have  an  IRA 
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deduction,  you  have  to  compute  the  taxable  part  of 
social  security  twice  to  get  the  right  result.  Howard- 
Soft  was  way  ahead  of  these  guys.  Their  software 
performed  flawlessly. 

Tax  Preparer  even  undersuxxl  about  limiting 
investment  carryovers  to  17.5%  of  the  total  car- 
ryover, long  before  IRS  Announcement  88-52. 

I  tried  everything  to  trip  it  up.  It  blocked  ille- 
gal combinations  of  dates,  methods,  and  recovery 
periods  from  my  depreciation  entries.  It  kept  my 
itemized  lists  accurate  to  the  penny,  but  rounded  to 
the  dollar  on  the  form,  just  like  the  IRS  says  to  do. 
It  even  cross-referenced  my  supporting  statements 
to  the  forms  they  supported,  automatically. 

"HowardSoft's  attention  to  detail 
made  ail  the  difference." 

I  was  impressed.  So  impressed,  I  bought  it. 
And  I've  used  it  all  year,  both  to  prepare  returns, 
and  to  plan  taxes  using  its  built-in  projections  into 
the  1990's. 

So,  look.  You  can  keep  fooling  around  with  a 
service  bureau.  Or  you  can  pay  five  to  ten  times  as 
much  for  software  with  no  more  tax  knowledge.  Or 
you  can  even  chance  one  of  those  cheapies  if  you 
plan  to  do  the  complicated  calculations  yourself. 

But  why  risk  it?  Just  fill  out  the  coupon,  or 
pick  up  the  phone  and 


call  HowardSoft.  Get 
the  tax  software  that 
gives  you  just  what  you 
need,  at  a  price  you  can 
afford. 


Tax  Preparer  by 

HowcndSoft! 

Professional  software  at 
a  personal  price. 
1224  Prospect  Street,  Suite  150 
La  Jolla.CA  92037 


Name 


AJdiw. 


HowardSoft's  professional  software  at  personal  prices  includes  our 
California  Supplement™  for  preparing  the  state  return  starting  with 
Federal  data,  and  Real  Estate  Analyzer*  for  analyzing  income  property 
before  and  after  taxes.  For  more  information,  or  a  dealer  near  you, 
call  us  at  (619)454-0121. 


rv  right!  I  can't  afford  inaccuracy,  cither.  Please  send  me  my  copy  of  the 
1989  Edition  of  Tax  Preparer  (for  1988  taxes). 
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Ayuntamiento  de  Madrid 

Patronato  Municipal  deTurismo 


r^l  MADRID 


AMIGO 


Stopping  over  in  Madrid  between  any 
international  flights  is  now  free 

The  City  Council  of  Madrid  invites  you  1 : 
its  MADRID-AMIGO  Programme:  a  night': 


to 


h 


rr 


j  j  'he  best  hotels  in  the  city,  dinner,  a  show      a  day.  You  have  a  friend  in  Madrid  now.       __ 
:ar  for  completely  no  charge*  S3 

i  Dnable  Madrid,  with  its  unique  combina- 
ft  3rt,  culture  and  entertainment  24  hours 
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WARM  TO  THE  EXPERIENCE. 


Earn  free  trips  to  Paris 

when  you  stay  with  us  in  '89 

and  use  the  American  Express" 

Sofitel 


Spend  nights  at  any  North  American  Hotel  Sofitel 

at  full  room  rate,  charge  your  stay  with  the 

American  Express  Card  and  you  can  earn  a  deluxe 

stay  at  a  Hotel  Sofitel  in  Paris,  including  airfare. 

,.       ,  .        ..        ,  or  other  awards. 

Here  s  how  it  works: 

Stay  at  any  North  American  Hotel  Sofitel  for  a  total  of: 

6  NIGHTS  to  be  eligible  for  a  free  gourmet 

dinner  for  two  at  the  North  American  Hotel  Sofitel 

of  your  choice. 

12  NIGHTS  to  be  eligible  for  two  free  weekend 

nights  for  two,  including  a  gourmet  dinner,  at  any 

North  American  Hotel  Sofitel. 

20  NIGHTS  to  be  eligible  for  a  free  trip  to  Paris 

for  one,  which  includes  a  single  room  at  a 

Paris  Hotel  Sofitel  for  four  nights  and  round-trip  air 

transportation  on  American  Airlines. 

30  NIGHTS  to  be  eligible  for  a  free  trip  to  Paris 

for  two,  which  includes  a  double  room  at  a  Paris 

Hotel  Sofitel  for  four  nights  and  round-trip  air 

transportation  for  two  on  American  Airlines. 

To  enter,  just  spend  at  least  one  night  at  a  Hotel 

Sofitel  at  full  room  rate,  charge  your  stay 

with  the  American  Express  Card,  fill  out  a  Parisian 

Passport  application  and  turn  your  application  in  at 

the  end  of  your  visit.  You  have  all  of  1989  to  collect 

passport  stamps  good  for  the  prizes  described."  Just 

think,  as  an  American  Express  Cardmember  a  free 

trip  to  Paris  for  two  can  be  yours  just  by  enjoying  the 

ambiance  of  Hotel  Sofitels  in  North  America. 

For  a  Hotel  Sofitel  reservation,  call 

ResinTer,  1-800-221-4542  or  your  travel  counselor 

and  be  sure  to  ask  for  an  American  Express' 

Assured  Reservation. 


Up  Hotel  Sofitel 


NORTH      AMERICA 


AA  America- Airlines 


Membership 
Has  Its  Ihiinleges?" 
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Read 
BUSINESS  AGE 

and  see 
what's  in  it 
for  you 


Every,  issue  of 
Business  Age  provides 
you  with  practical 
information  to  help 
you  and  your 
company  become 
more  productive, 
more  profitable  and 
more  successful. 

Call  today  and  receive 
a  FREE  trial  issue 
of  Business  Age: 

1-800-635-8817 

(In  Wisconsin,  call  414-276-7586) 
Please  ask  for  special  offer  "'B2" 

BUSINESS  ac;e 
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Over  the 
years,  AT&T 
has  set  the  standard 
for  network  quality  and  reliability 

Now  you  can  expect  the  same  from  our  fax  machines^ 
tSE  And  if  there's  ever  a  problem,  it's 

^  comforting  to  know  that  AT&T 

service  people 
are  ready  to  assist 
1  you  nationwide,  with  24-hour 

"hot  line" 
service. 
To  find 

the  right  fax  for  your 
business,  call  AT&T  at 
1  800  247-1212,  Ext.  129.  a™- 

The  right  choice 
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IINTARY 

15  months,  the  stock  morket 

k  where  it  was  before 

I  October  crash    That's  an 
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AN  IMMIGRATION  POLICY 
THAT'S  FAIR  TO  ALL 


iami  has  been  energized  by  immigrants,  but  the 
city's  blacks  feel  their  political  and  economic  power 
has  been  usurped  by  Cubans  and  other  Latin  new- 
comers. There  were  many  causes  of  Miami's  latest  riots, 
including  alleged  police  brutality,  but  there  is  no  doubt  that 
black  resentment  of  the  influx  fueled  the  firestorm.  Miami  is 
a  classic  example  of  the  benefits  and  drawbacks  of  introduc- 
ing large  numbers  of  outsiders  into  any  community. 

Newcomers  are  part  of  the  fabric  of  U.  S.  society:  We 
have  by  far  the  best  record  of  any  country  in  the  world  in 
welcoming  immigrants  and  refugees.  Permanent  legal  set- 
tlers last  year  numbered  607,000.  The  Miami  riots  suggest 
that  in  addition  to  our  sympathy  for  the  dreams  of  foreign- 
ers, we  need  to  assess  immigration's  impact  on  U.  S.  society. 
In  communities  from  the  Rio  Grande  Valley  to  Los  Angeles, 
local  services  such  as  health  and  education  have  been  over- 
whelmed by  inflows  of  immigrants,  legal  and  illegal. 

A  more  basic  issue — the  criteria  for  deciding  who  should 
be  allowed  to  come  to  the  U.  S. — also  needs  reexamination. 
Canada  and  Australia  are  the  only  other  countries  that 
encourage  substantial  permanent  immigration.  They  give 
preference  to  applicants  with  education,  skills,  and  other 
qualifications  that  can  make  the  greatest  contribution  to 
their  societies.  The  U.  S.  should  also  move  toward  such  a 
system.  This  would  give  more  weight  to  individual  merit  in 
place  of  the  current  "family  reunification"  criteria.  Prefer- 
ences for  relatives  of  previous  immigrants  now  account  for 
90%  of  immigration,  other  than  refugees. 

Any  sustainable  and  equitable  immigration  policy  must  be 
enforced.  That  has  not  occurred  in  the  past.  Under  a  1986 
amnesty,  1.5  million  illegal  aliens  may  qualify  for  legal  resi- 
dence and  eventual  citizenship.  But  pressure  from  growers 
created  a  loophole:  a  special  amnesty  for  farm  workers  that 
has  produced  a  flood  of  more  than  1  million  applications, 
many  believed  to  be  fraudulent.  The  persistence  of  an  under- 
class of  illegal  aliens  would  discredit  the  ideal  of  a  golden 
door  of  opportunity.  The  U.  S.  can  continue  an  immigration 
policy  that  remains  warmly  generous  to  newcomers  and 
beneficial  to  American  society,  but  only  if  the  rules  are 
strictly  enforced. 


CONGRESS  IS  IN  ARREARS 
ON  BANKING  REFORM 


When  Wi'.lard  C.  Butcher,  chairman  of  Chase  Man- 
hattan Corp.,  joined  his  bank  42  years  ago,  907'  of 
Chase's  loans  went  to  large  U.  S.  companies.  To- 
day that  figure  is  4  ' .  Banks  and  their  customers  have 
changed,  but  the  laws  and  regulations  that  govern  banking 
have  not.  The  result  is  a  dangerous  patchwork  of  outdated 
rules  and  overlapping  jurisdictions. 
With  Congress  paralyzed  by  competing  lobbyists,  the  Fed- 


eral Reserve  Board  has  gradually  allowed  banks  into  a  i 
corners  of  investment  banking,  most  recently  underwriti 
corporate  debt.  Since  so  many  banks  already  resell  corpoi 
loans  and  repackage  other  assets  into  security  form,  \ 
Fed's  limited  action  is  scarcely  revolutionary.  Equity  un(! 
writing,  which  the  Fed  promises  to  consider  next  year,  co! 
bring  bigger  risks,  however,  as  the  dismal  experience 
most  U.  S.  banks  in  London  equity  markets  shows. 

The  proliferation  of  rules  and  exceptions  makes  clear  t 
Congress  must  decide  where  to  draw  the  dividing  line 
tween  banking  and  other  businesses,  such  as  insurance  j 
real  estate.  But  along  with  new  "fire  walls"  devised 
hinder  conflicts  of  interest,  bank  supervision  and  exam; 
tion  must  be  strengthened.  The  crazy  quilt  of  state  ; 
federal  laws  must  be  rationalized.  And  although  regulat! 
are  already  forcing  banks  to  add  more  capital  to  back  risl! 
business  ventures,  Congress  should  insist  that  banks  | 
heftier  deposit  insurance  premiums  when  they  use  tl| 
privileged  position  to  take  a  gamble.  One  nonstar 
though,  is  the  Treasury's  idea  of  taxing  depositors.  Not  o 
could  it  depress  the  already  low  U.  S.  savings  rate  but  z 
the  plan  would  divert  deposits  to  money  market  mu 
funds  and  out-of-deposit  accounts — a  tried-and-true  way 
weaken  the  banks. 


WHAT  THE  HIGH  COURT'S 
RULING  DOESN'T  MEAN 


From  the  beginning,  redressing  the  historical  evils 
segregation  has  created  a  dilemma  for  the  U.  S.  r 
principle  of  affirmative  action  implies  that  as  a  soci 
we  have  to  make  amends  for  the  wrongs  of  the  past.  1 
that  is  impossible  to  do  without  embarking  on  some  form 
reverse  discrimination  now.  In  its  latest  decision,  the 
preme  Court  has  tried  to  thread  its  way  through  this  dik 
ma.  The  court  struck  down  a  Richmond  (Va.)  program 
reserve  contracts  for  minority  businesses,  ruling  that 
most  circumstances  governments  must  have  narrowly 
lored  plans  to  cure  past  discrimination  rather  than  br< 
race-conscious  remedies.  It's  important  to  understand  wi 
this  ruling  means  and  what  it  doesn't  mean. 

The  court  believes  that  specific  quotas  such  as  Richmon 
30%  minority  set-aside  unfairly  discriminate  against  wr 
contractors  and  their  employees  unless  the  state  or  lo 
government  documents  specific  evidence  of  past  discrimi 
tion.  We  understand  the  court's  reasoning,  and  in  a  perf 
world  race  shouldn't  play  a  role  at  all.  The  ruling  me; 
simply  that  states  and  local  governments  are  going  to  hi 
to  carefully  tailor  their  programs  to  provide  employm 
opportunties  for  previously  harmed  minorities. 

What  it  doesn't  mean  is  an  end  of  affirmative  act 
as  it  is  practiced  by  business.  For  one  thing,  the  ruling  oi 
applies  to  state  and  local  governments.  And  for  anotl 
there  is  still  ample  legal  precedent  for  highly  effective  at 
mative  action  programs  that  stop  short  of  specific  quot 
These  programs  may  have  their  faults,  but  they  are  nee 
sary  if  we  as  a  society  are  to  continue  our  march  towai 
equality. 
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Georgia-Pacific  is  maldngbigwawsin^ 
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Very  big  waves  if  you  consider  that  this  year, 
Georgia-Pacific  will  export  nearly  three-quarters  of  a 
million  tons  of  market  pulp  to  foreign  customers. 
Enough  to  make  us  the  largest  exporter  in  America. 
And  the  future  is  looking  even  brighter,  as  we  continue 
to  increase  productivity  at  every  opportunity. 

But  pulp  is  only  a  part  of  Georgia-Pacific  s  flourishing  paper 
business.  A  business  that  is  generating  well  over  50%  of  our  cash 
flow.  And  this  year  we  should  reap  the  benefits  of  over  $2  billion 
invested  in  pulp  and  paper  projects  in  the  last  five  years. 

So  while  we're  making  a  lot  of  waves  right  now,  just  wait 
until  our  ship  really  comes  in. 

Georgia-Ffecific 

Savvy!  From  the  ground  up. 
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WE  HELP  USC  AD 


Last  year,  the  University  of 
Southern  California  attracted  over 
$145  million  in  research  grants.  For 
everything  from  medical  studies 
to  surveys  predicting  earthquake 
damage. 

And  how  are  all  these  grants 
managed?  On  computer  systems 
from  Prime. 


We  gave  USC  the  capacity  to  orgar 
their  funding  efficiently.  Break  down 
budgets.  Project  costs.  And  account  fof 
every  last  dime.  It's  a  big  job,  but  it's  o' 
part  of  what  we  do  at  USC. 

We  also  helped  develop  a  whole  ne 
administrative  system.  A  system  that 
lets  everyone  from  Admissions  to  Car, 
Planning  share  information  fast.  And 
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►  XEROX  RETHINKS-AGAIN  ►  GM:  FINALLY  A  T 
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Fay  Schroeder  had  a  problem.  She  needed 
a  quality  office  system  for  the  loan  opera- 
tions area  at  First  Commerce  Corporation's 
lead  bank  in  New  Orleans.  But  aesthetics 
were  going  head  to  head  with  economics. 

"We  needed  a  comfortable  and  produc- 
tive working  environment','  she  says.  "We 
certainly  wanted  it  to  look  nice.  But  since 
it's  a  back  office  area,  we  didn't  want  to 
spend  a  lot  of  dollars  on  it." 

As  First  Commerce's  staff  designer  in 
charge  of  interior  planning,  Fay  evaluated 


several  competitive  products. 

Her  local  Steelcase™  rep  suggested 
Movable  Walls. 

"I'll  be  real  honest','  says  Fay.  "I'd  always 
heard— especially  from  their  competition— 
that  Movable  Walls  was  the  pits.  A  product 
used  only  in  inexpensive,  governmental 
applications.  I  believed  them.  I  was  con- 
vinced that  people  who  specified  Movable 
Walls  were  embarrassed  to  admit  it. 

"Well,  I  was  wrong. . . 

"Movable  Walls  is  tough  and  durable.  It's 


1 
F: 

i 

me 


True  confessions. 


implc  to  configure,  has  good  wiring  and 
abling.  And  flexibility.  I  was  impressed 
/ith  the  ehoiee  of  surface  materials. 

"Working  with  these  options,  I  designed 
verything  from  data-entry  to  management- 
,jvel  workstations— without  a  big  priee  tag. 

"I'm  sold  on  Movable  Walls." 

Fay  is  not  alone.  Market  researchvjndi 
'ates  that  over  the  past  two  years  Mov 
Vails  has  become  one  of  the  most  sought 
fter  systems  in  the  U.S. 

Respected  at  last. 


Steelcase 

/  nvimnment  I 


For  more  information,  call  I- 800-333-9939 


__ 


loday,  a  bank  should  see  the  whole  as  clearly  as  the  parts. 


ohould  you  borrow  in  the  Euromarkets  or  issue  domestic 

commercial  paper? 

What  about  investing  your  corporate  cash?  Go  long,  short, 
fixed,  floating? 

What's  the  true  value  — to  you— of  a  proposed  acquisition? 

Hard  questions,  always.  Even  harder  today.  But  less  so 
when  you  have  Bankers  Trust  on  your  side. 

As  merchant  bankers,  we  view  problems  as  you  do:  not 
as  isolated,  one-of-a-kind  challenges,  but  in  the  light  of  your 
overall  strategic  objectives. 

The  broader  and  deeper  our  relationship,  the  more  effec- 
tively  we  can  do  this.  So  in  today's  complex  financial  environ- 
ment,  an  increasing  number  of  corporations  are  choosing  to 
build  just  such  relationships  with  us. 

Merchant  banking  focuses  not  only  on  the  details,  but  on 
the  big  picture  as  well.  And  that  can  be  crucial  today. 


□BankersTrust  Company 

Because  today  isn't  yesterday. 
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MR.  SMITH  GOES  GLOBAL 

Federal  Express  founder  Fred  Smith 
is  a  risk-taker.  That's  how  he  built 
the  nation's  No.  1  overnight-delivery 
company.  Now  he's  willing  to  go 
deep  in  debt  to  buy  Tiger 
International  and  crack  the  overseas 
market  that  has  eluded  him.  Putting 
Tiger  in  Federal's  tank  may  make  up 
for  revenues  Smith  is  losing  to  fax 
machines  and  challenger  UPS,  but  it 
will  be  a  tough  merger  to  manage 
RIVAL  ON  THE  INSIDE  RAIL 
United  Parcel  Service  is  not  about  to 
be  left  holding  the  parcel 
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PRODUCTION 

Change  from  last  week:  —0.2% 
Change  from  last  year:  4.5% 
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Change  from  last  week:  0.2% 
Change  from  last  year:  5.4% 
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The  production  index  fell  for  the  week  ended  Jan.  2 1 .  On  a  seasonally 
adjusted  basis,  output  of  lumber,  trucks,  steel,  and  rail-freight  traffic  declined. 
Electric  power  and  crude-oil  refining  output  were  unchanged,  while  only  auto 
production  posted  an  increase.  Data  for  coal,  paperboard,  and  paper  were  unavail- 
able for  the  week.  Prior  to  calculation  of  the  four-week  moving  average,  the  index 
dropped  to   175.9  from   176.7  in  the  week  before. 

BW  production  index  copyright   1989  by  McGraw-Hill  Inc. 


The  leading  index  increased  for  the  week  ended  Jan.  21,  as  all  the  available 
indicators  gave  positive  signals  for  continued  economic  growth.  Higher  stock  prices, 
lower  bond  yields,  and  faster  growth  rates  for  materials  prices,  real  estate  loans,  and 
M2  contributed  to  the  gain.  Data  for  business  failures  were  unavailable.  Before 
calculation  of  the  four-week  moving  average,  the  index  jumped  to  207  from  205. 31  in 
the  previous  week. 

Leading  index  copyright   1989  by  Center  for  International  Business  Cycle  Research 
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Latest 
week 

Week     %  Change 
ago      year  ago 

STEEL  (1/28)  thous.  of  net  tons 

2,032 

1,969# 

5.9 

AUTOS  (1/28)  units 

158,083 

153,472r# 

23.1 

TRUCKS  (1/28)  units 

94,177 

93,256r# 

9.6 

ELECTRIC  POWER  (1/28)  millions  of  kilowatt-hours 

53,720 

54,443  # 

-3.8 

CRUDE-OIL  REFINING  (1/28)  thous.  of  bbl./day 

13,390 

1 3,524  # 

2.2 

COAL  (1/21)  thous.  of  net  tons 

NA# 

NA 

NA 

PAPERBOARD  (1/21)  tho'us.  of  tons 

NA# 

743.3 

NA 

PAPER  (1/21)  thous.  of  tons 

NA# 

749.0 

NA 

LUMBER  (1/21)  millions  of  ft. 

480.8  # 

486.5 

-5.2 

RAIL  FREIGHT  (1/21)  billions  of  ton-miles 

20.0  # 

19.9 

6.4 

Latest 
week 

Week         %  Chang] 
ago          year  aa 

STOCK  PRICES  (1/27)  S&P  500 

289.53 

285.55                14. 

CORPORATE  BOND  YIELD,  Aaa  (1/27) 

9.56% 

9.61%            -1 

INDUSTRIAL  MATERIALS  PRICES  (1/27) 

103.6 

103.9                 6 

BUSINESS  FAILURES  (1/20) 

NA 

NA                  N 

REAL  ESTATE  LOANS  (i/i8)  billions 

$309.7 

$308.8               12. 

MONEY  SUPPLY,  M2  (1/16)  billions 

$3,079.4 

$3,074.4r                 5. 

INITIAL  CLAIMS,  UNEMPLOYMENT  d/i  4)  thous. 

312 

285             -20. 

Sources:  Standard  &  Poor's,  Moody's,  Journal  of  Commerce  (index:  1980=  100),  Dun 
Bradstreet  (failures  of  large  companies),  Federal  Reserve  Board,  Labor  Dept.  CIBCR  seasoi 
ally  adjusts  data  on  business  failures  and  real  estate  loans. 

Sources:  American  Iron  &  Steel  Inst.,  Ward's  Automotive  Reports,  Edison  Electric  Inst.,  Amer- 
ican Petroleum  Inst.,  Energy  Dept.,  American  Paper  Inst.,  WWPA1,  SFPA2,  Association  of 
American  Railroads. 
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Latest 
month 


%  Chang 
yearag 


E 
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Latest 
week 

Week 
ago 

Year 
ago 

JAPANESE  YEN  (2/1) 

130 

128 

128 

GERMAN  MARK  (2/D 

1.86 

1.84 

1.68 

BRITISH  POUND  (2/1) 

1.75 

1.77 

1.77 

FRENCH  FRANC  (2/1) 

6.35 

6.26 

5.67 

CANADIAN  DOLLAR  (2/1) 

1.19 

1.18 

1.28 

SWISS  FRANC  (2/D 

1.59 

1.57 

1.37 

MEXICAN  PESO  (2/D3 

2,310 

2,300 

2,247 

Sources:  Major  New  York  banks.  Currencies  expressed 
British  pound  expressed  in  dollars. 

in  units  per 

U.  S.  dollar, 

except  for 

PRICES 

Latest 
week 

Week 
ago 

%  Change 
year  ago 

GOLD  (2/1)$/ troy  oz. 

392.800 

404.200 

-11.8 

STEEL  SCRAP  (1/31)  #  1  heavy,  $/l 

on 

120.00 

120.00 

-4.0 

F0 

CO 

ODSTUFFS  (1/30)  index,   1967 

100 

230.5 

231.9 

4.3 

PPER(l/28)<?/lb. 

161.0 

161.7 

34.8 

AL 
Wl 

UMINUM(l/28)^/lb. 

107.3 

107.5 

17.3 

1EAT0/28)  #2  hard,  $/bu. 

4.44 

4.37 

37.9 

COTTON  (1/23)  strict  low  middling  1 

-1/16  in.,  <r/lb. 

56.29 

56.08 

-3.4 

C0NSTR.  SPENDING  (Dec.)  annual  rate,  billions 


$422.7 


$412.4r 


1 2  LEADING  INDICATORS  COMPOSITE  (Dec.)  index     1 94.6 


193.4r 


PERSONAL  INCOME  (Dec.)  billions 


$4,207.1         $4,170.0r 


_2J 

6 


ORDERS  FOR  DURABLE  GOODS:  MFG.  (Dec.)  billions  $  1 30.8         $  1 22.9 


15. 


Sources:  Census  Bureau,  Commerce  Dept. 
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Latest 


Week 
ago 


%  Chang 
year  agi 


MONEY  SUPPLY,  Ml  (1/16) 


$783.8 


$786.3r 


2.< 


BANKS'  BUSINESS  LOANS  (1/18) 


304.8 


304.8r 


FREE  RESERVES  (1/25) 


571 


308r 


48. 


N0NFINANCIAL  COMMERCIAL  PAPER  0/18) 


104.2 


101.0 


21. 


Sources:  Federal  Reserve  Board  (in  billions,  except  for  free  reserves,  which  are  expressed  fo 
a  two-week  period  in  millions). 
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Latest 


ago 


Year 
ago 


FEDERAL  FUNDS  (1/31) 


9.14% 


9.10%       6.77  • 


PRIME  (2/1) 


10.50 


10.50 


8.68 


COMMERCIAL  PAPER  3-MONTH  (2/D 


9.07 


9.02 


6.67 


CERTIFICATES  OF  DEPOSIT  3-MONTH  (2/1) 


9.20 


9.10 


6.66 


Sources:  London  Wed.  final  setting,  Chicago  mkt.,  Commodity  Research  Bureau,  Metals 
Week,  Kansas  City  mkt.,  Memphis  mkt. 


EURODOLLAR  3-MONTH  (1/25) 


9.26 


9.30 


7.03 


Sources:  Federal  Reserve  Board,  First  Boston 


ss  Raw  data  in  the  production  indicators  are  seasonally  adjusted  in  computing  the  BW  index  (chart);  other  components  (estimated  and  not  listed)  include  machinery  and  defense  equipment 
1      Western  Wood  Products  Assn.  2  =  Southern  Forest  Products  Assn.  3  =  Free  market  value  NA  -  Not  available  r  =  revised  NM  =  Not  meaningful 
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GeorgJa'F^cific  is  making  big  waves  in  the  world  pulp  market. 


J 


rpontian 
.Ml  Hi^hu  Rnnvnl 


Very  big  waves  if  you  consider  that  this  year, 
Georgia-Pacific  will  export  nearly  three-quarters  of  a 
million  tons  of  market  pulp  to  foreign  customers. 
Enough  to  make  us  the  largest  exporter  in  America. 
And  the  future  is  looking  even  brighter,  as  we  continue 
to  increase  productivity  at  every  opportunity. 

But  pulp  is  only  a  part  of  Georgia-Pacific  s  flourishing  paper 
business.  A  business  that  is  generating  well  over  50%  of  our  cash 
flow.  And  this  year  we  should  reap  the  benefits  of  over  $2  billion 
invested  in  pulp  and  paper  projects  in  the  last  five  years. 

So  while  we're  making  a  lot  of  waves  right  now,  just  wait 
until  our  ship  really  comes  in. 

GeorgiaFfecific      ^ 

Savvy  From  the  ground  up. 
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SHOULD  THE  SOCIAL  SECURITY 
SYSTEM  BE  RETIRED? 

After  I've  paid  Social  Security  taxes 
for  45  years,  Gary  S.  Becker  ar- 
gues that  my  benefits  should  be  elimi- 
nated ("Social  Security  should  benefit 
only  the  elderly  poor,"  Economic  View- 
point, Jan.  16).  That  would  be  a  breach 
of  faith  with  a  large  percentage,  of  the 
elderly. 

Professor  Becker  did  acknowledge 
that  those  who  earn  the  highest  level  of 
taxable  earnings,  $43,150  or  more  a 
year,  receive  only  twice  the  Social  Secu- 
rity benefits  of  workers  who  earn  just 
$7,000  a  year.  This  is  despite  the  fact 
that  Social  Security  taxes  on  the  first 
group  are  more  than  six  times  higher 
than  the  taxes  on  the  second  group.  But 
Professor  Becker  would  make  Social  Se- 
curity yet  another  welfare  program.  He 
would  encourage  people  to  ignore  the 
necessity  of  providing  for  their  old  age 
through  a  combination  of  Social  Securi- 
ty, savings,  and  pensions  or  iras.  Pro- 
fessor Becker  would  have  some  people 
on  welfare  from  the  cradle  to  the  grave. 
Peter  W.  Hofmann 
Chatham,  N.  J. 

I  agree  with  Mr.  Becker  that  the  sys- 
tem needs  changing.  However,  I  do 
not  agree  with  his  plan.  A  new  Social 
Security  system  could  be  coupled  with 
another  idea  making  the  rounds  in 
Washington:  universal  catastrophic  med- 
ical insurance  for  all  working  people.  I 
would  make  the  following  changes: 

■  Instead  of  having  employer  and  em- 
ployee deductions  go  to  the  government, 
the  money  should  be  deposited  in  in- 
sured banks  in  the  employee's  name, 
similar  to  the  IRA  system. 

■  Employees  could  voluntarily  add  more 
money  to  their  retirement  fund  as  they 
do  to  IRAS. 

■  At  the  age  of  60  or  older,  depending 
on  what  the  employee  chooses,  his  or 
her  money  would  be  turned  over  to  an 
insurance  company  (still  backed  by  the 
federal  government)  to  purchase  a  life- 
time annuity  for  the  worker. 

■  Instead  of  taking  7.5%  of  a  specified 
amount  of  each  employee's  paycheck, 
the  figure  that  workers  would  contrib- 


ute would  be  5%,  matched  by  a  5%  i 
ployer  contribution. 
■  We  would  then  have  5%  left  over  fr 
the  current  7.5%  payroll  tax  (2.5%  fr 
the  employee  and  2.5%  from  the  empl 
er).  This  money  would  be  used  by 
employer  to  purchase  group  catastroj 
medical  insurance  for  all  employees. 
The  Social  Security  system  has  bee 
godsend,  but  it  is  time  to  turn  it  int 
more  flexible  system  that  can  ca 
working  people  into  the  future  and 
fair  to  everyone.  It  is  time  for  peopk 
know  that  the  money  they  pay  in 
come  back  to  them. 

Richard  Br&\ 
Wanamassa,  N 

Professor  Becker  overlooks  at  le 
two  key  issues.  First,  the  syst 
would  be  "whole"  had  the  collection  ; 
payment  been  on  a  financially  sound 
sis,  set  up  as  an  annuity  system.  Seco 
there  seem  to  be  two  main  groups  t 
advocate  placing  Social  Security  or 
needs  basis:  government  politicians  < 
civil  servants,  both  of  whom  have  tl 
own  retirement  systems  and  do  not  p 
ticipate  in  Social  Security;  and  acade 
cians,  who  are  exempt  from  Social  Se 
rity  by  virtue  of  nonprofit  status 
state  university  employment  and  i 
also  have  their  own  non-Social  Seem 
retirement  plans.  Dare  I  ask  where  F 
fessor  Becker's  retirement  contribute 
reside? 

Richard  Bruba 
Day 

Frankly  I  think  his  idea  is  a  nutty  o 
even  for  a  sociology  professor.  H 
ever,  if  he  or  Uncle  Sam  would  like 
write  me  a  check  for  the  amount 
company  and  I  put  in  over  the  last 
years,  I  will  think  it  over  again. 

Dennis  Pritcr 
Newton,  N 

Gary  Becker  writes  that  many  peo 
think  of  Social  Security  as  an  an 
ity  system  and  that  they  are  wrong, 
is  right,  but  the  impression  of  Social 
curity  as  a  form  of  contributory  ins 
ance  with  guaranteed  payback  is  exac 
how  Social  Security  was  presented  to 
American  people  in  the  1930s,  1940s,  < 
even  the  1950s.  It  was  in  the  1950s,  w 
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The  powers  that  be  on  the  future  power 
in  business  software. 
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Successful  analysis  and  consultants 
may  nol  always  sec  eye  to  eye, 
hut  they  do  have  one  thing  in  com 
mon:  the  [tower  to  spot  business 
I  rends  first. 

On  customer  satisfaction:  "Stra- 
tegic products  are  the  key— products 
thai  meet  customers' current  and 
future  business  needs.  According  to  a 
recent  IDC  customer  survey  one 
company  is  doing  a  remarkable  job  in 
this  area— Cullinet."— Tom  Willmott 

On  potential pitfaUs:  "Distributed 
processing  in  a  multi-vendor  envi- 
ronment can  result  in  huge  potential 
problems  in  user  interfaces,  design 
complexities  and  the  portability 
of  applications.  Cullinet's  current  pro- 
ducts address  these  pitfalls,  while 
raising  the  bar  on  sophistication  and 
integrated  functionality  across 
platforms."— Judith  Hamilton 

On  the  opportunities  of  tomorrow: 
"Opportunities  in  the  software  industry 
are  expanding  because  of  a  glut  of 
new  technologies  and  the  inability  of 
old  systems  to  work  with  them. 
Companies  like  Cullinet.  that  have  in- 
vested heavily  in  products  that  run 
across  multiple  platforms,  are  the  ones 
that  will  grow."— Charlotte  Walker 

As  the  demand  for  integration 
across  platforms  grows,  you  can't  afford 
to  settle  for  less  than  Cullinet  Software. 
Powerful  relational  database  man- 
agement systems,  application  develop- 
ment tools  and  key  applications. 
Integrated  across  functions  and  plat- 
forms without  compromising  efficiency 
or  flexibility.  Giving  you  produi  ts 
today  you  can  build  on.  And  on.  .And  on. 

Just  ask  the  most  powerful  people 
in  the  business. 

Or  call,  toll-free,  1-800-551-455E 
Cullinet  Software.  Inc.,  Marketing 
Services.  4i>i>  Blue  Hill  Drive.  Westwood, 
MA  02090-2198. 


Charlotte  Walker,  VII  County  NatWesi 

Securities  USA 

JudUh  Hamilton,  hntner.  Arthur  Younii 

Thomas H  Willmott. Senior  1 7'. 
TbchnoU Min  Services, 
International  Data  Corporation 


Cullinet 

The  power  to  build  on. 


The  fabric  of  life  in  China  is  changing. 
Part  of  the  change  will  be  an  improve- 
ment of  the  quality  and  variety  of  cloth- 
ing. BP  America  makes  the  chemical 
which  makes  acrylic  fibers.  In  fact, 
95%  of  the  worldwide  supply  is  made 
using  our  technology.  In  China,  our 
process  is  already  working  in  two 
plants  with  two  more  under  construc- 
tion. Making  the  building  blocks  for 
plastics.  And  for  partnerships. 


ERICA 
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the  persistent  refusal  of  Congress  to 
raise  fica  payroll  deductions,  that  Social 
Security's  image  became  patently  fraud- 
ulent. As  Mr.  Becker  implies,  it  will  take 
a  long  time  for  this  fraudulent  image  to 
be  turned  around.  In  the  meantime,  one 
small  step  can  be  taken:  Count  Social 
Security  payments  as  ordinary  income 
for  income-tax  purposes,  at  least  for 
those  recipients  who  have  substantial 
other  income. 

Thomas  T.  Semon 
Englewood  Cliffs,  N.J. 

While  I  agree  in  theory  with  the 
need  to  control  Social  Security  ex- 
penses, I  have  a  very  difficult  time  with 
people  of  Mr.  Becker's  generation  who 
advocate  a  gradual  change  over  "the 
next  couple  of  decades,"  so  that  he  and 
his  contemporaries  will  be  the  last  to 
reap  the  benefits  of  the  present  system. 
If  changes  need  to  be  made,  let's  bite 
the  bullet  and  make  them  quickly  and 
equitably  now! 

James  M.  Zavist 
Denver 

PHILLIPS  WAS  NOT 

IN  CAHOOTS  WITH  QADAFFI 

Your  article  "How  Qadaffi  built  his 
deadly  chemical  plant"  (Internation- 
al Business,  Jan.  23)  states  that  a  Euro- 
pean subsidiary  of  Phillips  Petroleum 
Co.  is  suspected  of  providing  Libya  with 
a  chemical  that  could  be  used  in  mus- 
tard-gas production.  Neither  Phillips  nor 
any  of  its  subsidiaries  has  ever  sold  the 
chemical  in  question  to  Libya,  nor  have 
any  such  sales  ever  been  discussed.  In 
fact,  the  chemical — thiodiglycol  (TDG), 
which  is  generally  used  in  agriculture 
and  automotive  products — has  not  been 
produced  by  our  European  subsidiary's 
plant  since  1983.  Phillips  halted  produc- 
tion of  TDG  at  our  European  subsidiary 
six  years  ago  to  avoid  any  possible  diver- 
sion of  TDG  by  other  parties  for  purposes 
outside  legitimate  agricultural  or  con- 
sumer-product uses. 

Guy  E.  Sutherland 

Vice-President 

Phillips  66  Co. 

Bartlesville,  Okla. 

MEDICARE'S  PAYMENT  SYSTEM 
HAS  HOSPITALS  FEELIHG  SICKLY 


1  ^  lmost  everybody  wants  to  see  doc- 
tor bills  under  the  knife"  (Wash- 
ington Outlook,  Dec.  26)  identifies  the 
potential  efforts  by  the  Bush  Adminis- 
tration to  keep  federal  government 
spending  for  medicare  under  control. 
Unfortunately,  you  misrepresented  the 
methodology  the  medicare  program  uses 
to  pay  hospitals.  You  stated  that  hospi- 


tals prior  to  1983  were  paid  based  on 
their  charges,  or  fees.  In  actuality,  medi- 
care has  never  paid  hospitals  based  on 
their  charges.  Prior  to  1983  hospitals 
were  paid  on  a  reasonable-cost  basis 
(reasonable  as  defined  by  the  federal 
government). 

The  conversion  from  a  cost-based  pay- 
ment system  to  the  new  fixed-payment 
system  has  slowed  the  growth  in  medi- 
care inpatient  costs.  However,  the 
change  in  payment  methodology  by  it- 
self was  not  the  primary  reason  for  this 
slowdown.  In  addition,  the  federal  gov- 
ernment also  severely  curtailed  the  rate 
of  increase  in  payments  allowed  to  hos- 
pitals. This  curtailment  has  seriously 
damaged  the  financial  health  of  our  na- 
tion's hospitals.  At  some  point,  the  fed- 
eral government  must  increase  pay- 
ments to  hospitals  to  avert  their 
financial  ruin. 

Richard  L.  Clarke 

President 

Healthcare  Financial  Management  Assn. 

Westchester,  111. 


PUNISH  THE  ARMS  SWINDLERS, 
HOT  STOCKHOLDERS 

With  regard  to  your  article  "Use 
bigger  guns  against  defense 
fraud"  (Editorials,  Jan.  23),  the  present 
method  of  punishing  defense  contractors 
for  overtoiling  the  government  is  all 
wrong.  A  heavy  fine  of,  say,  $100  million 
or  more  imposed  on  a  company  does 
very  little  good,  as  it  is  paid  by  the 
shareholders  and  not  by  those  who  have 
committed  the  crime.  A  smaller  fine  of, 
say,  $10  million  imposed  on  the  CEO  and 
the  board  of  directors  (and  not  reim- 
bursed by  the  company)  might  get  the 
attention  of  those  responsible  for  the 
crime  without  penalizing  the  sharehold- 
ers for  acts  that  are  totally  beyond  their 
control. 

If  three  or  four  CEOs  and  their  boards 
of  directors  were  fined  for  contract 
abuses,  the  rest  of  the  contractors  would 
quickly  mend  their  ways. 

Allan  D.  Graves 
Hilton  Head  Island,  S.  C. 

LET'S  HOT  JUHK  THAT 

BARGAINING  TABLE  YET 

Regarding  "Needed:  A  replacement 
for  the  bargaining  table"  (Top  of 
the  News,  Jan.  9):  When  collective  bar- 
gaining and  democracy  in  the  workplace 
leave  the  labor-management  scenario, 
working  men  and  women  are  left  with- 
out a  voice.  Many  of  the  problems  our 
nation  faces  today,  such  as  adequate  job 
training  and  retraining  programs,  paren- 
tal leave  and  child  care,  the  escalating 
cost  of  health  care,  and  a  poverty-level 


minimum  wage — to  name  only  a  f 
are  present  because  management 
government  have  failed  to  give  1 
term  consideration  to  the  concern 
average  working  men  and  women. 

Trade  unionism  has  never  ceasei 
advocate  these  and  related  cau 
Unions  have  constantly  stressed  qu 
education  and  training  programs.  An 
can  craftsmen  and  craftswomen 
highly  skilled  workers  because  of 
cades-old,  high-quality  union  appren 
ship  and  training  programs.  Tr 
unionism  will  continue  fighting  for  a 
able  minimum  wage,  workplace  sai 
and  viable  labor-management  coop 
tion.  The  long-overdue  plant-closing 
mass-layoff-protection  legislation  pa; 
by  the  Congress  last  July  is  evidehc 
the  leadership  role  trade  unionisn 
playing  in  the  1980s. 

Labor  is  willing  to  put  past  parti 
ship  aside  and  work  in  lasting  coop  \ 
tion  with  management  and  governn 
to  build  a  strong,  prosperous,  and  < 
petitive  America  for  the  21st  cent 
Are'  management  and  industry 
ready  to  do  so? 

William  A.  D 
General  Presi< 

International  Brotherhood  of  Pain 

&  Allied  Tn 

Washing 

HOUSTOH:  A  BIG  TOWN, 
BUT  HOT  THAT  BIG 


Your  assessment  of  Houston's 
scent  ascent  from  the  urban  gr 
yard  may  or  may  not  prove  to  be  on 
mark,  but  your  classification  of  its  i 
ropolitan  area  as  the  nation's  fou 
largest  was  not  ("Houston's  sick  ec 
my  is  taking  a  little  nourishme 
Regions,  Jan.  16).  The  incorporated 
of  Houston  has  become  the  fourth- 
est  city  in  the  U.  S.  during  the  19 
partially  due  to  the  late,  lamented  pe 
leum  boom  and  partially  due  to  the  ci 
ability  to  annex  new  suburban  deve 
ment  (an  option  unavailable  to  most 
er,  more  established  cities).  Its  metre 
itan  area,  however,  is  far  down 
population  list:  The  Census  Bure 
1985  ranking  of  Primary  Metropol 
Statistical  Areas  places  the  Hou; 
metro  area  eighth,  behind  those  of  I 
York,  Los  Angeles,  Chicago,  Phila 
phia,  Detroit,  Boston,  and  Washing 
respectively. 

Paul  Stei 
Philadelj 


Letters  to  the  Editor  should  be  sent  to  Res 
Report,  Business  Week,  1221  Avenue  of  the  A 
cas,  New  York,  N.  Y.  10020.  Fax:  (212)  512-6 
Telex:  12-7960,  Intl.  4998204.  All  letters  mus 
elude  an  address  and  daytime  and  evening 
phone  numbers.  We  reserve  the  right  to  edit  t 
for  clarity  and  space. 
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HE  BEST  WAY  TO  PUT 
YOUR  LIFE  IN  ORDER... 


The  best  way  to  help  bring  order 
to  an  often  chaotic  world  is  with  the 
Gold  Card®  And  the  Year-End 
Summary  of  Charges  that  accom- 
panies Gold  Card  membership. 

The  Year-End  Summary  is  a  com- 
prehensive review  of  Gold  Card 
charges  for  the  past  year.  What 
you  spent.  Where  you  spent  it. 

So,  in  addition  to  a  host  of  world 
wide  financial  and  travel  privileges, 
the  Gold  Card  also  shows  where 
life  took  you.  Which  allows  you 
to  concentrate  on  living  it. 

To  acquire  the  Gold  Card,  pick 
up  an  application  today  or  call 
1-800-THE-GOLD. 
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THE  PRICE  OF  EMPIRE 

By  J.  William  Fulbright  with  Seth  P.  Tillman 
Pantheon  •  243pp  •  $17.95 


WILLIAM  FULBRIGHT: 
STILL  THE  GREAT  DISSENTER 


Former  Senator  J.  William  Fulbright 
will  probably  best  be  remembered 
for  his  early  opposition  to  the  Viet- 
nam War.  But  well  before  he  split  with 
his  party  and  took  on  Lyndon  B.  John- 
son, Fulbright's  other  crusade  was  to 
end  the  cold  war.  He  never  believed  that 
the  Soviets  were  an  expansionary  threat 
to  the  world,  and  he  thought  some  three 
decades  ago  that  if  the  U.  S.  trusted  the 
Russians,  we  could  have  detente. 

When  Fulbright  turned  against  Viet- 
nam in  1965,  it  was  because  he  didn't 
believe,  as  many  in  Washington  did,  that 
the  Soviets  wanted  to  dominate  South- 
east Asia.  Fulbright  was  then  running 
the  Senate  Foreign  Relations  Commit- 
tee, and  his  public  attacks  on  the  war 
stung  President  John- 
son, who  began  calling 
him  Senator  Halfbright. 
But  Fulbright  was  nev- 
er a  serious  political 
threat.  He  was  too  self- 
righteous  and  idealistic 
to  be  trusted  by  the 
Senate's  inner  club,  and 
Johnson,  who  knew  that 
better  than  anyone, 
froze  him  out. 

Now,  in  The  Price  of 
Empire,  his  sixth  book 
on  American  foreign 
policy,  Fulbright  sounds 
somewhat  vindicated. 
Ignore  the  title:  It's  an 
attempt  to  cash  in  on 
the  success  of  The  Rise 
and  Fall  of  the  Great 
Powers,     last     year's 


that  lagging  economies  are  the  price 
they  pay  for  the  arms  race.  Observes 
Fulbright:  "We  may  indeed  be  at  an  his- 
torical moment  of  promise  and  hope." 

Even  more  important,  the  chance  for 
international  cooperation  on  what  Ful- 
bright calls  the  survival  issues — securi- 
ty, economy,  education,  and  human 
rights— seems  better  than  it  has  in 
years.  So  much  better  that  Fulbright  is 
concerned  that  Americans  may  become 
too  euphoric.  He  feels  compelled  to  reg- 
ister a  mild  (you  guessed  it)  dissent. 

Fulbright  doesn't  believe  that  the  su- 
perpower rivalry  is  ending  or  that  the 
Soviets  have  stopped  being  Communists. 
He's  also  skeptical  about  widespread 
economic  cooperation  with  the  Russians. 


GORBACHEV  IH  PRAGUE:  HOW  FULBRIGHT  WARHS  OF  EUPHORIA  OVER  DETEHTE 


best-seller  about  the  decline  of  America 
by  Yale  University  historian  Paul  Ken- 
nedy. Fulbright's  work — part  memoir, 
part  commentary  on  the  improved  state 
of  the  world — is  his  way  of  balancing 
the  books  on  his  50-year  career. 

Fulbright  acknowledges,  a  bit  ruefully 
it  seems,  that  dissenters  become  foot- 
notes to  history.  The  irony  is  that,  in 
many  ways,  it  is  now  Fulbright's  era. 
Thanks  to  Mikhail  S.  Gorbachev,  the  cold 
war  is  a  dying  ember.  Fulbright's  kind 
of  men,  pragmatic  professionals,  will 
guide  foreign  policy  for  George  Bush. 
Russia  and  China  are  under  the  sway  of 
progressive  leaders.  Disarmament  is  get- 
ting a  serious  hearing.  And  the  two  su- 
perpowers  have   belatedly   recognized 


"What  I  do  hope  for  is  a  somewhat  more 
explicit  agreement  on  the  rules  of  com- 
petition; a  certain  number  of  cooperative 
agreements  .  .  .  increasing  communica- 
tion and  contact  on  many  levels,  espe- 
cially education;  and  a  reduction  in  the 
intensity  of  the  mistrust  that  poisons 
our  relations."  The  Soviets,  he  says,  are 
still  trying  to  extend  their  influence  and 
aren't  about  to  dismantle  their  empire. 
To  make  even  limited  detente  work, 
Fulbright  believes,  Bush  needs  a  unified 
foreign  policy  from  Congress.  He's  criti- 
cal of  disruptive  congressional  actions 
such  as  the  1974  Jackson-Vanik  Amend- 
ment. He  argues  that  the  legislation, 
which  ties  trade  with  the  Soviets  to  Jew- 
ish emigration,  actually  slowed  emigra- 


tion and  destroyed  chances  for  deten 
Fulbright  views  this  as  symptomatic  I 
bigger  problem:  With  a  separation 
powers,  Congress  and  the  Preside 
can't  adhere  to  long-term  foreign  co 
mitments.  As  he  has  for  many  years, 
advocates  parliamentary  government. 
Congress  elected  the  President,  Reag 
and  Carter  wouldn't  have  made  it  to  t 
White  House,  he  notes  approvingly, 
cause  "they  lacked  relevant  credential; 
This  elitism  is  an  unpleasant  part 
Fulbright's  character.  Lifted  out  of 
kansas  to  attend  Oxford  on  a  Rhoc 
scholarship,  he  felt  humiliated  by  "the 
English  boys,"  he  tells  us,  and  strove 
match  their  sophistication.  During 
years  in  the  Senate,  Fulbright  was 
racist  on  civil  rights,  a  liberal  on  forei 
policy,  and  an  intellectual  snob  to  ma 
of  his  colleagues.  Harry  S.  Truman, 
recounts  pridefully,  once  called  him  ' 
overeducated  S.  0.  B." 

It's  tempting  to  credit  Fulbright,  n< 
83,  with  prescience  about  the  Sovie 
but  that  may  be  only  because  the  Rt 
sians  finally  have  come  up  with  a  m< 
ern  leader.  In  other  ways  he's  ve 
much  a  product  of  t 
cold  war  generation 
criticized.  Fulbright  s 
believes,  for  examp 
that  a  small  group 
U.  S.  and  Europe 
statesmen  can  run  t 
world.  There's  no  c 
cussion  in  his  book 
how  economic  compe 
tion  from  Japan  and  t 
rest  of  Asia  affects  o 
foreign  relations,  de 
problems,  and  defen 
policies,  or  how  Jap 
might  be  brought  ir 
the  Atlantic  club. 

Fulbright's  scorn 
President  Reagan  al 
clouds  his  judgmei 
There's  not  a  hint,  i 
instance,  that  Reagai 


arms  buildup  and  Star  Wars  progrs 
might  have  helped  bring  the  Soviets 
the  bargaining  table.  The  best  Fulbrig 
can  tell  us  is  that  Reagan  may  have  h 
a  "real  change  of  heart"  or  seen  "pub 
relations  opportunities"  that  led  him 
deal  with  Gorbachev. 

That's  niggling  from  the  man  who  ci 
ated  the  Fulbright  fellowships  and  ma 
a  real  contribution  to  the  U.  S.  forei 
policy  debate  at  a  critical  time.  But  the 
Fulbright  knows  only  too  well  that  Rt 
gan  doesn't  have  to  battle  for  a  place 
history. 

BY  ROBERT  J.  DOWLIh 
Bob  Dowling,  BUSINESS  WEEK's  forei, 
editor,  covered  the  Fulbright  years  fn 
Washington. 
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HE  BEST  WAY  TO  LOCK  IN  THE 
LOWEST  AVAILABLE  FARE 
24  HOURS  A  DAY.  EVERY  DAY . . 


No  matter  where  you  travel,  the  best  wav  to 
ensure  that  you're  flying  on  the  lowest  available 
Lire  is  with  the  Gold  Card®  and  American 
Express®  Envoy  24-hour  travel  service.  Yours. 
only  with  Gold  Card  membership. 

Every  airline  reservation  made  through  American 
Express  Envoy  is  checked  twice  for  the  lowest 
available  fare.  And  if  a  fare  lower  than  originally 
quoted  is  available  at  the  time  the  ticket  is  issued, 
the  new  cost  is  locked  in.  Along  with  the  savings. 

American  Express  Envoy  can  also  save  you  time. 
Because  one  phone  call  can  help  you  with  every 

detail  o!  vour  trip.  Including  airlines.  1  lotels.  And 
automobile  rentals. 

The  Gold  Card  and  American  Express  Envoy. 
Together,  they  can  take  you  to  the  tour  corners  of 
the  world  And  make  getting  there  less  costly. 

To  acquire  the  Gold  Card,  prck  up  an  application 
today  or  call  1-800-THE-GOLD. 

8  At in  h  .pi.  .  .    1 1  I,.  I  K.     i  .    In, 

sri\  ices  available  loU.S  i  k>kj  Card  members 


S  WITH  THIS. 


THE  GOLD  CARD 


Benchmark  performance 


Lifetime  warranty 


Texas  Instruments  introduces  the  new  standard 
in  UNIX'Compatible  technology,  the 
System  1500  L'Models.  The  first  multi-user 
computers  with  a  lifetime  parts  warranty 


ts  .1  feet.  Among  UNIX®-compat- 

blc  multi-user  business  computers, 
Texas  Instruments  System  1500  out- 
performs comparable  systems  trom 
^CR,  Unisys,  Hewlett-Packard, 
•ven  IBM.1'  rbat's  according  to  a 
ecent  Neal  Nelson's  Business 
■benchmark  B  test. 


-                    Tl 

NCR      , 

^^^IBM 

UNISYV 

Industry  first:  lifetime  parts 
warranty. 

^Now,  every  new  System  1500 

L-Model  sold  will  be  covered  by 


NUMBERS  OF  USERS  .«.,«■..-—. 

In  a  recent  Neal  Nelson's  Business  Benchmark,   TVs  System 
I  500 1  tutperformed  comparable  systems  fnnn  IBM,  Unisys, 
NCR  and  Heuiett-lWkird.f  Neal  Nclsim  &  Associates  of 
(  'hicago,  ///nuns,  conducts  18  benchmark  tests  measuring 
disk  input/output,  various  calculations,  spreadsheet  appUca- 
(inns,  data  base  usage  and  accounting  applications.  Shoun 
ah  nv  an  the  results  jrom  Test  #3,  used  primarily  to  evaluate 
accounting  and  data  l\isc  management  applications. 


the  industry's  first  lifetime  parts  war- 
ranty* for  multi-user  computers. 
This  warranty  is  extended  directly  to 
the  original  end-user  and  covers  the 
1500  chassis,  CPU  board  and  power 
supply  for  as  long  as  you  own  the  sys- 
tem. If  Texas  Instruments  is  ever 
unable  to  repair  these  components, 
we  will  repurchase 
your  System  1500 
L-Model  in  its  orig- 
inal configuration 
at  the  TI  list  price 
in  effect  at  the  time 
of  purchase.  All 
that  you  pay  is  a 
$25  registration  fee 
to  cover  handling 
costs. 

TI's  advanced 
multiprocessor  and 
chassis  technologies 
make  this  warranty 
possible.  For  years, 
we've  offered  you 
some  o(  the  most 
trouble-free  compu- 
ters you  can  buy. 
Now,  we're  offering 
you  that  same  as- 
surance in  writing. 


Open  architecture,  and 

open-ended  growth. 

By  designing  the  System  1500 
L-Mcxlels  with  open  architecture, 


«  n 

1 1  warrants  the  i  nvercd  i  ornponenti  u>  be  free  from  defet  i  in  manufacture  and  workmanihip  I  aboi  and  transpoi 

i  coits  are  not  Included  I  ertain  conditions  apph  Seeyoui  n  \ralue  Added  Reseller  for  details  UN IX  is  a 
registered  trademark  "I  A I  N  I   IBM  is  .1  registered  trademark  d  International  Business  Machines  1  orporation   N»  il 
,\  Nelsons  Business  Benchmark  is  1  registered  trademark  "i  Neal  Nelson  &  Aam  lates 
1  rhcnuKfclsrienchmarkedwere  1 1  M  >/ >  2,  HP9000/840,  NCR  12  800,  IBM  9370-60  and  Unisys  5000/90  2 


we've  made  sure  that  your  connec- 
tivity and  add-on  options  remain 
open  as  well. 

At  the  computer's  heart  is  TI's 
System  V,  our  enhanced  version  of 
the  UNIX  V  operating  system.  By 
processing  more  instructions  at 
once,  TI's  System  V  supports  more 
users  while  eliminating  information 
bottlenecks. 

The  System  1500  L-Models  let 
you  start  with  only  the  equipment 
you  need  now.  Later,  you  can  build 
on  that  purchase  as  your  computing 
needs  grow — all  the  way  up  to  256 
terminals.  The  system  uses  common 
peripherals,  software  and  options 
throughout.  So  your  initial  invest- 
ment retnains  protected  from  day 
one.  Texas  Instruments  even  offers 
you  cash  trade-in  allowances  tor  all 
your  System  1500  L-Model  upgrades. 

Two  reasons  to  call  TI 
right  away. 

Benchmark  performance  and  invest- 
ment protection  are  reasons  enough 
to  call  TI  tor  more  information  about 
our  System  1500  L-Models.  Call 
now,  and  we'll  send  you  a  complete 
copy  o\  the  System  1500  L-Model 
Lifetime  Parts  Warranty  which  in- 
cludes additional  details.  We'll  also 
send  you  additional  literature  on  TI's 
System  1500  multi-user  computers. 
In  the  U.S.,  call  1-80O-527-35O0. 

Texas 
Instruments 


9o::0  turbo 


« 


lligently  priced  Irom  $16,995  to  $32,095  Manufacturer's  suggested 


freight,  dealer  charges  or  optiu 


and  Driver  10  Best  List 
1986, 1987, 1988, 1989. 


s  subject  to  change  Sunroof  wind  deflector  optional  at  extra  cost  Q  1989  Saao  Scania  ol  America, 


Lar  mac 

One  of  the  10  Best. 
From  day 


There  are  two  truths  about  "10  Best"  lists. 
Car  magazines  like  making  them.  And  car  makers 
ike  appearing  on  them. 

Saab  is  no  different.  Where  we  do 
differ  is  in  reserving  our  euphoria  for  those  times 
OH^^  A  when  a  car  magazine's  passing  fancy  moves  close 
to  permanent  endorsement. 

Since  we  first  put  our  Saab  9000  Turbo  on  the 
road,  Car  and  Driver  has  put  it  on  their  list.  That's 
four  straight  years  as  one  of  the  world's  ten  best  car 
Considering  how  good  we  are  at  making  their 
list,  perhaps  we'll  find  our  way  onto  yours. 


The  most  intelligent  cars  ever  built. 


WHMll  

FEDERAL  PAY: 
ONLY 
TOP-TO-BOTTOM 
REFORM 
WILL  DO 


BY 


>>RYS  BECKER 


Congressional  and  judicial 
raises  are  in  order.  But  most 
government  jobs  already  pay 
more  than  comparable 
private  employment. 
Holding  the  line  on  those 
alaries  could  compensate  for 
increases  at  the  top 


w 


.  PROFESSOR 
SOCIOLOGY 


d  a  full  reform  of  th<- 

federal  pay  structure  I  ■ 
pay  should  l>e  determined  by 
what  it  takes  to  attract  qualified  pei 
oel,  not  by  the  size  of  the  budgel  deficit 
But  even  though  tin  Quadrennial  Com 
mission's  recommendations  to  raise  the 
pay  of  top  government  officials  should 
generally  be  accepted,  bringing  the  fed- 
eral pay  structure  in  line  with  private 
compensation  would  reduce  expendi- 
tures over  the  longer  term. 

The  reason  is  that  most  federal  em- 
ployees earn  more,  not  less,  than  they 
could  get  in  the  private  sector.  Federal 
employees  tend  to  make  5%  to  107<  more 
than  workers  in  the  private  sector  who 
have  the  same  amounts  of  education  and 
other  measurable  human  capital,  as 
shown  in  recent  work  by  Professor  Alan 
Krueger  of  Princeton  University  and 
others.  The  low  quit  rates  and  long 
queues  for  federal  jobs  also  suggest 
that  federal  workers  earn  a  premium. 
Yet  this  premium  is  hardly  a  stimulus  to 
greater  effort  since  federal  workers  are 
almost  never  fired  or  demoted. 

I  believe  most  federal  workers  get  a 
pay  premium  because  they're  an  effec- 
tive special-interest  group.  It  isn't  sur- 
prising that  they  would  have  political 
clout,  considering  their  control  over  the 
enforcement  of  legislation  and  Presiden- 
tial directives. 

Nevertheless,  top  executives  in  the 
federal  government  do  much  worse  than 
private  executives  with  apparently  com- 
parable responsibilities.  No  federal  exec- 
utive earns  more  than  $100,000,  while 
the  average  CEO  in  BUSINESS  week's  an- 
nual pay  scoreboard  (BW — May  2)  earns 
$965,617  in  salary  and  bonus.  Even  exec- 
utives in  the  nonprofit  private  sector 
make  a  lot  more  than  government  work- 
ers in  comparable  positions. 
temptation.  Recruitment  for  many  top 
government  jobs  is  difficult,  and  turn- 
over rates  are  increasing.  The  Justice 
Dept.  can't  hold  on  to  ambitious  and  ex- 
perienced lawyers  who  earn  less  than 
newly  graduated  associates  in  many  law 
firms.  Even  the  most  dedicated  govern- 
ment executive  must  be  tempted  by  the 
much-better  financial  opportunities  in 
the  private  sector. 

Some  conservatives,  wary  of  the  con- 
siderable powers  of  ambitious  bureau- 
crats, approve  of  low  salaries  and  high 
turnover  of  government  officials.  Abuse 
of  power  is  worrisome,  but  adequately 
paid  public  servants  do  better,  not 
worse,  jobs.  Poorly  paid  officials  are 
.tempted  to  cater  to  companies  they're 
supposed  tO  regulate  in  the  hope  o! 

curing  financial  and  other  favors,  includ- 
ing postgovernment  employment 

The  $100,000  a  year  that   district   and 

appellate     federal    judges    receive     is 


dwarfed  i,\  the  earning    of    uco 
lawyer     Bui  thai  doesn'1  mean  ju< 
are  underpaid  They  have  generou    pen 

sinus,  considerable  pre  tige,  and  | 
power  (along  with  more  work)  a-  the 
federal  courts  have  become  more  impor 
Umt.  Despite  relatively  low  salaries,  'tie 
quality  of  the  federal  bench  may  well 
have  improved  during  the  past  decade 
with  the  appointment  and  retention  of 
many  outstanding  appellate  judges,  in- 
cluding Stephen  C.  Breyer,  Prank  H. 
Easterbrook,  and  Richard  A.  Posner. 

To  help  make  its  case  for  hefty  pay 
increases  to  federal  judges,  the  commis- 
sion points  out  that  10  times  as  many- 
federal  judges  resigned  during  1974-88 
as  had  resigned  during  the  previous  15 
years.  Much  of  that  exodus,  however, 
may  be  the  result  of  the  overall  expan- 
sion in  the  number  of  judges  in  recent 
years  and  the  larger  proportion  of  youn- 
ger judges,  who  tend  to  change  jobs 
more  often  than  their  older  colleagues. 
power  tie.  While  the  commission's  evi- 
dence is  not  persuasive,  a  large  pay  in- 
crease for  judges  seems  warranted.  Pre- 
cisely because  the  federal  judiciary  has 
become  so  powerful,  the  able  and  ener- 
getic lawyers  in  private  practice  who 
could  be  attracted  to  the  bench  by  better 
pay  are  needed  more  than  ever. 

Criticisms  of  the  commission's  recom- 
mendations have  focused  on  the  pro- 
posed $46,000-a-year  increase  in  salary 
for  members  of  Congress.  But  the  net 
improvement  in  income  will  not  be  large 
if  the  commission's  recommendation  to 
ban  honoraria  is  implemented,  too.  Sure 
ly,  supplements  to  congressional  in- 
comes by  interest  groups  looking  for 
government  favors  should  not  be  permit- 
ted. No  ethically  managed  corporation 
allows  employees  to  accept  large  gifts 
from  suppliers  or  customers. 

Is  the  present  salary  of  $89,000  high 
enough  to  attract  suitable  candidates  to 
run  for  Congress  in  light  of  the  high 
incomes  earned  by  talented  people  in  pri- 
vate employment  and  the  sizable  costs 
of  being  in  Congress?  The  commission 
may  be  right  that  congressional  pay  is 
too  low,  yet  congressional  seats  are 
highly  prized  even  at  the  current  pay. 
Fewer  than  20  of  the  535  members 
Congress  voluntarily  quit  prior  to  the 
recent  election,  and  95'  •'  of  those  who 
ran  were  reelected. 

The  commission's  proposals,  on  their 
own.  would  boost  federal  spending  just 
as  Congress  is  struggling  to  cut  the  defi- 
cit But  full  reform  of  the  sort  1  suggest 
would  shave  spending.  As  the  pre. 
derance  of  federal  jobs  that  are  overpaid 
are  brought  in  line  with  comparable  pri- 
vate employment,  both  the  deficit  and 
the    quality    of   our    federal    work 

will  eventually  benefit  ■ 
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Jjefore  you  send  an  overnight 
letter  or  package,  consider  our 
total  package.  You'll  see  no  one 
works  harder  for  your  business 
than  your  Postal  Service. 

THE  PRICE  IS  RIGHT  FOR 
OVERNIGHT:  JUST  $8.75. 

The  eagle  will  carry  your  8-oz. 
overnight  letter 
for  an  econo- 
my fare — just 
$8.75.  Or  send 
2  lbs.  for  just 
$12.  Or  pay  similar  low  rates  for 
up  to  70  lbs.  Whatever  you 
send,  you  get  our  lowest  rates, 
whether  you're  a  big  corporation 
or  a  business  of  one. 

SO  MANY  WAYS  TO  GET  YOUR 
LETTER  ON  ITS  WAY 

We  give  you  the 
convenience  of 
15,000  Express  Mail® 
boxes,  waiting  to  get 
your  prepaid  Express 
Mail  letter  going. 

Plus  205,000  letter 
carriers.  Plus  26,000 


Express  Mail  post  offices,  many 
in  large  cities  with  late  hours. 

WE  DELIVER  THE  WORLD. 

Express  Mail  International 

Service™  is  available  to  over  80 

countries.  With  delivery  to  most 

major  foreign 

cities  in  just  one 

to  three  days. 

Our  half-pound 

rate  is  just  $13  to 

Canada,  $15  to 

Great  Britain,  $18  to  all  other 

countries. 

And  you  can  send  your 
letter  or  package  in  any  of 
the  same  convenient  ways 
as  domestic  Express' Mail 
service. 

WE  GUARANTEE  THE 
MORNING. 

Our  Eagle  Network  of  jets 
flies  your  overnight  letter 


between 
major  business 
markets  for  morning 

delivery. 

And  we  guarantee5*!!! 


ALWAYS  ON  SUNE  lc 
(NOT  TO  MENTIC 
*  SATURDAY) 

►    m    I  We  deliver  365  day 
That  means  Saturdays,  Sun 
and  holidays. 
And  there's  no  extra  charge 


SAT. 

2 


IT  WITH  A  FRIEND 


pjat  could  be  easier  than 

fl   giving  your  package  to  the 

|  letter  carrier  who  brings 
'j  you  your  mail?  Our  letter 
*    (  arriers  make  110  million 

delivery  stops  a  clay. 
\ik1  they'll  gladly  accept 

our  prepaid  Express  Mail 

i>i  small  package. 


to  them — or  they  can  to  you — in 
just  two  days,  with  Express  Mail 
Military  Service. 


IT  SERVICE  TO  THOSE  IN 

iERVICE. 

e  friends  or  family  in  the 
i\  m  Europe,  the  Orient,  or 

( .111  get  a  letter  or  package 


And  it  costs  the  same  as 
domestic  Express  Mail  service. 

A  PACKAGE  NO  ONE  ELSE 
CAN  DELIVER. 

With  Express  Mail  service  from 
your  post  office,  you  have  it  all 
wrapped  up:  An  overnight  letter 
rate  that's  only  a  fraction  of  what 
most  others  charge — just  18.75. 

The  convenience  of  more  \\  a\  s 
than  anyone  to  get  your  overnight 
letter  on  its  way  And  morning 
delivery  between  major  markets 
that's  guaranteed.  So  when  it 
has  to  be  there  overnight,  count 
on  us  to  deliver  tor  you. 

^  EXPRESS  MAIL 

■ 
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conomic  irenas 


BYGENEKORETZ 


WHY  INFLATION 
GAZERS  ARE 
SENDING  UP  FLARES 


Economy  watchers  who  have  been  an- 
ticipating an  appreciable  slowdown 
in  economic  growth  this  year  from 
1988's  heady  3.8%  pace  and  a  concurrent 
easing  of  inflationary  pressures  will  find 
scant  evidence  of  such  a  development  in 
the  recent  performance  of  industrial  ma- 
terials prices.  The  Commodity  Research 
Bureau's  spot-price  index  of  13  industri- 
al materials,  for  example,  recently  hit  a 
new  peak,  and  the  Journal  of  Com- 
merce's more  inclusive  industrial  price 
index  is  also  nearing  a  record  (chart). 

Moreover,  as  economist  Ram  Bhaga- 
vatula  observes  in  the  latest  issue  of 
Citicorp's  Economic  Week,  "the  up- 
swing   in    commodity    prices    was    not 


INDUSTRIAL  MATERIALS  PRICES 
ARE  HITTING  NEW  HIGHS 
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powered  by  oil  prices  alone"  but  has 
been  notably  broad-based.  In  fact,  oil  is 
not  one  of  the  commodities  covered  by 
the  CRB's  spot-price  index.  And  though 
the  Journal  of  Commerce  index  did  re- 
ceive a  lift  from  oil,  its  recent  sharp 
upswing  also  reflects  a  2.7%  jump  in 
metals  prices  in  the  past  two  months 
and  a  3%  surge  in  the  prices  of  textiles. 
Of  course,  the  pickup  in  commodity 
prices  doesn't  necessarily  presage  an  ac- 
celeration in  overall  inflation.  Indeed, 
Bhagavatula  notes  that  a  similar  spike 
in  raw  materials  prices  in  1987  was  es- 
sentially absorbed  by  manufacturers  as 
it  moved  down  the  production  pipeline. 
"But  1989  is  not  1987,"  he  warns.  "The 
overall  economic  climate  is  more  favor- 
able to  the  spread  of  commodity  infla- 
tion today  than  it  was  two  years  ago." 


For  one  thing,  says  the  Citicorp  econo- 
mist, "economic  growth  has  been  strong 
in  most  of  the  industrial  world  over  the 
past  year,  so  production  is  at  or  near 
capacity  in  many  sectors  worldwide  rath- 
er than  just  in  the  U.  S."  For  another, 
the  dollar  was  still  declining  sharply  in 
1987,  so  foreign  economies  were  shielded 
from  the  impact  of  higher  dollar  prices 
for  industrial  raw  materials.  This  time 
around,  though,  the  relative  strength  of 
the  dollar  is  reinforcing  the  transmission 
of  commodity  inflation  overseas. 

The  bottom  line,  concludes  Bhagava- 
tula: "Price  pressures  from  industrial 
commodities  are  now  more  likely  to 
spread  along  the  chain  of  production 
than  in  the  past.  Unless  the  U.  S.  and 
other  economies  show  signs  of  slowing, 
inflationary  fears  will  intensify." 


THE  'GREENSPAN  EFFECT': 

NOT  QUITE 

WHAT  HE  INTENDED 


Conference  Board  economist  Albert  T. 
Sommers  calls  it  "the  Greenspan  ef- 
fect." When  Federal  Reserve  Board 
Chairman  Alan  Greenspan  recently 
warned  that  inflation  is  already  too  high 
and  the  Fed  will  act  to  reduce  it,  his 
stance  actually  touched  off  strong  stock 
and  bond  market  rallies.  Yet  it's  unlikely 
that  Greenspan  intended  to  foster  declin- 
ing interest  rates  and  surging  stock 
prices  at  a  time  of  accelerating  inflation. 
Rather,  says  Sommers,  "the  financial 
markets  seem  to  be  so  taken  with  Green- 
span's competence  that  the  mere  assur- 
ance that  the  issue  of  inflation  is  in  his 
determined  hands  is  enough  to  spark  a 
surge  of  speculative  enthusiasm."  In 
short,  Greenspan  may  have  inadvertent- 
ly worsened  some  of  the  economic  prob- 
lems he  was  trying  to  address. 


THE  INCREDIBLE 
SHRINKING 
AMERICAN  HOUSEHOLD 


As  recently  as  1980,  families  with 
children  living  at  home  outnum- 
bered families  without  children  at  home 
by  an  appreciable  margin — 31  million  to 
28.5  million.  But  the  traditional  Ameri- 
can family  is  on  the  wane.  According  to 
the  Census  Bureau's  latest  population 
survey,  there  are  now  1.3  million  more 
families  without  children  at  home  than 
families  with  home-based  offspring.  In- 
deed, U.  S.  households — both  family  and 
nonfamily — are  continuing  to  shrink  in 
size  and  exhibit  increasing  diversity — a 
trend  that  began  two  decades  ago. 


The  Census  Bureau  report  shows 
average  of  2.64  persons  per  househ 
and  3.17  persons  per  family  household 
1988,  the  lowest  counts  ever.  (A  hou 
hold  consists  of  one  or  more  persd 
living  in  a  housing  unit;  family  houl 
holds,  contain  two  or  more  related  pi 
pie).  What's  more,  of  the  1.6  mill 
households  added  from  1987  to  19 
family  households  accounted  for  oi 
40%  as  compared  to  60%  for  nonfan 
households.  Some  2.6  million  unmarr 
couples  now  live  together,  and  21.9 
lion  people  representing  84%  of  nonfa 
ly  households  live  alone. 

For  marketers,  the  trend  tow£ 
smaller  and  more  diverse  households 
sparking  an  increasing  use  of  select 
marketing  strategies  to  reach  consi 
ers.  Economists,  meanwhile,  are  busy 
sessing  its  effect  on  such  key  econoi 
factors  as  the  personal  savings  ra 
which  hit  a  40-year  low  in  1987.  Larj 
households  may  save  more,  for  examj 
because  they  benefit  from  economies 
scale  that  are  not  available  to  the  grc 
ing  number  of  single-person  and  sing 
parent  households. 


WHICH  COUNTRY  IS 
BUYING  THE  MOST  U.S. 
COMPANIES?  WRONG 


n 


While  Americans  agonize  over 
increasing  size  of  Japanese  dir 
investment  in  the  U.  S.,  it's  the  Brit 
who  continue  to  far  outpace  other 
tions    in    their    eagerness    to   purchfiii; 
U.  S.  companies.  According  to  The  B 
ish- American  Deal  Review,  a  quarte 
published  in  New  York  by  Translink 
ternational  Group,   an  international 
vestment-banking  firm,  British  invest 
concluded  some  398  acquisition  deals  !fc 
1988  for  a  record  value  of  $32.5  bills  id 
That  compares  to  $12  billion  for  Jap; 

"Britain  spent  several  times  as  mi 
on  acquisitions  in  America  as  it  spent  L 
home,"  notes  editor  Mark  Dixon.  An< 
invested  "many  times  more  than  it  sp 
in  Europe,  despite  the  awakening  of 
British  corporate  world  to  the  opport\|eai 
ties  of  1992." 

Britain's  acquisitive  zeal  is  particu 
ly  impressive  in  light  of  the  size  of 
economy  compared  with  other  nati 
that  have  stepped  up  direct  invest 
in  the  U.  S.  Dixon  estimates  that  Bri 
spent  an  amount  equivalent  to  4.5% 
its  gross  domestic  product  and  4.7% 
its  stock  market  capitalization  on 
acquisitions  last  year.  In  contrast,  he: 
timates  that  Japan,  whose  economy! 
some  3.6  times  as  large  as  Britain's, ji 
vested  only  0.5%  of  its  GDP  in  U.  S.  ojft 
ations  in  1988. 
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BY  JAMES  C.  COOPER  AND  KATHLEEN  MADIGAN 


HE  CONSUMER  SHOPPING  SPREE 
S  STILL  DRIVING  GROWTH 


L 

-  r  Wk 


IOW  THE  DROUGHT 
DEPRESSED  GNP 


s  Washington's  statistical  mills  close  the  books 

on  1988,  the  economy's  momentum  in  early  '89  is 

becoming  more  apparent.   Real  gross  national 

i  Dduct,  excluding  the  drought-stricken  farm  sector,  is 

ked  into  a  growth  rate  of  more  than  3%  (chart).  That's 

^  iter  than  the  noninflationary  speed  limit  of  about  2.5% 

it  the  Federal  Reserve  Board  would  rather  see. 

The  Commerce  Dept.  report- 
ed that  real  GNP  grew  2%  in  the 
fourth  quarter  but  that  the 
drought  alone  subtracted  1.1 
percentage  points.  For  all  of 
1988  the  economy  grew  2.7%, 
measured  fourth  quarter  to 
fourth  quarter.  Excluding  the 
effects  of  the  drought,  however, 
growth  was  a  much  faster  3.4%. 
Prospects  for  further  robust 
growth  look  good.  The  govern- 
:  .jnt's  index  of  leading  indicators  rose  a  healthy  0.6%  in 
icember.  Consumer  spending,  the  biggest  contributor 
-  growth  last  year,  started  1989  solidly,  as  did  manufac- 
lring,  buoyed  by  strong  growth  in  new  and  unfilled 
^ders.  And  inventories  remain  in  good  shape.  Inventory 
, ,  lilding  slowed  last  quarter,  except  for  autos.  Weak 
y.nuary  car  sales  made  matters  there  worse. 
Srj  Still,  there  was  a  disturbing  aspect  in  last  quarter's 
flWP  growth.  At  a  time  when  the  economy  must  rely  less 
ft  consumer  spending  and  more  on  foreign  trade  and 
,-oductivity -enhancing  investments  to  shrink  the  trade 
,  :ficit,  exports  expanded  at  a  considerably  slower  pace 
!:i;id  business  investment  declined. 

EXPORT 
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GROWTH 

HAS 

STALLED 


Partly  reflecting  the  stubborn  strength  in 
consumer    spending,    price-adjusted    im- 
ports rose  7%  at  an  annual  rate  last  quar- 
ter. Despite  the  dollar's  decline  from  its 
:j|?ak  in  early  1985,  imports'  share  of  domestic  demand 
>r  goods  rose  to  a  record  high  in  1988. 
The  rise  in  imports  far  outstripped  the  mere  2.8%  pace 
?  export  growth.  That  was  the  slowest  quarterly  gain 
j,.nce  the  export  boom  began  2  Mi  years  ago.   Export 
POWth  should  pick  up  again,  heading  back  toward  the 
-.7     pace  logged  during  last  year.  But  even  that's  quite 
slowdown  from  the  18.4' <  gain  in  1987. 
\-   ;i  result,  the  price-adjusted  trade  balance  detenu 

ited  for  the  second  consecutive  quarter,  a  sign  that 

■ade  improvement  stalled  in  the  second  half  of  1988.  A 
IVersal  of  the  dollar's  recent  strength  may  be  necessary 
>  get  things  moving  in  the  right  direction  again. 


The  other  bad  news:  Business  investment  fell  at  a 
3.7%  annual  rate  last  quarter.  Spending  for  equipment 
declined,  pulled  down  by  a  drop  in  computer  purchases 
that  more  than  offset  an  increase  in  industrial  machin- 
ery. New  construction  was  also  down. 

However,  the  weakness  was  probably  temporary. 
Commerce's  latest  survey  of  capital  spending  plans  pro- 
jects solid  gains  for  early  this  year.  And  new  construc- 
tion spending  rose  a  strong  2.5%  in  December,  to  S422.7 
billion,  including  a  3.4%  gain  in  business  construction. 


WALLETS 
ARE 

GETTIHG 
FATTER 


BIG  GAINS  IN 
PERSONAL  INCOME 


Consumer  spending  and  a  surprisingly  ro- 
bust gain  in  residential  construction,  up 
12.7%;  at  an  annual  rate,  accounted  for  all 
of  the  economy's  growth  last  quarter. 
Homebuilding  may  also  get  a  boost  in  early  1989  because 
of  unseasonably  warm  weather  in  January. 

Consumer  outlays  rose  at  an  annual  rate  of  2.8%  in  the 
fourth  quarter.  True,  that  was  the  smallest  quarterly 
increase  in  a  year,  but  the  weakness  came  early.  A  sharp 
drop  in  purchases  of  goods  in  September  meant  total 
spending  started  the  quarter  at  a  very  low  level. 

Since  then  buying  has  rebounded.  Before  adjusting  for 
prices,  spending  rose  0.3%;  ^  in  November  and  0.9%  in 
December,  to  an  annual  rate  of  $3,344.5  billion.  That's  a 
better  indicator  of  yearend  consumer  strength  than  the 
0.2%  gain  in  retail  sales,  which  are  more  volatile,  subject 
to  big  revisions,  and  don't  include  services. 

The  December  performance  is 
sparkling  even  after  adjusting 
for  inflation.  Real  consumer 
spending  increased  by  0.2%c  in 
November  and  by  a  sturdy  0.7^ 
in  December.  Among  durable 
goods,  sales  of  new  cars  surged 
in  the  month,  but  spending  on 
furniture  and  appliances  in- 
creased as  well.  Outlays  for 
nondurable  items  also  gained, 
but  not  as  strongly.  Spending 
on  services  rose,  led  by  medical  care  and  education. 

Consumer  spending  is  buoyant  because  of  strong 
growth  in  jobs  and  incomes.  Personal  income  rose  0 
in  December,  to  an  annual  rate  of  $4,207.1  million,  thanks 
to  good  gains  in  wages  and  large  subsidy  payments  to 
farmers.  For  the  fourth  quarter,  personal  income  grew 
at  a  robust  annual  rate  of  9.2%.  After  adjusting  for 
inflation,  the  increase  was  4.5  ,  Both  were  the  strongest 
such  gains  in  a  year  (chart). 

Wages  and  salaries,  which  account  for  the  lion's  share 
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of  income,  rose  at  an  annual  rate  of  9.4%  in  the  fourth 
quarter.  That  reflected  one-time  bonuses  paid  to  auto 
workers  in  October  and  healthy  job  increases  at  yearend, 
which  pushed  up  wages  by  0.6%  in  December. 

Interest  income,  a  big  14.2%  of  the  total,  also  contrib- 
uted to  the  overall  gains,  as  the  Fed-induced  rise  in 
short-term  interest  rates  increased  the  investment  earn- 
ings of  households.  Interest  income  jumped  by  1.4%  in 
each  of  the  last  three  months — or  by  17.9%  for  the  entire 
fourth  quarter,  at  an  annual  rate.  That's  the  largest 
quarterly  advance  in  more  than  four  years. 

The  outlook  for  consumer  spending  is  bright,  partly 
reflecting  excellent  job  prospects.  The  Conference  Board 
reports  that  its  index  of  help-wanted  advertising  in- 
creased 2.5%  in  December,  to  161.  That  high  level  indi- 
cates that  demand  for  labor  is  still  healthy. 

Moreover,  consumers  remain  optimistic  about  the 
economy.  The  Conference  Board's  index  of  consumer 
confidence  stood  at  115.3  in  January.  That's  a  dip  from 
December's  level,  but  it  matches  the  extremely  high 
average  of  115.2  posted  for  all  of  1988.  With  confidence 
high  and  jobs  plentiful,  consumers  will  still  be  in  a 
shopping  mood  well  into  1989. 

INDUSTRY  Consumer  spending  is  a  key  factor  in  this 
STILL  HAS  year's  outlook  for  the  industrial  sector. 
PLENTY  The  other  is  exports.  Improvement  in  the 

OF  FUEL  trade  deficit  last  year  directly  accounted 

for  about  25%  of  total  economic  growth  and  was  indirect- 
ly responsible  for  much  of  the  1988  surge  in  capital 
spending.  Plainly,  a  continued  slowdown  in  exports 
would  weigh  heavily  on  the  economy — particularly  in 
manufacturing. 

Right  now,  though,  strong  consumer  demand  is  also  a 
driving  force  for  the  industrial  sector.  Output  of  consum- 
er goods  has  accelerated  in  recent  months.  Despite  slow- 
er growth  in  exports  during  the  second  half  of  last  year, 
the  quarterly  pattern  of  new  orders  received  by  manu- 


facturers of  durable  goods  continued  to  gain  (cha 

Boosting  the  fourth  quarter's  performance,  orders 
durable  goods  jumped  6.4%  in  December,  to  $130.8  1| 
lion.   The   gain   was   widespread   and   mirrored   re« 
trends  among  broad  industry  groups. 

For  example,  orders  for  transportation  equipment  1 
the  advance  with  increases  in  aircraft,  motor  vehicl 
and  shipbuilding.  Strength  in  both  steel  and  nonferrc 
metals  lifted  orders  for  primary  metals.  And  electro 
components  led  the  gain  in  electrical  equipment.  Ordtl 
for  nonelectrical  machinery  fell 

The  December  rise  far  outpaced  the  3.8%  increase 
shipments,  which  totaled  $124.5  billion.  That  means  t 
backlog  of  unfilled  orders  rose  1.5%  further  in  Dece 
ber,  to  $446.2  billion,  giving  durable  goods  factories  pi 
ty  to  keep  them  busy  at  least  into  spring 

A  slowdown  in  exports  would 
show  up  first  in  the  export-sen- 
sitive capital-goods  industries. 
That  may  already  have  hap- 
pened. New  orders  for  non- 
defense  capital  equipment  rose 
7.8%  in  December,  to  $38.6  bil- 
lion, but  all  of  the  increase  re- 
flected bookings  for  new  air- 
craft. Excluding  aircraft,  orders 
have  weakened  in  recent 
months. 


ORDER  BOOKS  AR 
GETTING  FATTER 
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New  orders  for  machine  tools,  a  leading  indicator 
equipment  spending,  also  slowed  last  year.  Orders  re 
13.4%  in  December,  to  $316.4  million,  says  the  Natioi 
Machine  Tool  Builders  Assn.,  but  orders  for  the  ent 
fourth  quarter  fell.  They  declined  in  the  third,  too. 

The  yearend  lull  in  export  growth  isn't  likely  to  p 
sist,  though.  And  with  the  fundamentals  under  consun 
spending  so  sound  right  now,  the  manufacturing  sec 
should  maintain  enough  thrust  to  keep  the  econoi 
moving  along  at  a  pace  sure  to  keep  the  Fed  on  edg 


THE  WEEK  AHEAD 


NAPM  SURVEY 


Monday,  Feb.  6 

Most  economists  expect  that  the  Nation- 
al Association  of  Purchasing  Manage- 
ment's index  of  business  activity  for 
January  will  be  up  slightly  from  its  De- 
cember level  of  58.1.  The  NAPM  surveys 
purchasers,  mostly  in  manufacturing, 
for  the  latest  readings  on  employment, 
inventories,  prices,  and  new  orders.  An 
index  level  above  50%  indicates  that  the 
economy  is  still  expanding. 


PRODUCTIVITY 


Monday,  Feb.  6,  10  a.m. 
Productivity  in  the  nonfarm  sector  was 
probably  unchanged  in  the  fourth  quar- 
ter. In  the  third,  output  per  hour  in- 


creased at  an  annual  rate  of  1.8%,  led  by 
a  5.1%  increase  in  the  manufacturing 
sector.  In  the  last  quarter,  however,  a 
3.4%  rise  in  the  nonfarm  domestic  econo- 
my was  offset  by  a  similar  gain  in  total 
hours  worked  in  that  same  sector.  Since 
factory  output  per  hour  most  likely 
grew  at  an  annual  rate  of  1%  in  the 
fourth  quarter,  service  productivity  con- 
tinued to  stagnate.  The  weakness  in  non- 
farm  productivity  suggests  that  unit  la- 
bor costs  in  the  fourth  quarter  increased 
faster  than  their  3.6%  annual  rate  in  the 
third. 

INSTALLMENT  CREDIT 

Tuesday,  Feb.  7 

The  consensus  expects  that  consumer 

credit  grew  by  $4.2  billion  in  December, 


compared  with  $4.5  billion  in  Novemt 
The  December  gain  is  suggested  b\ 
rise   in   personal   loans   at   commer 
banks  and  a  sharp  increase  in  new 
sales. 

PRODUCER  PRICE  INDEX 


Friday,  Feb.  10,  8:30  a.m. 
Producer  prices  of  finished  goods  pro 
bly  advanced  0.4%  in  January,  the  sa 
as  in  December.  Economists  will  also 
watching  the  price  increases  of  go 
used  by  manufacturers  and  other  j 
ducers  for  signs  of  accelerating  in 
tion.  The  costs  of  such  intermedi 
goods,  excluding  food  and  energy,  gri 
7.2%  in  the  past  year.  Faster  rises 
such  prices  will  exert  greater  upw: 
pressure  on  finished  goods  prices. 
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,\i  Hanson,  we  nevei  exercise  corporate  brawn 
ovei  Drain.  We  believe  thai  to  muscle  in  and  dictate  the 
wa\  ,i  business  runs  is  the  wrong  way. 

It's  onlj  common  sense  thai  the  n^lii  people  to  run 
,i  successful  specialisl  company  are,  oi  course,  the  experts 
who  run  it  already. 

And  thai  knowledge  and  expertise  learned  at  the 
operating  level  are  invaluable  and  impossible  to  gain 
sitting  only  at  'corporate  headquarters' 

We  also  believe  that  too  much  meddling  only  serves 
to  demoralise  staff  and  management  alike. 

In  short,  to  operate  a  'puppet  regime'  is  bad  business. 
Currently,  at  Hanson,  we  own   more  than   150 
companies  worldwide. 

And  they  operate  in  sectors  as  basic  and  diverse  as 
shovels  and  shoes. 

In  every  one  of  those  companies  we  employ  the 
same  tried  and  trusted  procedures. 
We  look  closely  at  any  new  ideas  or  proposed  plans. 
We  talk  over  budgets  until  we  come  to  agreement. 
Then  we  step  aside  and  leave  the  operating  managers 
free  to  run  their  day  to  day  operations. 

We  have  been  working  this  way  for  more  than 
25  years.  Achieving  record-breaking  profit  levels 
in  ever,'  single  one  of  those  years. 
Applying  the  same  guiding  principles 
with  each  new  acquisition  we  make. 


THE  PROBLEM  WITH  HANDS  ON' 

MANAGEMENT,  IS  WHAT  HAPPENS 
WHEN  YOU  TAKE  THE  HANDS  OFF. 


The  Chairman  of  our  US  arm.  Sir  Cordon  White, 

it  this  way.  "the  Fellows  who  run  the  operations  are 

the  fellows  who  make  the  money... 

and  that  makes  them  the  most  important 

people  at  1  lanson.' 

Pre-tax  earnings  of  $1.5  billion,  we  think 

\ou  will  agree,  adds  a  considerable 

amount  of  weight  to  th.it  statement. 
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BUSH 
GOES  LONG 

BUT  CAN  HE  CHANGE  AMERICA'S  SHORT-TERM  FOCUS? 


In  the  Presidential  campaign,  George 
Bush  painted  a  gauzy  picture  of  an 
America  awash  in  prosperity.  But  no 
sooner  had  the  new  Administration  tak- 
en office  than  some  of  the  President's 
closest  advisers  began  a  curious  exer- 
cise. Treasury  Secretary  Nicholas  F. 
Brady  admitted  to  a  "gnawing  feeling" 
that  the  U.  S.  obsession  with  short-term 
profits  and  instant  gratification  could 
imperil  the  nation's  economic  future.  To 
underscore  his  concern,  the  Treasury 
chief  launched  a  crusade  to  encourage 
corporate  managers  and  investors  to 
keep  their  eyes  on  the  long  term. 

What's  going  on?  The  Administration 
is  delicately  maneuvering  to  wean  the 
public  away  from  eight  years  of  Reagan 
happy  talk.  The  Reagan  Administration 
never  admitted  to  any  problems  in  the 
U.  S.  economy.  The  Bush  crew  is  trying 
to  inject  a  little  reality  by  conceding  that 
some  of  the  practices  encouraged  during 
the  hothouse  Reagan  era  are  hurting 
America's  global  competitiveness. 

In  itself,  this  marks  an  important 
break  with  the  past.  More  striking  is 
Bush's  willingness  to  use  government  to 
spur  business  to  change  its  ways.  His 
inaugural  address  promised  "a  new  ac- 
tivism," and  Brady's  exhortations  fit 
with  the  new  President's  commitment. 

Some  of  the  ideas  will  be  unveiled  on 
Feb.  9,  when  Bush  presents  his  economic 
priorities  in  a  joint  session  of  Congress. 


He'll  propose  reducing  the  top  tax  rate 
on  capital  gains  to  15%  from  33%  and 
making  the  research-and-development 
tax  credit  permanent.  Bush  thinks  those 
moves  will  spur  long-term  investment. 
mixed  emotions.  Meantime,  the  Admin- 
istration is  indulging  in  a  bit  of  jawbon- 
ing. On  Jan.  31  top  Treasury  and  Labor 
Dept.  officials  clarified  current  pension 
law  by  reminding  fund  managers  that 
they're  not  always  obliged  to  sell  their 
holdings  to  raiders.  Brady  also  is  mull- 
ing a  variety  of  more  controversial  in- 
centives (table)  for  long-term  invest- 
ment. He'd  like  to  encourage  new  equity 
by  cutting  taxes  on  dividends.  He  would 
pay  for  that — and  discourage  debt — by 
limiting  the  deductibility  of  interest. 

Another  target:  executive  compensa- 
tion. Treasury  staffers  think  that  the 
way  many  managers  are  paid  encour- 
ages them  to  focus  on  short-term  prof- 
its. They  would  offer  tax  incentives  that 
tie  an  executive's  pay  to  performance 
over  a  period  of  years,  not  months. 

Business  views  these  proposals  with  a 
mixture  of  admiration  and  dismay.  Ad- 
miration because  Bush  has  opened  a 
long-overdue  national  debate  on  Ameri- 
ca's competitiveness.  And  dismay  be- 
cause some  of  the  talk  seems  off  the 
mark.  "Our  goals  ought  to  be  long 
term,"  says  corporate  lobbyist  Charls  E. 
Walker.  But  he  complains  that  unless 
Bush  moves  to  lower  the  cost  of  capi- 


tal, "we're  basically  running  in  plac 

Particularly  objectionable  to  some  | 
Bush's  belief  that  tinkering  with  the 
code  can  lengthen  business'  horizo§;< 
"There  isn't  a  silver  bullet  out  ther  r 
says  Joseph  J.  Minarik,  executive  dir 
tor  of  Congress'  Joint  Economic  C(  \\ 
mittee.  Case  in  point:  capital  gai  t-, 
There's   little   argument   that  reduc 


WASHINGTON 
WANTS  TO... 


...BECAUSE  IT 
HOPES  TO.. 


...BUT  THESE  IDEAS 
RAISE  SOME  FEARS  OF... 


►  Tinker  with  the  tax  code  to  re- 
strict leveraged  buyouts 


Slow  growth  in  corporate  debt 
and  move  away  from  fast  profits 


A  tax  advantage  for  foreign  acquirers  over  U.S. 
companies;  less  tax  revenue 


►  Set  the  capital-gains  tax  rate  on 
long-term  assets 


Encourage  long-term  investment 


►  Clarify  the  obligations  of 
pension-fund  managers 


Even  more  LBOs  since  tax  breaks  will  encour- 
age deals;  could  spur  higher  personal  tax  rates 


Promote  a  buy-and-hold  strategy 
among  pension-fund  managers 


Confusion  among  pension  managers  who  wouldl 
no  longer  have  simple  rules  to  guide  investment] 


►  Create  incentives  for  long- 
term  pay  of  corporate  managers 


Encourage  corporate  managers 
to  think  and  invest  long-term 


An  administrative  nightmare;  a  fresh  crop  of  tax,( 
breaks  for  the  rich;  worker  alienation 
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ici:es  on  gains  would  lure  some  new  in- 
il  ;tment.  But  how?  And  at  what  price? 
;t;ady  would  like  to  set  a  sliding  scale 
pfe  gains — the  longer  you  hold  an  invest- 
n  nt,  the  less  tax  you  pay  when  you  sell 
W  But  the  proposal  is  a  half-measure 
;'ut  would  cost  the  Treasury  hillions  in 
ait  revenues  without  doing  very  much 
w  encourage  long-term  investing. 
-  Vnd  a  capital-gains  cut  could  work 
ftinst  the  Administration's  goal  of  re- 
debt-financed    takeovers.    Even 

ady    concedes    that    a    cut    could    spur 

youts  by  raising  the  aftertax  return 
■  shareholders   who  sell  out.    Harvard 

isl  Law  rence  Lindsey,  soon  to  he 
'iii-mI  to  a  top  White  House  |iost.  insists 
'-it  cutting  capital  gains  will  boost  Oi- 
ntment SO  much  that  federal  tax  reve- 

ill  grow.  Hut  there's  no  guaran- 
J'  that  the  new  capital  will  he  any  more 
-l lent.  Says   I.mdsey:   "Capital  gams  is 

I  t  a  tool  to  change  perspectives." 
Brady's  idea  of  cutting  taxes  on  divi- 

"mds  while  raising  the  cost  of  debt  runs 
o  the  law  of  unintended  consequences 


The  proposal  might  discourage  excessive 
borrowing  by  raiders.  But  how  will  it 
affect  startups — the  very  companies 
that  Brady  and  Bush  want  to  encour- 
age— whose  sole  source  of  capital  often 
is  the  bank? 

Fiddling  with  tax  law  almost  always 
produces  unexpected  results.  So  can 
meddling  with  financiers.  Says  Richard 


Cutting  capital-gains 

taxes  to  lure  investment  may 

not  be  worth  the  price 


Kopcke,    vice-president    at    the    Federal 

Reserve  Hank  of  Boston:  "If  you're  try- 
ing to  tine-tune  so  much  that  you're  not 
Only  telling  people  what  to  invest  in  hut 
how   to  finance,  you've  gone  too  far." 

And  to  what  end?  Despite  the  hand- 
wringing  in  Washington,  there  is  little 
hard  evidence  that  merger  mania  is  had. 


'  hair 
man     Ala. 
worrie    'ha'  tl 

On     could     he 

ened  by  'he  failure  of 
debl  laden  corporal 

But  h(  othing  in- 

herently wrong  with 
corporate  restructur- 
ings: "The  trend  toward 
more  ownership  by  man- 
agers and  tighter 
trol  by  other  owners  and 
creditors  has  generally 
enhanced  efficiency." 
quick  kill.  In  addition, 
it's  not  as  if  the  money 
made  by  sellers  disap- 
pears from  the  economy. 
What  really  matters,  as 
Brady  himself  says,  is 
how  the  profits  are  rein- 
vested. This  is  the  ques- 
tion Washington  should 
pose:  Why  do  U.  S.  com- 
panies and  investors 
seem  to  go  for  the  quick 
kill  rather  than  the  long- 
run  return? 

There  are  lots  of  rea- 
sons— and  most  have 
very  little  to  do  with  tax 
incentives.  Many  execu- 
tives look  to  the  short 
term  because  they  were 
trained  to  do  just  that  in 
business  school.  Clients 
pit  money  managers 
against  each  other  in  a 
quarterly  performance 
competition.  And  weak- 
ening corporate  loyalty 
leaves  many  managers  with  little  inter- 
est in  what  their  company  will  look  like 
in  five  years,  because  by  then  they'll  be 
gone.  The  nearsightedness  of  U.  S.  man- 
agers reflects  "deeper  cultural  and  so- 
cial things  than  the  tax  system."  - 
Harvey  Galper  of  Peat  Marwick  Main  & 
Co.  "I  don't  see  how  tax  changes  can 
possibly  have  an  effect." 

There  are  steps  that  government  can 
take   to   lengthen   corporate   time   hori- 
zons. It  could  eliminate  barriers  to  long- 
term    investment    by    indexing    capital 
gains  to  inflation.  Better  yet.  it  can 
capital  for  investment   by  reducing  the 
federal  budget  deficit,  which  now  ties  up 
nearly  all  personal  savings. 
The    Bush    Administrate 
credit  for  opening  a  dialogue  on  an  is 
that  was  never  discussed  bj   tin    Reagan 
While  House.  Hut  it  will  take  more  than 
a  series  of  tentat:. 

havior  patterns  that  have  !  eply 

etched  in  the  American  psy< 
By  Howard  G 
..•//(/  Paul  Magi 
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TAKEOVERS  I 


MORE  STATES  ARE  TELLING  RAIDERS: 
NOT  HERE,  YOU  DON'T 


Management  and  labor  find  friendly  ears  for  antitakeover  proposals 


It's  Round  Two  in  the  great  anti- 
takeover legislative  debate.  Rebuffed 
in  their  drive  to  win  federal  protec- 
tion from  raiders,  managers  are  plead- 
ing their  case  in  statehouses  nationwide. 
Aided  by  labor,  which  often  suffers 
huge  layoffs  as  companies  restructure, 
business  is  pushing  bills  in  such  key 
states  as  New  York,  Texas,  and  Illinois. 
"We've  turned  to  the  states  because  we 
need  to  level  the  playing  field,"  says 
Frank  H.  Menaker  Jr.,  general  counsel 
of  Martin  Marietta  Corp.,  which  is  back- 
ing a  bill  before  the  Maryland  General 
Assembly.  "These  are  parochial  inter- 
ests that  states  have  to  protect." 

The  states  are  doing  just  that.  Since 
the  U.  S.  Supreme  Court  upheld  Indi- 
ana's antitakeover  law  in  April,  1987, 
more  than  30  states  have  adopted  stat- 
utes designed  to  repel  raiders.  The  cur- 
rent generation  of  bills  has  similar  aims. 
One  common  provision  is  a  control-share 
rule  modeled  on  the  Indiana  statute, 
which  forces  raiders  who  accumulate  a 
specified  percentage  of  stock,  often  20%, 
to  seek  approval  from  the  remaining 
shareholders  before  they  can  vote  their 
shares.  Another  is  an  "anti-bustup"  pro- 
vision imposing  a  lengthy  moratorium 
on  selling  acquired  assets  to  help  finance 
deals.  Both  measures  are  designed  to 
blunt  takeovers  by  making  them  more 


time-consuming  and  expensive.  "If  an 
acquirer  wants  you,  he's  going  to  pay 
the  price,"  says  Howard  Vine,  a  Wash- 
ington securities  lawyer. 

Illinois  is  shaping  up  as  the  latest  bat- 
tleground of  raiders  and  management.  A 
bill  introduced  on  Jan.  26  and  pushed  by 
Sears,  Roebuck  &  Co.  and  Abbott  Lab- 
oratories would  grant  statutory  author- 
ity for  poison-pill  defenses  and  includes 
both  a  control-share  provision  and  a  mor- 
atorium on  restructuring.  "We  are  try- 
ing to  give  management  an  opportunity 
to  lay  out  a  plan  for  shareholders  before 
sharks  can  put  the  company  at  a  disad- 
vantage," says  Illinois  Retail  Merchants 
Assn.  President  David  Vite. 
pickens'  CREATION.  But  the  bill  has 
drawn  opposition  from  groups  that  com- 
plain it  excludes  shareholders  from  any 
say  over  what  defenses  a  company  may 
adopt.  Both  the  Chicago  Bar  Assn., 
which  helped  in  the  early  stages  of 
drafting  the  bill,  and  the  United  Share- 
holders Assn.,  a  creation  of  Texas  take- 
over artist  T.  Boone  Pickens  Jr.,"  think 
the  bill  leans  too  far  in  management's 
favor.  "If  the  retail  merchants  try  to 
ramrod  this,  they'll  be  met  with  formida- 
ble obstacles,"  vows  Guy  W.  Courtney, 
head  of  the  4,000-member  Illinois  chap- 
ter of  USA. 

Proponents  of  free-market  economics 


also  are  joining  in  the  debate.  Securi 
&   Exchange   Commissioner  Joseph 
Grundfest  last  year  wrote  the  Texas 
islature  in  opposition  to  an  antitakeo 
bill  expected  to  be  reintroduced  in 
current  session.  The  measure,  Grundfl 
said,  "is  intended  to  erect  extensive 
stacles  to  a  takeover  that  is  opposed 
[management]  but  supported  by  a  ma; 
ity  of . . .  shareholders."  The  Texas  lej 
lation,  whose  backers  want  to  lure  r 
business  to  the  beleaguered  state,  fa 
some    homegrown    opposition    as   w 
Austin  observers  say  the  lineup  will 
elude  Pickens,  billionaire  investor  Har 
C.  Simmons,  and  Coastal  Corp.  Ch 
man  Oscar  Wyatt,  who  is  making  a  i 
at  Texas  Eastern  Corp. 

In  most  states,  management  for 
boast  the  bigger  guns,  not  least  beca 
they're  in  alliance  with  labor.  Union  s 
port  often  hinges  on  provisions  in  so 
bills,  including  legislation  in  New  Yc 
that  would  allow  directors  to  consi 
the  impact  of  takeovers  on  workers 
the  community  as  well  as  shareholde 

Labor    is    raising    the    specter 
haunts  every  local  legislator:  lost  jc 
In  Texas,  a  Teamsters  union  official 
testified  that  the  state  lost  7,000 
following  the  1986  leveraged  buyout 
Safeway  Stores  Inc.  In  Maryland, 
takeover  legislation  has  the  support 
the  United  Food  &  Commercial  Work 
whose  members  lost  jobs  in  the  takeo 
of  Stop  &  Shop  Cos.  Neither  state  co 
have  blocked  those  deals,  since  the  c< 
panies  were  incorporated  elsewhere, 
labor  had  made  its  point. 
brave  talk.  In   the   takeover  deb; 
"management  and  labor  become  strai 
political  bedfellows,"  says  Texas  St 
Representative  Steve  Wolens,  a  Da 
Democrat.   Nowhere  has  this  coalit 
been  more  effective  than  in  Pennsy 
nia,   whose   overhaul   of   its   corpor 
laws  takes  effect  in  October.  The  sw< 
ing  new  law  endorses  golden  parachi 
and  poison  pills  and  greatly  expands   j 
latitude  that  boards  have  to  just    |p( 
"no"  to  unsolicited  offers.  The  new  n  L 
sure  "sends  out  the  message  that  coi  L 
rate  raiders  looking  for  bustup  takeo 
targets  will  find  no  home  here,"  s  L 
Andrew  T.  Greenberg,  a  top  state  C  L 
merce  Dept.  official. 

That's  brave  talk,  of  course.  Bu  * 
history  is  any  guide,  ever-resoura  L 
raiders  may  find  a  way  around  the  la  [ 
crop  of  barriers.  Clearly,  the  terrair  j, 
the  debate  has  shifted  from  Washing  ,,.. 
to  state  capitals.  What  remains  to  ;, 
seen  is  whether  the  latest  batch  of  si . 


antitakeover  laws  will  be  able  to  s 
the  dealmaking  steamroller. 
By  Tim  Smart  in  Washington,  with  Tei\ 
McGuire  in  Chicago,  Bill  Smith  in  Da 
and  Richard  Anderson  in  Philadelphi 
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(1ST  RATES  I 


» THE  GROUP  OF  SEVEN 
IN  THE  ROAD  TO  SPLITSVILLE? 


ing  interest  rates  are  straining  international  economic  cooperation 


Iflhe  Finance  Ministers  of  the  Group 
1|   of    Seven    countries    didn't    have 
I   much  in  mind  when  they  planned 
early  February  get-together  in  Wash- 
ton.  All  they  wanted  was  a  chance  to 
'^  et   the   new    Bush   Administration 
\\d  and  discuss  quietly  how  to  keep 
■'  i  world  expansion  rolling.  "We  need  a 
1  'communique'  meeting,"  says  one  U.  S. 
cial.  "We're  trying  to  get  out  of  the 
1)1  "house  atmosphere." 
S  But  no  matter  how  pleasant  the  gath- 
■  ng  turns  out  to  be,  the  mood  of  comi- 
-l    isn't   likely   to  last  long.   Diverging 
1   nestic  concerns  in  the  leading  indus- 
slUl  nations  are  putting  new  strains  on 


national  Economics.  Hut,  warns  Harvard 
University  economist  Jeffrey  A.  Frankel, 
"only  one  country  can  win  at  that  game. 
If  they  all  try,  you're  left  with  high 
rates  and  slow  growth  all  around  the 
world."  At  the  least,  a  slowdown  in  the 
world's  three  largest  economies  could 
kill  chances  for  further  improvement  in 
the  U.  S.  trade  deficit,  which  appears 
stuck  at  around  $130  billion.  At  worst,  a 
misstep  that  leads  to  excessive  tighten- 
ing could  bring  on  worldwide  recession. 
Policymakers  in  the  G-7  countries — 
the  U.  S.,  Japan,  Germany,  Britain, 
France,  Canada,  and  Italy — swear  that 
continued  policy  coordination  can  head 


RATES  ARE  CLIMBING 

THREE-MONTH  EUROCURRENCY  DEPOSITS 
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We  spirit  of  international  cooperation. 
Worried  about  inflation  at  home,  both 
•   Federal   Reserve   Board  and  West 
prmany's  Bundesbank  have  driven  in- 
I  rates  up  by  almost  a  full  percent- 
point  since  last  fall  (charts).  Ten- 
tons  between  Washington  and  Bonn  are 
.•,   as  officials   fight   to  contain   the 
liar's  surge  against  the  West  German 
And  Japan,  which  sat  on  the  side- 
for  months,  confident  that  its  inila 
was    under    control,    risks    being 
awn    into    the    round    of    "competitive 
tening"    as    the   greenback    rises 
>OVe    i:!0   yen    and    pressure    builds    in 
■  pan  for  fat  wage  hikes. 
•  WIN-LOSE  came.    All    three    countries 
•refer  to  see  their  currencies  run  up, 
cause    that's    the    hest    anti  inflation 
edicine,"  says  C    Fred  Bergsten,  direc- 
r  of  Washington's  Institute  for  Inter 


DATA  DEUTSCHE  BANK  CAPITAL  CORP. 


off  such  dire  results.  But  domestic  con- 
cerns have  taken  precedence  for  the  past 
year.  While  the  Presidential  election 
stalled  progress  on  cutting  the  federal 
budget  deficit,  the  Fed  grew  increasing- 
ly worried  by  signs  that  stronger-than- 
expected  economic  growth  could  ignite 
inflation.  The  Fed's  tighter  grip  on  mon- 
ey boosted  its  credibility  at  home.  But  it 
drove  up  the  dollar  and  strained  G-7 
pacts  to  keep  exchange  rates  stable. 


The  industrial  nations  of  the 

•West  are  waiting  for  evidence 

'Bush  is  or  isn't  going  to  do 

something  on  the  deficit' 


When  the  dollar  broke  thro 
mark.',  the  Bundesbank  fretted  thai  a 

weaker   mark    and    higher   imDOl 

would      fuel      price      hike  The      <•<,• 

prompted  the  German  central  bai 
discount  rate  by  a  half-poii 
r    on  Jan,  L9. 

Like  the  Fed,  the  Bundesbank  in 
thai  it  -  raw  driven  by  do- 

mestic need-,    consumer  pri<  • 

_'..")     higher  in  January  than  they  were  a 
year  earlier  and  up  sharply  from  Decem- 
ber's 1.69!  inflation  rate.  But  the  mi 
have  spurred  grumbling  on  both  sides  of 
the  Atlantic  Some  American-,  doubt  that 
Germany    risks    an    inflationary    spurt, 
noting  that  January's  price  hikes 
caused  mostly  by  one-time  tax  increases. 
Pointing    out    that    Germany's    already- 
large  trade  surplus  grew  in  1988,  Ameri- 
can officials   warn  privately  that   Bonn 
may  be  going  overboard.  "If  they  mis- 
judged,  will  they   stubbornly   hang  on 
to  that  misjudgment?"  worries  a  [ 
policymaker. 

Germans  retort  that  they  need  a 
stronger  currency — "a  weakening  mark 
doesn't  favor  the  adjustment  process," 
says  a  Bundesbank  official — and  hint 
that  the  U.  S.  may  be  reneging  on  its 
pledges  to  keep  the  dollar  from  rising. 
peacemaker.  The  job  of  defusing  these 
tensions  falls  to  Treasury  Secretary 
Nicholas  F.  Brady.  Playing  host  at  his 
second  G-7  meeting,  Brady  had  to  con- 
vince his  counterparts  that  the  new  Ad- 
ministration can  deliver  the  budget  cuts 
needed  to  keep  the  deficit  falling  on 
schedule,  from  $161  billion  this  year  to 
$100  billion  in  fiscal  1990.  Smaller  defi- 
cits would  reduce  U.  S.  demand  for  for- 
eign capital  and  ease  the  pressure  on 
U.  S.  interest  rates — a  happy  combina- 
tion for  the  world's  economies. 

"The  G-7  clan  is  really  trying  to  hang 
in  there  until  they  get  clear-cut  evidence 
whether  Bush  is  or  isn't  going  to  do 
something  on  the  deficit,"  says  Lloyd 
Atkinson,  chief  economist  at  Bank  of 
Montreal.  Brady,  whose  optimism  hasn't 
yet  been  tested  by  Congress'  budget  bat- 
tles, can  probably  prevail  on  his  col- 
leagues to  wait  a  little  longer. 

But  if  the  Administration  can't  deliver 
on   Brady's   promises,   the  allies   aren't 
likely  to  leap  to  America's  aid  as  quickly 
as  they  did  in  1987  and  1988.  Officials  in 
Tokyo  have  warned  that  Japan  can  con- 
tinue  to  export   to  the   U.S.   even  if  a 
budget  breakdown  causes  the  dollar  to 
collapse  to  100  yen.  The  message:  Ja 
doesn't   need  to  prop  up  the  dollar  by 
financing  a  spendthrift  U.S.  budget.  The 
trend  toward  higher  interest  rates 
and   abroad   may   prove   to   be   thl 
crack  in  the  economic  calm  the  G-7  has 
worked  SO  hard  to  maintain. 

By  Mike  \I<-\ 
Blanca  R  • 


BUSlf.  29 


■■n 


iiuaaiiEii 


CORPORATE  PROFITS  I 


CORPORATE  PROFITS:  THE  OLD  EXPANSION 
IS  PAYING  NEW  DIVIDENDS 


Investors  are  sharing  in  strong  yearend  profits.  But  not  all  the  news  is  good:  Just  ask  Apple 


Companies  are  posting 
strong  profits  for  the 
\fourth  quarter — with, 
as  usual,  some  surprises. 
Exhibit  A:  Apple  Computer 
Inc.,  whose  blunders  are  ex- 
amined below.  But  first,  a 
look  at  dividends — and  what 
that  may  indicate  about 
troubles  ahead. 

MORE  MONEY,  LESS  YIELD 

Allegheny  Ludlum  Corp.  had 
a  problem.  Even  after  paying 
a  bonus  to  each  of  its  5,600 
employees  and  committing 
$150  million  to  a  five-year  cap- 
ital spending  program,  the 
specialty  steelmaker  was  still 
rolling  in  dough — $100  million 
in  cash,  to  be  exact.  So,  after 
boosting  its  quarterly  divi- 
dend twice  in  1988,  Allegheny 
recently  said  that  it  would 
make  a  special  payout  of 
$3.50  a  share.  "It  was  foolish 
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of  us  to  be  sitting  around 
with  all  that  cash,"  explains 
R.  P.  Simmons,  Allegheny 
Ludlum's  chairman. 

After  the  sixth  consecutive 
year  of  economic  expansion 
and  a  robust  fourth  quarter, 
many  U.  S.  companies  are 
flush  with  cash.  And  like  Alle- 
gheny, many  were  willing  to 
share  with  investors.  Indeed, 
dividends  paid  by  companies 
on  the  Standard  &  Poor's  500- 


stock  index  last  year  jumped 
11%  over  1987.  That's  the 
largest  gain  since  1979. 

Sounds  nice,  but  check  this: 
Although  payouts  hit  record 
levels,  corporate  profits 
soared  at  an  even  faster  rate. 
In  fact,  the  higher  payouts 
lagged  well  behind  the  42% 
jump  in  earnings  that  the  S&P 
500  companies  are  expected  to 
report  for  1988.  That  pushes 
the  average  payout  ratio,  or 
the  percentage  of  earnings 
paid  in  dividends,  to  40% — the 
lowest  in  nine  years.  As  Ar- 
nold Kaufman,  editor  of  S&P's 
Outlook  investment  newslet- 
ter, puts  it:  "There  wasn't  any 
indication  of  overwhelming 
corporate  generosity." 

RAIDER  REPELLENT.  Of  course, 

almost  any  increase  in  divi- 
dends is  good  news  for  share- 
holders. And  besides  compa- 
nies that  regularly  hike 
dividends,  such  as  utilities, 
companies  in  more  volatile  in- 
dustries declared  larger 
payouts  in  1988.  On  Dec.  16, 
athletic-shoe  maker  Nike  Inc. 
raised  its  quarterly  dividend 
for  the  first  time,  to  15$  a 
share  from  10$.  And  some 
heavy  manufacturers,  such  as 
Deere  &  Co.  and  Caterpillar 
Inc.,  increased  dividends  after 
strong  earnings  replaced 
years  of  disappointment. 

The  number  of  companies 
paying  extraordinary  divi- 
dends also  increased  sharply 
in  1988.  According  to  S&P,  501 
companies  declared  special 
dividends  in  1988,  compared 
with  403  in  1987.  Part  of  that 
can  be  laid  to  restructurings 
designed  to  thwart  takeovers. 
For  example,  Texaco  Inc.  on 
Jan.  29  unveiled  a  restructur- 
ing to  foil  raider  Carl  C.  Icahn 
that  includes  a  two-step,  $8-a- 
share  special  dividend. 

Investors  looking  now  to 
cash  in  on  the  bonanza  may 
be  too  late.  s&P's   Kaufman 


expects  dividends  to  gain  only 
about  5%  in  1989,  as  earnings 
growth  of  the  S&P  500  slows 
to  12%.  Moreover,  stock  prices 
last  year  increased  rapidly, 
keeping  stock  yields  relatively 
low — despite  hefty  dividend 
hikes  (chart).  And  last  year's 
exceptionally  low  payout  ratio 
may  signal  that  companies 
are  less  optimistic  about  1989 
and  are  maintaining  a  cushion 
of  retained  earnings. 

Some  on  the  Street  think 
the  situation  is  worse  yet. 
Thomas  M.  Doerflinger,  a 
PaineWebber  Inc.  investment 
strategist,  points  out  that  divi- 
dend payments  have  hit  cycli- 
cal highs  in  1960,  1968,  1974, 


and  1980 — in  each  case  j 
before  a  recession.  Strong  c 
idends,  Doerflinger  cautio 
only  offer  investors  a  re 
view  mirror. 

By  Kathleen  Deveny  in  .A 
York 

WHY  APPLE  WENT  SOUI 


Who's  minding  the  stoi 
That's  Wall  Street's  incre< 
lous  reaction  to  news  of  fi; 
bles  at  Apple  Computer  I 
Apple  stockpiled  overprk 
memory  chips,  then  impos 
an  unpopular  price  hike  to 
cover  the  cost.  At  minimi 
those  missteps  will  ste 
March  quarter  earnings  to 
much  as  46%  below  what  i  \ 


A  PREVIEW  OF 
FOURTH-QUARTER 
PROFITS 

Drugmakers  keep  prospering, 
with  many  seeing  their  profit 
margins  expand.  Take  Merck. 
Net  soared  32%  on  a  10% 
gain  in  sales,  thanks  to  a  prof- 
it margin  that  yawned  open  to 
20%.  No  surprise  that  paper- 
makers  and  chemical  producers 
are  rolling  out  the  profits.  Yet 
notice  Monsanto:  Results  are 
up,  but  barely.  Worse,  its  mar- 
gin is  a  sickly  2.4%,  vs.  Dow's 
14.8%.  Wall  Street  looks  like 
a  mixed  bag,  with  Merrill 
Lynch  back  in  the  black  and 
Shearson  Lehman  Hutton  still 
in  the  red.  In  fact,  Shearson's 
operating  results  improved. 
Then  there's  the  tale  of  Fannie 
Mae:  Net  at  the  Federal  Na- 
tional Mortgage  Assn.  plunged 
22%.  Yet  the  stock  jumped 
1  %  on  the  news.  Come  again? 
Investors  who  looked  closely 
saw  that  if  profit  in  the  1987 
quarter  had  not  been  padded 
by  a  change  in  accounting 
rules,  the  recent  quarter's  net 
would' ve  soared  155%. 
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thought    likely    only    two 
•ks    ago,    The    nasty    sur- 
nt  its  shares  tumbling 
,  to  37Vi,  within  minutes 
he  opening  bell  on  Jan.  27. 
'he  revelations  left  the  im- 
ssiun  that  Chairman  John 
illey's  hand-picked  manage- 
am  didn't  have  its  act 
ether.  Just  as  the  industry- 
,e  DRAM  chip  shortage  was 
ing  Apple  managers  paid 
r- record  prices  for  2  mil- 
i  chips.  Then  they  imposed 
;e  hikes  of  as  much  as  29%, 
ich  shifted  demand  to  ma- 
nes   with    fewer    memory 
ps.  The  result:  Apple  is  sit- 
l  on  $80  million  worth  of 
ps    for    which    it    paid    as 
ch  as  $38  each.  They  are 
v  worth  $23,  and  that  will 
>ck  $27   million  off  March 
nrter    pretax    profits.    The 
:  ft  to  less  profitable  Macs 
fn  1  cost  $23  million  more. 

who  at  Apple  misread 
market  so  badly?  "There's 
one  to  point  fingers  at  oth- 
than  to  say  the  company 
de  a  mistake,"  says  Senior 
la  :e-President  Albert  A.  Ei- 
istat.  "The  world  was  pan- 
ing  for  dram."  But  rivals 


SCULLEY:  HE  PAID  $38  EACH  FOR  CHIPS  THAT  ARE  NOW  WORTH  $23 


such  as  Compaq  Computer 
Corp.  and  Sun  Microsystems 
Inc.  kept  calm  and  aren't  tak- 
ing charges  against  earnings. 
Analysts  speculate  that  Ap- 
ple's blunder  stems  from  its 
constant  reshuffling  of  execu- 
tives. The  post  of  chief  oper- 
ating officer  was  scuttled,  as 
were  the  companywide  re- 
views that  the  former  COO 
had  held.  In  the  past  few 
months,    the    head    of    U.  S. 


sales  quit,  the  chief  financial 
officer  stepped  aside,  and  the 
manufacturing  vice-president 
has  been  on  medical  leave. 
Sculley  himself  was  on  sab- 
batical last  summer. 

The  damage  may  take  time 
to  fix.  After  a  peak  of  52%  a 
year  ago,  gross  margins  may 
drop  to  46%  this  quarter.  Scul- 
ley insists  margins  will  recov- 
er by  the  June  quarter,  but 
analysts  say  they  might  never 


break  50$  again   "I've  never 

seen   a  technology   company 
margin  problems  in 
a  quart  i  DougL 

■  n,  an  anal;,  .i  at  Shear- 

Lehman  Eiuttorj  Inc. 
strippers.  The  main  worry  is 
that  Apple  will  no  longer  corn 
mand  premium  prices.  When 
it  jacked  up  prices  last  fall, 
aers  beat  the  increase 
by  buying  stripped-down  ma- 
chines, then  adding  inexpen- 
sive memory  chips  and  peri- 
pherals sold  by  third-party 
suppliers.  Apple-watchers 
fear  that  despite  January- 
price  cuts,  customers  will 
shun  fully  loaded  Macs.  Ana- 
lysts predict  that  revenues 
will  still  jump  30%,  to  $5.2  bil- 
lion, in  fiscal  1989,  ending 
Sept.  30,  but  they  have  pared 
earnings  estimates  from  $500 
million  to  about  $430  million. 

Apple  has  also  learned  a 
disquieting  lesson  about  its 
customers.  "There  was  more 
[price]  sensitivity  than  we  an- 
ticipated," concedes  Eisenstat. 
The  company  found  that  out 
the  hard  way. 

By  Maria  Shao  in  Cupertino, 
Calif. 
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TAKEOVERS  I 


ROUND  TWO 

FOR  POLAROID  AND  SHAMROCK 


The  challenger  is  suing  again — this  time  over  a  stock  buyback 


POLAROID'S  BOOTH:  HIS  NEW  PLAN  COULD  PROVE  VERY  EFFECTIVE,  IF  IT  HOLDS  UP  IN  COURT 


It  is  not  a  takeover  defense.  On  that, 
Polaroid  Corp.  chief  executive  I.  Mac- 
Allister  Booth  won't  sway.  "It's  a 
form  of  financing,"  he  says.  Period. 

But  to  others  it  sure  looks  like  a  take- 
over defense — and  the  only  question  is 
how  effective  it  will  be.  On  Jan.  30,  Po- 
laroid, still  battling  a  tender  offer  from 
Shamrock  Holdings  Inc.,  announced  a 
$1.1  billion  buyback  of  common  stock.  It 
promised  to  finance  the  buyback,  in  part, 
by  selling  $300  million  of  convertible  pre- 
ferred stock  to  Corporate  Partners  LP, 
an  investment  group  headed  by  Lazard 
Freres  &  Co.  partner  Lester  Pollack. 

Shamrock,  which  is  offering  $2.95  bil- 
lion for  the  Polaroid  shares  it  doesn't 
already  own,  didn't  take  the  news  well. 
"Irresponsible  and  another  indication  of 
management  entrenchment  at  any  cost," 
snapped  President  Stanley  P.  Gold  in  a 
statement.  He  went  on  to  imply  that 
Shamrock,  Roy  E.  Disney's  principal  in- 
vestment vehicle,  would  not  quit  the 
proxy  fight  for  control  of  Polaroid's 
board  that's  set  for  May.  Even  before 
then,  Shamrock  will  sue  in  court — where 
Polaroid  may  be  on  shaky  ground. 
suit  du  jour.  Given  how  long  these  ad- 
versaries have  been  at  it,  it's  a  wonder 
so  little  has  been  resolved.  Last  June, 
having  bought  3  million  Polaroid  shares, 
Shamrock  approached  Booth  about  buy- 


ing the  rest.  Booth  spurned  Shamrock, 
and  then  some:  He  slashed  staff  and 
unveiled  an  employee  stock-ownership 
plan  that  would  hold  nearly  10  million 
new  shares. 

Shamrock  sued,  claiming  Polaroid  and 
its  directors  failed  to  act  in  investors' 
best  interests.  After  six  months  of  legal 
wrangling,  a  Delaware  judge  upheld  the 
controversial  ESOP  (BW— Jan.  23).  Still 
Shamrock  persisted,  raising  its  tender 
offer  to  $45  a  share  and  unveiling  plans 
for  the  proxy  fight. 

Now  Shamrock  is  dragging  Polaroid 
back  to  the  Delaware  courts  with  a  suit 
to  block  the  latest  refinancing.  The  is- 
sues this  time  around  are  much  like 
those  that  dominated  the  esop  dispute. 
But  legal  experts  say  Shamrock's 
chances  look  a  lot  better  now. 

Polaroid  will  have  to  prove  not  only 
that  the  deal  is  good  for  shareholders, 
but  also  that  it  thought  about  selling 

Shamrock  says  Polaroid's 

new  tack  is  'another 
indication  of  management 
entrenchment  at  any  cost' 


6  s 


stock  to  a  third  party  well  before  Sh 
rock  showed  up.  Corporate  Partn 
won't  be  much  help:  It  says  it  wai 
approached  before  last  fall.  Booth  ins 
only  that  management  considered  s 
action  before  September. 

That  may  not  be  good  enough.  "If 
evidence  reveals  an  action  designei 
entrench,  the  burden  of  proof  falls 
management  to  justify,  and  the  ti 
[of  the  decision]  becomes  crucial,"  n 
Geoffrey  P.  Miller,  associate  dean  of 
University  of  Chicago  Law  School. 

Shamrock  badly  needs  to  win 
round.  Without  a  court  victory,  its 
over  hopes — at  the  current  offered  p 
at  least — will  be  all  but  dashed.  Pi 
oid's  plan  ultimately  will  leave  as  n 
as  a  third  of  its  shares  in  the  frie 
hands  of  Corporate  Partners  and 
ESOP.  An  additional  35%  of  Polarc 
shares  now  are  held  by  individuals, 
sidered  likely  to  stick  with  managem 
Several  large  institutions  say  they  w 
side  with  Shamrock,  either,  despite 
earnings  dilution  Polaroid's  plan  will 
ate.  "Why  should  I  support  them?"  < 
Russell  Thompson,  senior  vice-presii 
at  Waddell  &  Reed  Inc.,  owner  o 
million  shares.  Shamrock's  $45  bid  " 
a  reasonable  offer,  and  they  know  ti 

That's  the  nub  of  the  fight,  of  co 
and  it's  why  the  big  winner  here  c 
be  Corporate  Partners.  Some  inve: 
think  that  if  Polaroid  pursues  its 
back  with  a  tender  offer  of  its  own, 
Shamrock  or  someone  else'ups  the 
the  ensuing  bidding  war  could  pus 
shares  to  $60.  That  would  be  quite  a 
for   Pollack,    the    Odyssey    Part 
founder  who  joined  Lazard  in  1986 
set  up  Corporate  Partners  in  1988 
found   an   opportunity   and   seized 
says  one  Polaroid  shareholder.  "I  tbi 
Polaroid  gave  away  a  little  too  mu< 
bigger  fish.  Pollack  may  convert 
preferred   shares    into   common   if 
stock  hits  $50,  and  he  will  get  seven 
warrants  to  buy  635,000  more  shfetj 
also  at  $50 — not  too  far  above  the  F 
close  of  41%.  His  shares  should  i 
value,   too,   as   Polaroid   starts   bn 
back  stock — at  least  20  million  sha:;i 

Such  a  success  could  bring  bif 
deals  for  Pollack,  who  says  he  has! 
billion  committed  to  his  fund.  An  I1 
cash  may  yet  help  Polaroid  out  of  j 
ger.  Pollack,  who  will  join  Polaia: 
board,  says  he  believes  in  the  comp  \ 
ability  to  innovate  and  market. 

Never  mind  that  innovation  and  is 
keting  haven't  been  Polaroid's  stre:  i 
for  some  time.  Pollack  sees  Polarc 
"a  different  company  at  this  point.  1: 
laroid  engineers  may  prove  their 
factor  right.  But  first,  Polaroid  la 
have  a  job  to  do  in  Delaware. 

By  Keith  H.  Hammonds  in 
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/HO  IS  JAMES  TING 

ND  WHAT  WILL  HE  BUY  NEXT? 


rabbing  SSMC  is  just  one  step  in  the  young  Canadian's  big  plans 


rou've   probably   never   heard   of 
James  H.  Ting.  Even  in  Toronto, 
where  the  38-year-old  has  been 
ftnning  a  computer  maker  for  the  past 
:  years,  he  keeps  a  low  profile.  That's 
ttout  to  change.  A  Hong  Kong  company 
til  it  Ting  controls  announced  on  Jan.  27 
:r  it  it  had  agreed  to  pay  $220  million  for 
SiC   Inc.,   of  Shelton,   Conn.,   the   old 
mtiger  Co.  sewing  machine  outfit. 
d  Ting  has  tailored  big  plans.  His  vision: 
i  l  create  nothing  less  than  a  Mitsubishi- 
roipe  global   trading  conglomerate.   He 
C3S  SSMC's  worldwide  net- 
work of  30,000  dealers  in  100 
an  untries  as  a  perfect  outlet 
e  |r  the  consumer  and  dura- 
•ods  he  plans  to  buy 
a  >m  partners  in  China.  And 
hopes  to  interest  Chinese 
if  nsumers  in  the  installment 
I   system  pioneered  by 
i  lger  over  100  years  ago. 
miMost  attempts  to  play  the 
una    business    card    have 
jsten  losers  for  Westerners. 
1  it  Ting  has  more  going  for 
n.  Although  now  a  Cana- 
a)in  citizen,  he  grew  up  in 
ih  mg  Kong  and  has  lots  of 
untacts  and  wealthy  back- 
ftije  there,   including  Macao 
sino    tycoon    Stanley    Ho. 
1 '  le  Chinese  government  is 
ii  tting  on  him,  too:  It  holds 
equity  stake  in  Semi- 
«ch    Microelectronics    (Far 
i    Ltd.,    the   company 
.:  at's  buying  SSMC, 
D-jTing  got  started  six  years 
<\   making  PCs  in  Hong 


stores  in  five  Eastern  states  and  last  fall 
nearly  won  the  bidding  for  rival  Best 
Products  Co.  He  also  bought  two  firms 
to  create  Canada's  largest  data  process- 
ing company.  By  adding  SSMC  to  the  mix, 
Ting  will  be  running  companies  with 
1989  revenues  that  top  $1  billion — quite 
a  move  for  a  fellow  who  in  1987  ran  a 
show  with  sales  of  just  $20  million. 

Too  far  too  fast?  Not  if  you  listen  to 
Ting.  He  talks  loftily  about  building 
Eastern-style  businesses  in  the  West. 
Actually,  his  management  style  is  closer 


TING  WILL  BE  RUNNING  COMPANIES  WITH  REVENUES  THAT  TOP  $1  BILLION 


ami  selling  them  in  the  U.S.  and 

mada.  The   1984-85  computer  bust  al- 

ost  did  him  in,  but  he  quickly  shifted 

ales  focus  to  Europe,  Australia,  and 

e  Far   East   Now   he  says  all  of  his 

lits  are  in  the  black.  His  main  compa- 

Toronto-based    International    Semi- 

ch  Microelectronics  Inc.  (ISTM),  went 

Jiblic  in  1986  at  $10  (Canadian)  a  share. 

roronto  investors  haven't  paid  much 

tention,  and  even  after  the  SSMC  deal 

die  stock  onlj  goes  for 

Hong  Kong  investors  have  been  more 

lipthusiastic.   Ting   raised   $40   million   in 

<i    by   selling   a    19      stake   in   ISTM's 

.-.    Kong   subsidiary.   That    provided 

e  seed   monej    for  a   takeover  spree. 

ist  March  he  paid  $100  million  for  89 

timers    Distributing    Catalog    retail 


to  Wall  Street  firms  that  try  to  pick 
winners  and  leave  good  managers  in 
place.  That's  what  he's  planning  to  do  at 
ssmc.  Chairman  William  F.  Andrews,  57, 
has  agreed  to  stay  at  least  three  years. 
Andrews  is  conveniently  clearing  the 
decks  for  Ting.  He  announced  on  Jan.  31 
that  ssmc  will  restructure  its  money-los- 
ing European  operations  and  take  a 
$17.6  million  write-off  against  1988  earn- 
ings. That  left  ssmc  $15.5  million  in  the 
red  on  L988  sales  of  $668.4  million,  but 
with  bright  prospects  for  future  profits. 
•  SSMC  came  into  being  in  1986  when 
Singer  spun  off  its  sewing  machine  and 
furniture  making  operations.  Singer 
kept  a  minority  stake  and  let  SSMC  use 
the  Singer  brand  name.  Besides  guaran- 
teeing confusion  about  names,  the  spin- 


oil  amounted  to  an  admi  ision  of  defeat 

after  a  bungled  attempt  to  reposition  the 

Mg  operations  while  the  parent 
diversifying  into  defense  and  electroi 

Sewing  machine  manufacturing  had 
been  shifted  to  low-wage  countries,  and 
a  chain  of  1,600  retail  Singer  sewing 
shops  in  the  U.S.  was  phased  OUt  An- 
drews joined  shortly  before  the  spinoff. 
He  has  gotten  mixed  reviews,  having 
inherited  a  policy  of  focusing  on  low- 
priced  sewing  machines  and  slapping  the 
well-known  Singer  name  on  everything 
from  VCRs  to  stoves. 

SSMC's  days  of  independence  were 
probably  numbered  from  the  start.  After 
raider  Paul  A.  Bilzerian  took  over  Singer 
last  February,  he  approached  Andrew's 
about  buying  back  Singer's  27%  stake  in 
SSMC  at  an  above-market  price.  Andrews 
refused.  Instead,  he  hired  Morgan  Stan- 
ley &  Co.  to  shop  the  company — to  no 
avail.  Andrews  says  he  picked  up  the 
pace  in  November  after  Bil- 
zerian pressed  for  more 
say — a  month  before  his  in- 
dictment on  12  felony  counts 
of  securities  fraud.  Bilzer- 
ian's  move  may  be  why  An- 
drews didn't  struggle  when 
Ting  showed  up  with  a  par- 
tial-cash bid:  $23  in  cash  and 
$7  in  preferred  stock  for 
each  SSMC  share.  Curiously, 
after  running  flat  for  weeks, 
the  stock  surged  3V8  points 
on  heavy  volume  in  the  two 
trading  days  before  the  deal 
was  announced. 

Bilzerian  could  not  be 
reached  for  comment,  but 
it's  likely  he'll  tender  Sing- 
er's SSMC  shares.  No  other 
bidders  are  expected,  and 
Bilzerian  hardly  needs  a  mi- 
nority stake  that  pays  no 
dividend.  Moreover,  some 
analysts  guess  that  he'll  use 
the  $44.2  million  he'll  get  to 
help  pay  a  settlement  if  he 
decides  to  bargain  with  pros- 
ecutors on  the  felony  charges. 

Once  he  gains  control  of  ssmc.  Ting 
should  move  quickly  to  lower  his  debt. 
His  investment  banker,  Asian  Oceanic 
Group,  will  likely  float  an  equity  offer- 
ing in  Hong  Kong  to  replace  its  bridge 
loan.  Meshing  SSMC  with  Ting's  other  op- 
erations should  cool  his  takeover  fever. 
But  not  for  long.  The  slightly  built, 
mild-mannered  bachelor  speaks  confi- 
dently about  capitalizing  on  the  quality 
image  of  the  Singer  name.  That  m< 
more  deals  and  continued  bimonthly 
shuttling  between  Toronto  and  B 
Kong.  And  if  he  succeeds,  sure  SS  you 
know  the  Singer  name,  you'll  know  his. 
Hi/  Chuck  Hawkins  in  Tbn  Di- 

nah Lee  in  Hong  A 
in  Shelton,  Conn, 
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IVY  LEAGUE 
STREET  FIGHTERS 


A  play  for  Illinois  Central 


Prospect  Group  Inc.  founder  Louis 
Marx  Jr.  (Princeton  '53)  can't  help 
but  gush  about  his  chums  at  the 
New  York  investment  firm.  Nobody  can 
turn  around  a  company  quicker  than 
Chief  Executive  W.  Wallace  McDowell 
Jr.  (Princeton  '58).  And  as  for  President 
Thomas  A.  Barron  (Princeton  '74/Oxford 
'78/Oxford  '82  ),  Marx  says,  "he's  even 
better  than  his  resume." 

Ivymania?  Maybe.  But  the  folks  at 
Prospect  Group,  a  leveraged  buyout 
boutique  whose  stock  trades  over  the 
counter,  have  lots  of  street  smarts,  too. 
Since  1983,  Prospect  has  built  an  eclectic 
portfolio  of  companies  in  everything 
from  insurance  to  cheerleading  camps. 
By  fixing  up  and  then  selling  off  several 
operations,  Barron  and  McDowell  boost- 
ed Prospect's  net  worth  50%,  to  $200 
million,  in  just  two  years. 

Yet  it's  hard  to  see  what  magic  Pros- 
pect can  work  if  it  bags  its  latest  target, 
Illinois  Central  Transportation  Co.,  own- 
er of  the  137-year-old  Illinois  Central 
Gulf  railroad.  On  Jan.  20,  Prospect  made 
a  $20-a-share,  or  $440  million,  hostile  of- 
fer for  ic,  whose  shares  jumped  by  more 
than  half,  above  22,  on  the  news. 
strong  ally.  At  five  times  ic's  cash 
flow  and  twice  the  value  placed  on  some 
other  rail  stocks,  Prospect's  bid  is  al- 
ready rich.  And  Illinois  Central  Chair- 
man Harry  J.  Bruce,  who  started  out  as 
a  fireman  on  a  steam  locomotive,  will 
probably  exact  an  even  higher  price  be- 
fore he  hands  over  control.  Bruce  has  no 
poison  pill  in  place,  but  he  does  appear 
to  have  a  strong  ally  in  Archer  Daniels 
Midland  Co.,  a  grain  processor  in  Deca- 
tur, 111.,  that  is  one  of  the  railroad's  larg- 
est customers.  So  far  this  year,  ADM  has 
accumulated  a  14%  stake  in  the  railroad, 
recently  spun  off  by  Whitman  Corp. 

ADM,  which  owns  a  barge  business  and 
faces  possible  antitrust  problems  if  it 
buys  the  railroad,  has  told  the  Securities 
&  Exchange  Commission  it  may  pur- 
chase up  to  25%  of  IC  (page  95).  A 
bigger  ADM  stake  would  push  the  stock 
up  and  could  force  Prospect  to  boost 
its  bid.  Neither  Bruce  nor  an  ADM 
spokesman  would  comment  on  any  of 
this,  but  Prospect's  Barron  doesn't  see 
the  high  price  as  a  problem:  "The  rail- 
road can  be  run  more  efficiently,"  he 
insists. 
Others   wonder  what  fat  is   left  for 
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PROSPECT  CROUP'S  HOSTILE  BID  WILL  LIKELY  SPARK  A  TOUGH  AND  COSTLY  FIGHT 


Barron  to  cut.  Since  1983,  IC  has  sold 
some  4,000  miles  of  unprofitable  routes 
and  slashed  the  payroll  60%,  to  4,500 
workers.  "They  [Prospect]  won't  have  a 
lot  of  room  to  maneuver,"  says  Joel 
Price,  a  rail  analyst  with  Donaldson, 
Lufkin  &  Jenrette  Securities  Corp.  Stan- 
dard &  Poor's  Corp.  is  worried,  too:  It 
put  ic's  debt  ratings  under  review. 

Prospect  has  already  made  money  on 
MidSouth,  a  railroad  it  formed  from 
some  Illinois  Central  assets  bought  in 
1986.  Thanks  to  investments  and  labor 
concessions,  MidSouth  now  thrives  as  a 
regional  system  with  operating  income 
of  $27  million  in  1988,  up  42%  over  1987. 

Prospect  shareholders  thrived,  too, 
with  a  distribution  of  MidSouth  stock 
worth   $1.30  a   share.   Now,   MidSouth 


trades  at  about  $14.  Prospect  scon 
again  with  its  $16  million  purchase 
Murray  Bakery  Products  Inc.,  the  lar 
est  supplier  of  cookies  to  the  Girl  Scout 
Prospect  broadened  Murray's  produ 
line  and  in  three  years  boosted  sales  I 
50%.  In  June,  Prospect  sold  the  comp 
ny,  netting  $100  million. 

Prospect  knows  failure,  too.  In  1986 
lost  $8  million  on  a  stake  in  Corpora 
Health  Examiner  Inc.,  a  provider 
physical  exams  for  executives.  But  if  tl 
IC  bid  flops,  Prospect  still  has  an  off< 
outstanding  to  buy  Recognition  Equi 
ment  Inc.,  the  maker  of  data  scannin 
gear.  One  way  or  another,  these  I\ 
Leaguers  seem  bent  on  engineering 
few  more  takeovers. 

By  Brian  Bremner  in  Chicac, 
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HOW  A  HOT-GROWTH  COMPANY 
GOT  DECKED 


lod 


Amre  was  a  superstar  in  siding — and  figured  patios  were  a  sure  thing 


It  didn't  seem  like  a  dangerous  leap 
for  Amre  Inc.  The  Sears,  Roebuck  & 
Co.  licensee  was  growing  at  an  aver- 
age rate  of  78%-  a  year  thanks  to  its 
sophisticated  direct  sales  of  vinyl  siding 
under  Sears'  name  (chart).  Patio  decks 


AMRE:  GROWING  TOO  FAST? 
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DATA:  AMRE  INC.,  BW 


iff.;. 


seemed  a  natural  expansion.  So  the  su 
urban  Dallas  company  paid  $1  million  i 
1986  for  national  marketing  rights  an 
25%  ownership  of  Champion  Buildin 
Systems  Inc.,  a  Lorton  (Va.)  deck  mam 
facturer  and  installer. 

But  now  Amre,  No.  16  on  BUSlNEd 
week's  1988  list  of  100  hot-growth  con  ^ 
panies,  is  learning  what  many  promisin 
startups  have  found  out  before:  Som 
times  what  looks  like  a  natural  growt  t 
path  is  full  of  potholes. 

The  company  had  no  problem  movin 
its  merchandise:  It  sold  plenty  of  deckr 
So  many,  in  fact,  that  Champion  couldn 
keep  up.  By  last  February,  Amre  coi 
eluded  that  Champion  didn't  have  th 


> 


EVERY  HATES  MODEM  MUST  SURVIVE 
8  HOURS  OF  TORTURE  ON  THE  RACK. 


The  Rack.  It's  8  straight  hours  of  burn-in 
?sting.  Yet  only  one  of  many  trials  every  Hayes 
lodem  must  go  through  before  it's  packed  and 
L  hipped. 

In  all.  there  are  over  20  tests  and  inspec- 
ions  for  quality  and  reliability  Thus  allowing  us  to 
ffer  the  most  comprehensive  performance  war- 
anty  in  the  business. 

Today,  while  all  too  many  manufacturers 
re  content  to  perform  only  the  most  perfunctory 
?sts  on  their  products  and  then  only  on  a  random 


basis,  we  believe  in  testing  all  of  our  modems. 

With  no  exceptions. 

At  Hayes  we've  been  making  dial-up 
data  communications  as  common  and  as  reliable  as 
ordinary  phone  calls  for  over  a  decade.  Whether 
PC-to-PC.  PC-to- 
Host  or  PC-to-LAN, 
Hayes  has  set  the 
standards. 

And  we  intend  to  let  nothing  lower  those 
standards.  Especially  one  of  our  own  modems. 


SMARTMOOEM  2400 
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capital  to  deal  with  its  backlog  of  orders 
and  angry  customers.  Amre  bought  the 
rest  of  Champion  for  $1.5  million. 

Amre  soon  discovered  that  it's  one 
thing  to  install  a  product — and  quite  an- 
other to  make  it.  To  this  day  it's  strug- 
gling to  hold  down  manufacturing  costs 
at  its  deck  operations.  The  company 
learned  another  lesson:  Sometimes 
you're  better  off  not  relying  on  your 
employees  to  do  the  work.  Amre's  suc- 
cess in  siding  hinged  on  its  use  of  inde- 
pendent contractors.  Since  their  own 
profits  are  at  stake,  they've  got  a  keen 
eye  for  waste.  Not  so  for  some  of  Cham- 
pion's workers,  whose  idea  of  solving 
problems  included  parking  broken-down 
trucks — and  renting  replacements. 

Amre  paid  the  price  for  those  lessons 
on  Wall  Street.  Its  stock  dropped  3Mj 
points,  to  678,  on  Jan.  25,  when  Execu- 
tive Vice-President  Robert  Levin  warned 
analysts  that  Amre  would  lose  $2  million 
on  revenues  of  $38  million  in  its  third 
quarter  ended  Jan.  31.  In  percentage 
terms,  Amre  was  the  market's  biggest 
loser  that  day. 

Levin  has  a  plan  to  fix  the  deck  divi- 
sion. Over  the  next  year  he'll  convert 
most  Amre  deck-installation  employees 
into  independent  contractors.  As  for 
Champion,  "the  last  thing  we  wanted  to 
get  involved  in  was  manufacturing," 
says  Levin.  If  the  manufacturing  prob- 
lems can't  be  fixed  by  yearend,  he  adds, 
closing  factories  is  "an  alternative." 
foot  in  the  DOOR.  Amre  says  Sears  isn't 
put  off  by  the  nicks  its  tardy  deck  divi- 
sion put  in  the  retailer's  reputation. 
Sears  declined  comment.  Amre  can't  af- 
ford to  lose  the  licenses  authorizing  it  to 
sell  home-improvement  products  under 
the  Sears  name  in  37  cities.  That  name 
was  the  proverbial  foot  in  the  door  when 
Amre  Chairman  Steven  D.  Bedowitz 
founded  the  company  in  Austin,  Tex.,  in 
1980.  Its  sales  efforts  since  have  made  it 
by  far  the  largest  Sears  licensee. 

The  sales  programs  that  first  put 
Amre  on  the  map  are  in  for  an  overhaul 
as  well.  Election  ads  bumped  Amre  from 
television  to  the  point  that  it  was  forced 
to  mount  a  direct-mail  campaign  in  De- 
cember, usually  the  worst  time  of  year 
for  such  efforts.  The  heroics  held  up 
Amre  sales  but  added  $1  million  to  its 
quarterly  loss.  Levin  has  hired  a  mail 
specialist  to  rework  the  marketing  pro- 
gram. The  company  also  is  experiment- 
ing with  sales  kiosks  inside  Sears  stores 
as  a  cheaper  alternative  to  mail  and  TV. 

Management  is  motivated  to  fix 
things,  notes  Levin:  It  owns  577'  of 
Amre's  stock.  "We  have  learned  our  les- 
son," he  says.  As  measured  by  the  mar- 
ket value  that  stake  lost  on  Jan.  25,  it's  a 
$28.2  million  lesson,  to  be  precise. 

By  Todd  Mason  in  Dallas 


POLITICS  I 


JERRY  BROWN  RISES 
FROM  THE  ASHRAMS 


He's  likely  to  be  the  next  state  Democratic  leader — but  then  what? 


It's  not  every  politician  who  prepares 
for  a  comeback  by  observing  pre- 
Columbian  rituals  in  Mexico,  study- 
ing Zen  in  Japan,  and  caring  for  the 
dying  in  Mother  Teresa's  Calcutta  hospi- 
tal. But  Edmund  G.  "Jerry"  Brown  Jr. 
always  loved  to  rock  the  status  quo.  As 
California's  governor  from  1975  to  1983, 
he  made  headlines  by  trading  the  state 
limo  for  an  old  Plymouth,  preaching 
prosperity  via  wind  power  and  space 
travel,    and    roaming    Africa   with    his 


then-girlfriend,  singer  Linda  Ronstadt. 
Now,  six  years  after  a  losing  run  for 
the  U.  S.  Senate  sent  him  searching  the 
globe  for  his  purpose  in  life,  "Governor 
Moonbeam"  is  back.  Brown,  50,  is  ex- 
pected to  win  election  as  state  Demo- 
cratic Party  chairman  on  Feb.  11  against 
party  regular  and  venture  capitalist  Ste- 
ven P.  Westly.  A  traditionally  ineffectu- 
al, low-profile  position,  it's  a  curious  re- 
entry vehicle  for  a  two-term  governor 
and  a  two-time  Presidential  candidate. 
unpopular.  The  low  expectations  could 
work  in  Brown's  favor.  Any  gains  for 
the  party  could  go  a  long  way  toward 
erasing  his  reputation  for  failing  to  fol- 
low through  on  grand  ideas.  Moreover, 
Brown  would  have  a  ready  soapbox  and 
access  to  thousands  of  precinct  leaders 


and  donors  to  help  him  make  anot 
run  at  public  office.  If  he  plays  his  ca 
right,  says  Assembly  Speaker  and  : 
porter  Willie  L.  Brown  Jr.,  "he'll  be 
Democratic  candidate  of  the  '90s." 

But  candidate  for  what?  Insiders 
he  promised  U.  S.  Senator  Alan  C 
ston  that  he  wouldn't  run  against  hin 
1992,  and  another  try  for  gover 
seems  unlikely.  Jerry  Brown  for  Pr 
dent?  He  says  he  doesn't  plan  to  run 
public  office  in  the  next  four  years 
adds  coyly:  "Have 
ever  heard  of  anyone  : 
ing  out  anything?" 
'epidemic  First,  Brc 
will  have  to  live  do 
some  unpopular  d< 
sions  he  made  as  go\ 
nor.  Farmers  charge 
opposition  to  aerial  pe 
cide  spraying  of 
harmful  Mediterran* 
fruit  fly  cost  them 
lions  of  dollars  in 
crops.  And  he  appoin 
Supreme  Oourt  Ch 
Justice  Rose  Bird,  wh 
reversal  of  death  s 
tences  for  murderers 
enraged  voters  that  tl 
ousted  her.  Says  polls 
Mervin  Field:  "The  ! 
publicans  are  licki 
their  chops  right  now 
The  GOP  is  anticipat 
Brown's  return  with 
more  relish  than  nu 
Democrats.  His  poor  r 
utation  prompted  31  party  regulars 
ask  him  last  November  not  to  run 
cause  he  could  hurt  Democratic  chan 
in  future  elections.  "He's  a  one-man 
litical  epidemic,"  spits  Neil  Eisenberg 
San  Francisco  lawyer  who  dropped 
of  the  race  for  chairman. 

Brown  seems  to  be  on  a  crusade 
win  over  every  disillusioned  Democral  (l 
the  state.  Even  though  he's  the  oddst 
favorite,  he  is  crisscrossing  Califor 
seven  days  a  week  to  meet  and  gr » 
delegates — the  kind  of  activity  he  oi. 
loathed.  He's  spending  at  least  $150,(. 
for  a  full-time  staff  of  more  than  20 1 
call  all  2,800  delegates  for  supper 
sometimes  several  times.  Clearly,  tq 
haven't  heard  the  last  of  Jerry  Brow 
By  Robert  D.  Hof  in  San  Franci 
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HE  MAY  NOT  BE 
COVERED  PROPERLY. 


Suppose  this  statue  had  to  be  shipped  to  another 
>cation. 

What  would  happen  if  it  was  damaged  in  transit? 

Chances  are  the  insured  would  discover  the  statue 
'as  missing  something  very  important.  Namely,  thou- 
3nds  of  dollars  in  coverage 

Because  while  certain  policies  may  protect  your 
11  roperty  while  it's  on  your  premises,  after  it  leaves,  it 
Mould  be  stripped  of  virtually  all  protection. 
)  With  property  and  casualty  needs  becoming  in- 
"  reasingly  complex,  it's  not  surprising  that  businesses 
re  often  unaware  of  gaps  in  their  insurance  pro- 
irams.  Last  year,  American  businesses  let  millions  of 
■  lollars  slip  through  those  gaps.  Which  is  why  at  CIGNA, 
/e're  constantly  developing  ways  to  reduce  them. 

One  way  is  with  our  business  package  policy.  An 
•xceptional  policy  we  invented  and  sell  more  of  than 
myone  else.  It  enables  us  to  tailor  specific  coverages 


and  build  them  around  the  needs  of  your  business. 
Coverages  designed  to  close  gaps.  Like  our  transpor- 
tation coverage,  which  would  guarantee  payment  for 
a  loss,  even  when  the  shipper  of  the  statue  isn't  liable. 

Furthermore,  at  the  CIGNA  Companies,  we  offer  an 
array  of  business  insurance  products  rarely  available 
from  a  single  insurer.  All  backed  by  strong  claims  serv- 
ice, experienced  loss  control  specialists  and  one  of 
the  most  advanced  computerized  risk-information 
systems  in  the  industry. 

Without  the  proper  coverage,  you  could  expose 
yourself  to  numerous  unnecessary  risks.  Call  your 
CIGNA  company  agent,  check  your  local  listings  or 
write  CIGNA  Companies,  Dept. 
R16, 1600  Arch  Street,  Phila.,  PA 
19103  and  learn  how  we  can 
help  fill  in  the  missing  pieces 
of  your  program. 


CIGNA 


n  business 
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TEXACO  MAKES  ICAHN 
A  MOST  HAPPY  FELLOW 


►  After  a  year-long  tug-of- 
war,  Texaco  has  made  peace 
with  Carl  Icahn,  and  both 
sides  are  claiming  victory. 
Texaco  CEO  James  Kinnear 
puts  an  end  to  Icahn's  threats 
of  a  proxy  fight,  while  Icahn 
can  make  a  hefty  deposit  in 
his  takeover  kitty. 

As  part  of  the  company's 
plan  to  pay  out  $2.4  billion  in 
special  dividends,  Icahn  on 
Jan.  29  agreed  to  end  any  hos- 
tile moves  and  accept  limits 
on  how  he  votes  or  sells  his 
16.6%  stake  in  the  oil  giant. 
Icahn  will  get  $300  million  in 
dividends  on  top  of  his  $600 
million  paper  profit  in  Texaco 
stock.  The  money  comes  from 
proceeds  of  the  restructuring 
that  Texaco  undertook  after 
emerging  from  Chapter  11 
last  year.  Now  analysts  are 
wondering  if  Icahn  will  use 
his  windfall  to  turn  up  the 
heat  on  USX,  another  longtime 
object  of  his  attentions. 


YUGO'S  U.S.  HOST 
BREAKS  DOWN 


►  The  Yugo  is  sputtering. 
Global  Motors,  importers  of 
the  Yugoslavian  economy  car, 
filed  for  Chapter  11  on  Jan. 
30.  Sales  slumped  to  31,546  in 
1988,  from  a  high  of  48,812  in 
1987,  despite  rebates  of  $750 
since  June  28  on  the  $4,349 
auto.  Hailed  in  1985  as  the 
first  in  a  wave  of  Third  World 
cars  coming  to  America,  the 
Yugo  now  appears  to  be  lead- 
ing the  retreat.  A  Malaysian 
carmaker  that  had  planned  to 
sell  its  subcompact  through 
Global  Motors  canceled  the 
agreement  on  Jan.  27. 


SUHDSTRAHD'S  COSTLY 
CONTRITION 


►  Sundstrand  appears  to  have 
exorcised  its  demons.  But 
government-mandated  ac- 
counting changes  could  crimp 
the  defense  contractor's  earn- 
ing power  for  years  to  come. 


Sundstrand  agreed  to  an 
administrative  settlement 
with  the  Pentagon  worth 
$71.3  million  in  cash  and  con- 
tract concessions.  That  comes 
on  top  of  the  $127.3  million 
wrested  from  Sundstrand  last 
year  when  it  pleaded  guilty  in 
federal  court  to  defense 
fraud.  As  a  result  of  the  com- 
pany's contrition,  the  Penta- 
gon lifted  a  suspension  that 
had  barred  the  company  from 
bidding  on  defense  contracts. 

But  Colonel  Francis  Hol- 
land of  the  Defense  Contract 
Administration  Services  spec- 
ulates that  cleaning  up  Sund- 
strand's  tangled  bookkeeping 
could  save  the  government  as 
much  as  $25  million  on  new 
contracts  over  the  next  five 
years  and  as  much  as  $75  mil- 
lion more  through  the  1990s. 
That's  money  the  old  Sund- 
strand would  have  pocketed. 


FAIRCHILD  INDUSTRIES 
CAN'T  GET  A  BREATHER 


►  Fairchild  Industries  still 
hasn't  shaken  off  Washing- 
ton's Carlyle  Group,  which  is 
trying  to  acquire  the  aero- 
space concern.  On  Jan.  30, 
Fairchild  announced  that  it 
had  bought  the  25.4%  interest 
that  had  been  held  by  Soros 
Group  for  about  $75  million, 
paying  $16.30  a  share  for  1.6 
million  common  shares  and 
$49  million  for  2.6  million  con- 
vertible preferred  shares.  The 
company  then  sold  the  com- 
mon shares  to  a  friendly  em- 


'SORRY,  JOE— YOU'RE  NOT  ON  THE  GUEST  LIST 


Glitz  meets  grit  in  the  toy  busi- 
ness: Mattel  will  kick  off  this 
year's  New  York  Toy  Fair  on 
Feb.  13  with  a  30th  anniversary 
gala  honoring  Barbie,  its  ageless 
fashion  doil.  The  shindig  is 
black-tie  and  by  invitation  only. 
Lincoln  Center.  Champagne,  mu- 
sic, and  dancing  for  700  guests. 

That's  mushy  girl-stuff  to  ri- 
val Hasbro,  which  is  staging  its 
own  celebration,  sort  of.  It's 
marking  the  25th  birthday  of  its  favorite  action  figure,  G 
Joe — even  though  Joe,  who  went  awol  for  four  years  start 
in  1978,  hasn't  really  put  in  25  years  of  continuous  service 

But  no  quiche  and  bubbly  for  this  man  of  action.  "Fri 
lous,"  sniffs  Hasbro  spokesman  Howard  Pulchin.  Just 
weighty  press  kit,  parts  of  it  "classified,"  and  a  discreet  i 
play  at  the  fair.  Those  orders  came  from  the  top.  "We  as! 
Joe,"  says  Pulchin.  "He  said  he  just  wanted  to  go  out  drink 
with  his  buddies."  That's  beer.  At  a  bar.  G.  I.'s  don't  dr 
champagne,  and  they  don't  go  near  Lincoln  Center.  Especij 
when  they  don't  make  the  guest  list. 


ployee  stock-ownership  plan. 
Carlyle,  which  already 
owns  9.9%  of  Fairchild,  coun- 
tered on  Jan.  31  by  offering 
$16.30  for  all  outstanding 
shares  in  what  it  said  was  still 
a  "friendly"  bid  for  the  com- 
pany. Fairchild  hasn't  yet  re- 
sponded to  the  latest  offer. 


BOESKY  MAY  HAVE 
THE  LAST  LAUGH 


►  Remember  Ivan  Boesky's 
$100  million  insider-trading 
settlement  with  the  U.  S.  gov- 
ernment? Well,  it  now  ap- 
pears Uncle  Sam  will  come  up 


OWN" 


'.f.  JIjJNl»Ki.W  **Cfl.** 
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short  by  at  least  $14  milli 

The  reason:  About  $47  i  E 
lion  of  the  settlement  was  I 
the  form  of  stock  in  a  Boes 
controlled  British  investm 
company,  Cambrian  &  Gei 
al   Securities.   On  Jan.   3: 
U.S.  raider  with, a  historj  >™ 
greenmail,  Leucadia  Natio 
secured    majority    control 
Cambrian  after  a  two-mof* 
battle.  Leucadia's  offer  val 
Uncle  Sam's  shares  at 
$33  million.  The  governn 
could  refuse  to  sell.  Butf* 
majority  owner,  Leucadia 
freely   use    Cambrian's   ! 
million  in  funds — which  c<  I  to 
make  Uncle  Sam  a  silent  p  jj? 
ner  to  a  corporate  raider. 

Ill 


: 


AT&T  GETS  ITS 
TOE  IN  THE  BOOT 


A 


►  Senior  government  offii  lew 
in  Rome  say  AT&T  will  b(  N 
lected  as  the  joint-ven  Hopd 
partner    for    Italy's    st  pica 
owned  Italtel  telecommu:  %i; 
tions  equipment  manufa<  *tea< 
er.   The   joint   venture   g  Wj 
AT&T  a  key  role  in  Italy's  toj  I 
billion  program  to  upgrad  *  - 
telephone    network    by 
and  will  establish  the  Ai "" 
can  telephone  giant  as  ai 
jor   player   in   the   Euro;  " 
telecom  market. 
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1EALTH  INSURANCE:  ANY  WAY  YOU  LOOK 
I  IT,  BUSINESS  WILL  PAY 


r 


he  plight  of  the  37  million  Americans  who  have  no  medi- 
cal insurance  has  rapidly  become  a  cause  ceiebre  among 
Capitol  Hill  reformers.  And  as  Congress  moves  from 
?toric  to  legislation,  business  will  have  to  watch  its  wallet. 
>st  of  the  schemes  being  considered  would  make  business 
f  a  big  share  of  the  cost  of  providing  benefits  to  the 
insured,   many  of  whom  are  low-wage  workers  or  their 
nilies. 
3 Experts  put  the  cost  of  additional  coverage  at  $15  billion  to 
)  billion  a  year.  So  guess  what?  "Everybody  agrees  there's 
)roblem,  but  nobody  wants  to  pay,"  says  Richard  E.  Curtis 
^  the  Health  Insurance  Association  of  America. 
;t  The  federal  budget  deficit  will  probably  doom  the  plan  ad- 
fnced  by  President  Bush  during  the  campaign,  one  of  the  few 
I  as  that  doesn't  thrust  the  cost  onto  business.  Under  pres- 
jojre  to  respond  to  rival  Michael  Dukakis'  health  care  propos- 
jfj ,   Bush  endorsed  allowing  uninsured  workers  to  pay  to 
,jjj  rticipate  in  medicaid,  the  government  insurance  program  for 
i  poor.  Such  a  "buy-in"  could  cost  the  Treasury  billions  in 
-bsidies,  since  the  payments  from  uninsured  workers  would 
Hjct  cover  the  costs  of  treating  them.  The  only  piece  of  the 
Ish  plan  that's  likely  to  be  well  received  in  Congress  by  both 
jj  rties  is  expanding  medicaid  to  guarantee  that  all  poor  preg- 
JSl,nt  women  and  infants  are  covered. 

m(:ro  sidestep  the  budget  problem,  advocates  of  extended  cov- 
Jage  hope  to  reach  into  the  deep  pockets  of  Corporate  Ameri- 
31  Many  Democrats  would  simply  require  most  employers  to 
.  Dvide  coverage  to  all  workers.  Senator  Edward  M.  Kennedy 
orl-Mass.)  and  Representative  Henry  A.  Waxman  (D-Calif.)  will 
1  on  reintroduce  such  a  mandated-benefits  bill, 
ju  E  inevitable.  Business  knows  it  will  end  up  paying  some- 
jljing.  On  Jan.  30,  a  private  commission  of  business  and 
l)(,)or  representatiyes,  insurers,  and  health  experts  released  a 
j^in  that  would  establish  an  insurance  pool  to  provide  cover- 
lt  e  for  medicaid  recipients  and  the  uninsured.  Funding  would 
3ljme  primarily  from  federal  and  state  governments,  but  busi- 
jfss  as  well  would  have  to  pay  into  the  fund  through  a  pay- 
II  lax. 


Sorting  through  the  various  proposals  will  occupy  Congri 
for  at  least  the  rest  of  this  year.  But  with  Bush  already 
supporting  expanded  coverage  in  principle  and  with  leading 
Democrats  eager  for  action,  some  plan  seems  inevitable.  Get- 
ting business  to  foot  at  least  some  of  the  bill  seems  inevitable, 
too.  About  the  only  question  left  is  how  big  the  bill  will  be. 

By  Susan  B.  Garland 


DEFENSE:  TOWER  WON'T  HAVE 
MUCH  ROOM  TO  MANEUVER 


John  G.  Tower  has  wanted  to  be  Defense  Secretary  for  a 
long  time.  But  he  probably  never  expected  that  he  might 
have  to  preside  over  sweeping  changes  in  the  military 
strategy  that  has  guided  U.  S.  policy  for  40  years. 

As  he  prepares  to  take  office,  Tower  is  being  bombarded  by 
advice  from  several  quarters.  Many  of  the  suggestions  are  of 
a  piece:  Fundamental  changes  in  U.  S.  defense  strategy  and 
forces  are  needed  in  light  of  budget  restraints  and  warming 
superpower  relations. 

Certain  ideas  are  dramatic.  For  example,  some  Pentagon 
analysts  argue  that  the  Air  Force  should  quit  providing  close 
air  support,  leaving  the  skies  over  a  battlefield  to  the  Army. 
New  National  Security  Adviser  Brent  Scowcroft  is  pushing  for 
greater  reliance  on  reserve  units  and  for  a  Navy  less  depen- 
dent on  large  carrier  battle  groups.  Many  experts  think  the 
Navy  should  put  as  much  focus  on  Third  World  hot  spots, 
such  as  the  successful  escort  operation  in  the  Persian  Gulf,  as 
on  meeting  the  Soviet  threat. 

Tower's  history  of  strong  support  for  conventional  mili- 
tary policies  has  made  many  defense  reformers  wonder  if 
he's  up  to  the  task.  But  at  his  confirmation  hearing,  the 
former  senator  promised  "a  thoroughgoing  review  in  which 
nothing  is  sacred."  A  watchful  Congress — and  a  very  tight 
budget — will  see  to  it  that  he  follows  through. 

By  Dave  Griffiths 


IPITAL  WRAPUPI 


HE  WHITE  HOUSE 


^^  couple  of  new  White  House  staff 
P%  appointments  could  lead  to  squab- 
US  over  key  issues.  Harvard  Universi- 
y  economist  Lawrence  B.  Lindsey,  a 
ax  expert,  is  expected  to  be  named  to 
top  domestic  policy  job.  Lindsey  is  an 
ocate  of  the   proposition   that  cut- 
.     back    capital  gams    tax    rates    will 
rease   revenues,   a   position  that   is 
ikelj    to  conflict   with  both  the  Trea- 
urj    Dept.  and  top  economic  adviser 
luliael   J.    Boskin.    Another   potential 
kirmish  involves   Richard  ('.    liivrden. 
Lvho    has    been    given    a    broad    sp.vial- 
•rojects   portfolio.    His  current   assi^n- 


nrnt  is  to  head  White  House  efforts  to 


come  up  with  a  savings  and  loan  bail- 
out package.  That  could  put  him  at 
odds  with  Treasury  Secretary  Nicholas 
F.  Brady,  who  has  been  taking  the  lead 
role  in  formulating  the  Administra- 
tion's S&L  policy. 

PEOPLE 

Air  Force  General  Duane  Cassidy, 
head  of  the  Military  Airlift  Com- 
mand, is  the  leading  choice  to  run  the 
Federal  Aviation  Administration. 
.  .  .  Sherrie  Marshall  and  James  M. 
Smith,  tWO  Washington  lawyers  with 
close  ties  to  high-ranking  Hush  aides, 
are  top  candidates  for  appointments  to 
open  seats  on  the  five-member  Federal 

Communications  Commission 


AIR  TRAVEL 


Unhappiness  over  the  results  of  air- 
line deregulation  is  growing  on 
the  Hill.  But  don't  expect  government 
to  go  back  to  controlling  routes  and 
fares.  John  C.  Danforth  (R-Mo.),  rank- 
ing Republican  member  of  the  Senate 
Commerce  Committee  is  particularly 
concerned  about  fare  structures.  Short- 
hop  travelers,  often  with  no  choice  of 
airline,  face  stiffer  price  hikes  than  do 
passengers  on  the  more  competitive 
long-haul  routes.  A  Commerce  aviation 
subcommittee  panel  is  planning  to  hold 
hearings  to  study  the  issue  this  - 
But  the  hearings  probably  aren't  going 
to  result  in  any  legislation  this  y 
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While  others  are  talking. 

Northern  Telecom  is  delivering  ISDN 

benefits  all  across  America. 


Portland,  Oregon:  Transactions 
move  faster  and  more  accurately 
between  a  major  bank's  head- 
quarters and  its  branches  with  a 
Northern  Telecom  ISDN  system. 


San  Francisco,  California:  A 

FORTUNE  500  oil  company  refines 
voice  and  data  services  among  its 
satellite  offices  and  cuts  costs, 
with  a  Northern  Telecom  ISDN 
business  phone  system. 

• 
•     San  Jose,  California:  Northern 
Telecom  teams  up  with  a  software 
company  to  provide  the  first  ISDN 
products  that  communicate  with 
IBM's  System  Network  Architecture. 


Ogden,  Utah:  A  national  tele- 
marketer improves  agent  produc- 
tivity and  speeds  customer  service 
with  a  Northern  Telecom  ISDN 
phone  system. 


Phoenix,  Arizona:  Six  computer 
companies  bring  a  Northern 
Telecom  ISDN  system  on  line,  mov- 
ing data  at  high  speeds  among  a 
variety  of  terminals  and  computers. 


T, 
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HSM  is  ;i  trademark  of  International  Business  Machines,  Inc 


orations  and  telephone  companies  all 
ss  America  have  already  discovered 

\  from  Northern  Telecom  makes 
municationsa  more  powerful  and  cost- 
ti\e  business  tool. 
In  fact,  Northern  Telecom  has  more 
s  to  put  ISDN  to  work  in  your  com- 


munications net  work  than  anyone  else. 
So  when  you  want  the  power of  the 
Integrated  Services  Digital  Net  work,  look  to 
Northern  Telecom 
Because  we  don't  a^ 

just  make  promis,         |YT   IcliconT 
we  make  deliveries.  WW 


Rochester,  New  York:  An  inter- 
national manufacturer  builds 
advanced  phone  features  into  its 
office  and  plant  communications— 
and  lowers  costs— with  a  Northern 
Telecom  ISDN  business  phone 
system. 


Hartford,  Connecticut:  A  utility 
company  perfects  customer  ser- 
vice with  a  Northern  Telecom  ISDN 
system,  by  automatically  accessing 
and  displaying  a  calling  customer's 
records.  * 


Chicago,  Illinois:  A  telephone 
company  will  use  a  Northern 
Telecom  ISDN  system  to  save  busi- 
nesses the  cost  of  special  cabling 
and  terminals  for  data  networks. 


Overland  Park,  Kansas:  A  major 
long  distance  carrier  expands  the 
volume  of  calls  its  nationwide 
network  can  handle  by  an  esti- 
mated 15%  with  a  Northern  Telecom 
ISDN  system. 


•     St.  Louis,  Missouri:  A  telephone 
company  selects  a  Northern  Telecom 
ISDN  system  to  provide  businesses 
with  video  conferencing,  voice 
mail  and  other  productivity  boost- 
ing services. 


Research  Triangle  Park, 
North  Carolina:  A  pharmaceutical 
maker  links  its  Northern  Telecom 
ISDN  phone  system  with  its  tele- 
phone company's,  to  connect 
sites  and  provide  instant  caller  I.D. 
and  high-speed  fax. 


NORTHERN  TELECOM 


Heathrow,  Florida:  A  developer 
and  its  local  phone  company  lay 
the  foundation  for  America's  first 
home  ISDN  services,  including 
alarm  monitoring  and  home  bank- 
ing, with  a  Northern  Telecom  ISDN 
system. 


nternational  Business 


JAPAN  I 


TOKYO  BROKERS 

BEAT  A  RETREAT  FROM  THE  STREET 


It's  so  tough  to  make  a  buck  stateside  that  the  Big  Four  firms  are  curtailing  operations 


ot  long  ago,  Wall  Street  looked 
like  Easy  Street  to  Japan's  four 
giant  securities  brokers.  Awash 
in  Japanese  buy  orders,  they  swiftly  cap- 
tured a  sizable  chunk  of  the  $100  billion- 
a-day  market  in  U.  S.  Treasury  bonds. 
Then  the  Big  Four — Nomura,  Daiwa, 
Nikko,  and  Yamaichi — branched  out, 
rushing  headlong  into  U.  S.  stocks,  cor- 
porate finance,  mergers,  and  other 
fields.  Some  even  considered  taking  over 
such  U.  S.  brokers  as  Kidder,  Peabody  & 
Co.  or  Charles  Schwab  &  Co.  But  that 
can-do  attitude  is  swiftly  evaporating. 
Less  than  three  years  after  their  Wall 
Street  push  began,  the  Big  Four  are 
beating  a  retreat. 

Buffeted  by  the  aftereffects  of  the 
1987  crash  and  aching  from  more  than 
$60  million  in  losses  in  New  York  last 
year,  the  Japanese  are  slashing  U.  S. 
payrolls  and  rethinking  their  goal  of 
challenging  Wall  Street's  titans  across 
the  board.  "We  made  some  strategic 
mistakes,"  says  Hideo  Suzuki,  president 
of  Nikko  Securities  Co.  International. 
"There's  no  way  we  can  compete  with 
Goldman  Sachs  or  Merrill  Lynch." 

Not  in  New  York,  at  least.  In  Tokyo, 
the  Big  Four  control  more  than  half  of 
Japan's  stock  and  bond  trading.  None- 
theless, the  brokers  are  facing  a  domes- 


tic profit  squeeze — the  result  of  a  Fi- 
nance Ministry  order  to  cut  commissions 
by  10%  in  1987.  And  the  Japanese,  along 
with  a  growing  number  of  banks  and 
brokers  from  other  countries,  are  find- 
ing that  selling  securities  outside  their 
own  markets  is  a  lot  tougher  than  they 
expected.  Says  an  executive  at  Nomura 
Securities  Co.  in  Tokyo:  "New  York  is 
the  real  test  of  our  internationalization." 
long  haul.  So  far,  that  test  has  been 
trying  indeed.  Despite  winning  an  esti- 
mated 7%  of  the  T-bond  market,  no  Japa- 
nese broker  is  doing  better  than  break- 
ing even  selling  government  securities  in 
the  U.  S.  They  are  faring  even  worse  in 
stocks.  Faced  with  fewer  orders  from 
Japan  and  unable  to  persuade  domestic 
fund  managers  to  buy  U.  S.  issues 
through  Japanese  firms  even  at  rock- 
bottom  commission  rates,  Nomura  and 
Nikko  Securities  Co.  in  recent  weeks 
have  stopped  selling  American  stocks  to 
U.  S.  customers,  idling  about  50  Ameri- 
can staffers.  They  and  Daiwa  Securities 
Co.,  sources  say,  have  also  sharply  cut 
trading  in  U.  S.  corporate  bonds. 

The  brokers  say  that  the  retrench- 
ments are  no  more  than  temporary  set- 
backs. They  add  that  they  intend  to 
remain  on  Wall  Street  for  the  long 
haul,  if  only  to  satisfy  Japanese  clients 


who  insist  that  the  Big  Four  pres 
their  global  presence.  Says  one  T 
executive:  "We  can't  maintain  our 
tion  in  Tokyo  without  a  strongho 
New  York." 

In  fact,  even  as  the  brokers  pull 
from  stocks,  they  still  are  expandi 
other  areas.  Daiwa  and  Nikko  are 
ing  into  Chicago's  financial  futures 
kets  in  hopes  of  broadening  their  ; 
of  products.  Nomura  wants  to  bu  (. 
interest  in  a  Chicago  futures  house.  J 
despite  fierce  competition  from  Japs  $ 
banks,  Daiwa  has  beefed  up  its  2(  >jfl 
son  Japan-U.  S.  merger  team,  whi  I 
1988  put  together  Shiseido  Co.'s  i 
million  purchase  of  hair-care  pro  1 
maker  Zotos  International. 

But  many  executives  and  industi 
perts  say  the  Big  Four  are  in  for 
bad  news  than  good.  Trading  volu  »Jm 
government  bonds,  the  mainstay  ( \i 
Japanese  in  New  York,  has  fallen  1  $ 
the  past  year.  This  has  dropped  tr  n 
profits  through  the  floor  and  force  Ifc 
tional  Westminster  Bank  PLC  and,.;:; 
Rothschild  &  Co.  to  close  their  pr  m 
dealerships  in  January.  While  no  wf\ 
nese  broker  is  likely  to  follow  fee 
Nomura's  government-bond  mai>p 
Robin  S.  Koskinen,  shocked  the  w 
by  resigning  on  Feb.  1  "to  spend  >te>; 


< 


WHAT'S  HURTING 

JAPANESE  BROKERS 

ON  WALL  STREET 

STOCKS 

They  couldn't  persuade  American  fund 
managers  to  give  them  domestic  orders. 
Japanese  purchases  of  U.S.  shares  plum- 
meted after  the  crash 

BONDS 

Trading  proved  unprofitable  despite 
their  winning  7%  of  the  Treasury  bond 
market.  Volume  is  now  falling 

MiRGERS 

Stiff  competition  from  Japanese  banks 
and  American  brokers  left  them  with  lit- 
tle M&A  business  from  Japanese  compa- 
nies planning  U.S.  takeovers 


*d 


>G  DAYS  AT  DAIWA:  THE  FIRM  HAS  CUT  BACK  SOME  BOND  TRADING  AT  ITS  NEW 
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Hie  pursuing  more  esthetic  interests." 

investments  by  Nomura,  Nikko, 

ji  Yamaichi  Securities  in  U.S.  merger 

Tytiques  may  become  costly  headaches 
akeovers  slow  in  the  face  of  pressure 
in  Washington.  Worse,  Japanese  trad- 
ed U.S.  stocks  is  way  down. 
lsc  security.  Japanese   insurers, 
ich  accounted  for  more  than  10'/'  of 
New  York  Stock  Exchange's  volume 
some  days   last  year,   have  fled  the 
eet.  The   insurers   provided  a   hefty 
—  ire  of  the  Big  Four's  U.  S.  commission 
•enues.  But  they  withdrew  after  the 
_  lance  Ministry  suggested  their  trad- 
practices  may  have  been  structured 
iid  paying  taxes  at  home. 
Mthough    Wall    Street's    slump    and 
fting  Japanese  trading  habits  account 

•  much  of  the  Big  Four's  American 
laise,   insiders  and  industry  experts 

;he  brokers  also  severely  misjudged 

■  difficulty  of  mounting  major  expan- 
ds i  n  drives  overseas.  The  brokers'  rapid 

sent  to  the  upper  ranks  of  London's 

robond  market  may  have  brought  a 

sense  of  security.  In  Britain,  the 

i  ikers  primarily  underwrite  Japanese 

.  porate  bonds  sold  largely  to  Japanese 

incial  institutions — all  Big  Four  cus- 

i,'s  ners  back  at  home.  But  in  the  U.S., 

icedes  one  senior  Japanese  executive, 

•  brokers   quickly   found   themselves 
niggling  to  create  business." 

[or  |  in  fact,  although  they  doled  out  six- 

oluffure   salaries    to    woo   staffers    from 

lV  o  S.  securities  firms  and  even  the  Fed- 

il   Reserve,   the   Big   Four   remained 

ury  of  giving  their  new  hires  enough 

thority    to    compete    forcefully    with 

ill  Street's  leaders.  "From  the  outside, 

<an  only  see  the  American  organiza- 

n,"  says  Washington-based  consultant 

no  Nomura.  "But  there  is  a  shadow 

mization   behind   it.   The   final  deci- 

the  ns   always   are   made   by   Japanese. 

nericans   must   always   consult   with 

'aiiese,  and  Japanese  with  Japan.  It's 

fficient  and  frustrating." 

Japanese  securities  executives  blame 

crash  as  much  as  they  do  misman- 

ement.  Says  analyst  Robert  G.   Zie- 

ski  of  Tokyo's  Jardine  Fleming  Securi- 

s  Ltd.:  "They  seized  the  opportunity 

get  rid  of  some  deadwood.  It's  the 

lerican  way."   But  others  wonder  if 

■  Big  Four  have  temporarily  lost  their 
Ming  in  their  overseas  conquest.  Nik- 

B  Suzuki  concedes  that  "we  may  have 
;Mi  set  back  two  steps,  but  we'll  go 
•ward  three  steps  in  the  future."  For 
W,  Nikko  and  its  three  competitors 
!i>  tO  tall  hack  on  rekindling  Japanese 

j  erest  in  U.S.  stocks,  bonds,  and  fu- 
ll  may  he  a  while  before  the  Big 

'  ur   step    forward    on    Wall    Street    as 

'.  orously  as  thej  once  <lid. 
fl  '>'.//  William  Glatgall  m  New  York,  with 

[ill    J     Xathans    in    New    York    and    Trd 
Whim  m  Tokyo 


EUROPE  I 


A  TOYOTA  IN  PARIS:  THE  AUTO  MAKER'S  PLANT  WILL  CHURN  OUT  200,000  CARS  A  YEAR  BY  1992 


JAPANESE  CARMAKERS 
FLASH  THEIR  CASH  AT  THE  EC 


Toyota  plans  a  $1.1  billion  project,  and  other  auto  deals  abound 


The  rumors  started  flying  around 
Christmas,  when  a  consulting  out- 
fit fishing  for  possible  sites  for  a 
new  Toyota  factory  sent  questionnaires 
to  local  governments  in  Britain.  By  the 
third  week  in  January,  Toyota  Motor 
Corp.  had  whipped  together  a  short  list 
of  likely  locations.  Then  the  word  was 
out:  Japan's  No.  1  auto  maker  plans  to 
invest  $1.1  billion  in  Europe,  with  Britain 
as  the  leading  contender  for  the  prize. 

Toyota's  move  is  the  clearest  sign  yet 
that  Japan's  auto  industry  is  mounting  a 
new  wave  of  European  investment.  With 
Europe  planning  to  open  its  internal 
market  by  1992,  Japanese  companies 
fear  increasing  protectionism,  including 
a  Europe-wide  quota  on  Japanese  auto 
imports.  Up  to  now,  only  Nissan  Motor 
Co.,  Japan's  No.  2  auto  maker,  has  in- 
vested heavily  in  a  European  auto  plant. 
Other  Japanese  companies,  from  copier 
to  electronics  manufacturers,  have  been 
criticized  for  building  "screwdriver"  as- 
sembly plants,  which  use  few  European 
components.  Says  Toyota  Managing  Di- 
rector Junji  Numata:  "We  want  to  be- 
come really  a  European  company.  That 
is  a  very  important  objective  of  this 
venture." 

The  Toyota  investment  is  likely  to 
trigger  similar  moves  by  Japanese  auto- 
component  makers,  which  would  set  up 
shop  to  supply  parts  for  Toyota's  "just- 
in-time"  manufacturing.  The  plant  will 
churn  out  200,000  cars  a  year  by  1992, 
and  Toyota  will  probably  have  to  agree 
to  use  so'    European-produced  parts  in 

its    cars    within    the    first    few    years    of 


production.  At  its  three-year-old  British 
factory,  Nissan  is  now  producing  cars 
with  60%  European  content.  The  compa- 
ny has  pumped  $525  million  into  the 
plant  and  plans  to  raise  its  total  invest- 
ment there  to  $1.1  billion  by  1992. 
mutual  interest.  Other  auto  deals  are 
multiplying.  Mitsubishi  Motor  Corp.  is 
studying  joint  production  with  Daimler- 
Benz.  Subaru  hopes  to  invest  in  France, 
and  Mazda  and  Nissan  may  produce 
four-wheel-drive  vehicles  in  Spain. 
Honda  Motor  Co.  is  the  wild  card.  Start- 
ing this  fall,  Britain's  Rover  Group  plans 
to  assemble  midsize  Concertos  for  sale 
in  Europe  through  Honda's  network. 
With  its  rivals  investing  heavily  in  Eu- 
rope, Honda,  Japan's  No.  3  auto  maker, 
may  have  to  consider  a  plant  of  its  own. 
All  this  activity  makes  European  auto 
makers,  such  as  Italy's  Fiat  and 
France's  Peugeot  and  Renault,  nervous. 
Japanese  companies  now  sell  1.4  million 
cars  a  year  in  Europe — 11'^  of  the  mar- 
ket vs.  a  19.8';  share  in  the  U.  S.  Be- 
cause of  protectionism,  Japan's  market 
share  in  Europe  varies  widely.  While  the 
West  Germans  and  British  have  allowed 
Japanese  companies  to  take  15'  and 
11'  shares,  respectively,  France  slapped 
on  a  3'.'>  quota  a  dozen  years  ago  Italy 
holds  the  Japanese  to  just  a  0.91  market 
share.  "We  don't  want  the  Japanese  to 
create  a  bridgehead  in  Europe,"  says 
Fiat   President  Cesaiv  Koiniti. 

Despite  fears  of  overcapacity  in  autos, 
Europe's   more   reluctant   governments 

are  under  pressure  to  welco 
investment.   Some  auto  distributors 
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Epson  LQ-2550.  24-pin;  400  CPS/draft;  133  Cl'S/letter  quality;  860  x  360  bit  image  graphics;  136  column  carriage;  short  form  tear-off;  automatic  paper!  I 
top  ol  form  adjust;  optional  dual-bin  cut  sheet  feeder;  one  year  limited  warranty.  Epson  is  a  registered  trademark  of  Seiko  Epson  Corporation.  SmartPark  is  id 
Epson  America,  Inc.,  27H0  Lomita  Blvd.,  Torrance,  CA  90505.  (800)  922-8911. 


"There's  no  question  I  wanted  a  letter  quality  printer.  One  with  lots  of 
typestyles.  Color,  if  I  could  get  it.  Wide  carriage.  Paper  handling.  And  controls 
that  make  it  very  easy  to  use.  This  new  Epson  I  bought  has  it  all.  In  fact, 


if  this  printer  can't  do  it,  you  probably  don't  need  it  done!' 


From  the  leader  in  dot  matrix  printing  comes  the  ultimate  letter  quality 
printer.  The  new  Epson* LQ-2550.  Among  its  many  features  you'll  find  seven 
perfect  typestyles,  high-quality  graphics,  built-in  color  and  Epson's  advanced 
SmartPark™  paper  handling. 

SmartPark  is  the  easiest  way  ever  to  alternate  between  fanfold  and  single 
sheet  paper.  Or  envelopes.  Or  even  forms.  And  you  can  control  just  about 
everything  with  one  touch  of  our  SelecType  panel. 

To  keep  your  work  flowing,  the  LQ-2550  includes  time-saving  macros. 
Use  them  to  pre-set  your  printer  for  the  formats  you  use  most  often.  Memos, 
spreadsheets,  graphs,  business  letters.  After  that,  one  button  is  all  it  takes. 

Fhe  I- 25* ■"--■■  •  ''1  remembers  the  settings  for  you. 

In  addition,  the  LQ-2550  comes  with  something  nobody  else's  letter 
quality  printer  will  ever  have.  Epson's  undeniable  reputation  for  reliability, 
performance  and  value.  Anything  less  just  won't  do. 


EPSON 


WHEN  YOU'VE  GOT  AN  EPSON. 
YOU'VE  GOT  A  LOT  OF  COMPANY. 
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challenging  the  legality  of  the  French 
car  quota  at  the  European  Community 
and  in  French  courts.  And  already, 
Toyota  is  looking  into  investing  in  an 
engine  or  car  joint-production  plant  in 
France  with  Renault.  The  French  auto 
maker  has  decided  to  take  Toyota  as  a 
partner  in  its  van  factory  in  Colombia. 
But  the  Japanese  auto  maker  hints  that 
France  must  tone  down  its  protectionist 


rhetoric.  Says  Numata:  "The  central 
government  of  the  country  we  go  into 
will  have  to  give  us  a  100%  endorsement 
for  our  project." 

With  Europe  now  the  world's  largest 
car  market,  Japan's  auto  makers  are 
likely  to  pour  megayen  into  the  Conti- 
nent over  the  long  haul.  "If  you're 
Toyota,  with  a  goal  of  10%  of  the  world 
market,  you  can't  be  satisfied  with  only 


2%  [of  Europe],"  says  John  K.  Lawsor 
analyst  with  Nomura  Research  Institut, 
in  London.  If  those  investments  have  th 
usual  "me-too"  effect  on  other  Japanes 
industries,  companies  ranging  from  chi^ 
makers  to  machinery  manufacturer 
could  soon  put  their  investment  pus! 
into  the  Old  World  in  high  gear,  too. 

By  Thane  Peterson  in  Paris  and  Am.) 
Borrus  in  Tokyo,  with  bureau  reports 


FRANCE! 


THE  SOCIALISTS  DODGE 

ONE  BULLET— BUT  THE  NEXT? 


The  government  came  out  clean  in  the  first  round  of  the  Triangle  probe 


The  press  called  it  a  whitewash,  and 
the  opposition  said  it  proved  that 
the  government  is  corrupt.  But  in 
the  first  critical  round  of  France's  wid- 
ening insider-trading  scandal,  the  Social- 
ist government  of  President  Franqois 
Mitterrand  appears  to  have  won.  A  re- 
port by  French  stock-exchange  authori- 
ties, the  Commission  on  the  Bourse 
(COB),  left  top  officials  in  Mitterrand's 
government  untouched  by  the  scandal 
and  provided  little  new  information 
about  how  much  trading  occurred. 

But  the  report  did  point  a  finger  at 
two  close  Mitterrand  associates.  The 
commission  turned  the  case  over  to  the 
courts  for  a  criminal  inves- 
tigation. The  scandal, 
which  involves  trading  in 
shares  of  U.  S.  can  manu- 
facturer Triangle  Indus- 
tries Inc.  before  its  pur- 
chase by  state-owned 
French  metals  group  Pe- 
chiney,  has  rocked  French 
politics  since  mid-Decem- 
ber, when  the  Securities  & 
Exchange  Commission 
asked  French  authorities 
to  investigate  the  case. 

WASTE     OF     MONEY.     The 

cob's  failure  to  develop  the 
case  further  means  atten- 
tion will  now  focus  on  a 
separate  SEC  investigation 
of  trading  in  Triangle 
shares  that  was  done 
through  nine  Swiss  bank 
accounts.  As  a  result,  that 
damaging  information  is 
likely  to  keep  flowing  in 
the  weeks  ahead  and  more 
names  could  be  disclosed. 
Although  the  French  press 
is  questioning  whether  Tri- 
angle's former  owners, 
Nelson  Peltz  and  Peter  W. 


May,  were  involved  in  the  trading,  no 
evidence  has  thus  far  turned  up  linking 
them  to  insider  purchases. 

But  controversy  is  growing  over  the 
price  that  Pechiney  paid  for  Triangle  on 
the  advice  of  its  U.  S.  investment  bank- 
ers Wasserstein,  Perella  &  Co.  The  COB 
also  took  a  dim  view  of  Triangle's  finan- 
cial situation.  It  pointed  out  that  the 
company  carried  a  lot  of  junk-bond  debt 
and  that  it  had  a  "very  unfavorable" 
debt-equity  ratio.  French  politicians  are 
saying  the  deal  was  a  waste  of  the  tax- 
payers' money. 

The  commission  was  also  highly  criti- 
cal of  Max  Theret,  a  prominent  Socialist 


' 


Party  backer,  who  maintained  that  h 
bought  Triangle  shares  after  a  thorougl 
study  of  the  U.  S.  packaging  industry 
Investigators  say  that  the  managing  di 
rector  of  Theret's  investment  compan; 
only  told  an  official  at  Morgan  Stanle 
&  Co.  in  London  to  buy  "Triangle,  whic 
makes  cans,"  and  that  Theret  probabl, 
never  learned  about  Triangle  from  ai 
investment  newsletter,  as  he  claims.  Th 
other  insider  named  was  Roger  Patria 
Pelat,  a  close  friend  of  Mitterrand. 
'most  corrupt.'  As  the  scandal  open; 
political  wounds,  Mitterrand's  efforts 
keep  moderate  conservatives  in  his  coalij 
tion  are  falling  apart.  When  a  top  con 
servative  politician  recently  charged  thai 
the  French  Socialist  Party  was  "th< 
most  corrupt  in  the  world,"  Prime  Minis 
ter  Michel  Rocard  retaliated  by  recalling 
earlier  conservative  government  scan 
dais.  But  polls  show  that  most  voter 
think  the  investigation  has  been  a  cover 
up  so  far  and  that  Mitterrand  has  bees 
weakened  by  the  scandal.  To  deflect  at- 
tention from  Triangle,  the  government 
agreed  on  Feb.  1  to  investi- 
gate trading  in  a  second 
case,  in  which  shares  of 
Societe  Generale,  the  coun- 
try's third-largest  bank 
were  allegedly  purchased 
by  insiders  during  a  raid 
Finance  Minister  Pierre 
Beregovoy  is  also  calling 
for  greater  cooperation 
with  the  SEC. 

But  the  government  is 
finding  it  difficult  to  enlist 
allies.  And  that  means  thatf 
the  Socialists  and  conser- 
vatives are  likely  to  spli 
over  Mitterrand's  plan  tcj 
break  up  the  "hard  core' 
of  rightist  shareholders  id 
companies  privatized  bjl 
the  conservatives.  Othei 
key  Socialist  projects,  sucH 
as  softening  immigration 
laws,  also  face  an  uncerj 
tain  future.  Even  if  theyj 
contain  the  damage,  th 
Socialists  may  be  payin 
for  the  Pechiney  deal  for 
long  time  to  come. 

By  Btanca  Riemer  an 
Frank  J.  Comes  in  Parti 
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The  1989  Jaguar  XJ6— its  elegance  is 
refreshing.  Unmistakably  Jaguar,  the 
XJ6  reflects  the  classic  character  of  its 
forebears,  while  achieving  a  higher 
degree  of  aerodynamic  efficiency  and 
high-speed  stability. 

Beneath  the  low,  tapering  hood 
resides  Jaguar's  latest  masterpiece  in 
double  overhead  cam  engine  design. 
Jaguar's  light-alloy  3.6-liter  engine 
incorporates  the  added  sophistication 
of  four  valves  per  cylinder  for  enhanced 
power  and  responsiveness.  Revised 
torque  converter  specifications  and  a 
new  final  drive  ratio  for  1 989  give  the 
XJ6  even  more  vivid  performance. 

Jaguar's  fully  independent  suspen- 


sion provides  smooth  riding  comfort  and 
athletic  handling  agility.  Patented  pen- 
dulum isolation  tunes  out  the  annoying 
effects  of  minor  road  imperfections.  I  fie 
self-leveling  rear  suspension  automati- 
cally compensates  for  changes  in  pas- 
senger or  cargo  loads.  And  Jaguar's 
four-wheel  power  disc  brakes  are  com- 
plemented by  one  of  the  most 
advanced  anti-lock  (ABS)  systems. 

Spacious  and  serene,  the  XJ6  cabin 
is  rich  in  Old  World  splendor  and 
enlightened  comfort  and  conveniences. 
It  is  trimmed  with  hand-finished  and 
inlaid  walnut  veneers.  The  orthopedi- 
cally  contoured  seats  are  faced  with 
finely  stitched  leather.  The  automatic 


'  llmate  <  ontrol  system  is  regulated  by 
computer.  The  80-watt  stereo  system 
plays  through  six  speakers.  Infrared 
remote  control  lets  you  operate  the  cen- 
tral locking  system  without  a  key. 

To  appreciate  all  of  the  art  and 
Jaguar  traditions  of  the  XJ6,  see  your 
dealer  for  a  test  drive.  He  can  provide 
details  on  Jaguar's  uniquely  compre- 
hensive three-year/36,000-mile  limited 
warranty,  applicable  in  the  USA  and 
Canada,  and  on  Jaguar's  Service-On- 
Site3M  Roadside  Assistance  Plan.  For  the 
name  of  the  dealer  nearest  you,  call 
toll-free:  1-800-4- JAGUAR. 
Jaguar  Cars  Inc.,  Leonia,  NJ  07605 

ENJOY  TOMORROW  BUCKLE  UP  TODAY. 
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TWVs  Business  Class* 
More  cities*More  flights*More  often* 


I 

ll 


If  you  like  flying  business  class— and  who 
doesn't— TWAs  Ambassador  Class®  was  made 
for  you.  It's  the  only  business  class  with  over 
700  domestic  departures  each  week.  And  it's 
the  only  one  that  flies  to  more  than  18  major 
U.S.  business  centers. 

You'll  enjoy  all  the  amenities  you've  been 
missing  on  other  airlines.  A  separate 
Ambassador  Class  cabin,  so  you  can  work  or 
sleep,  free  of  distractions.  Seats  so  wide,  with 
legroom  so  ample,  they  rival  first  class  seats  on 


many  other  airlines.  Complimentary  cocktails 
and  headsets.  Meals  served  on  fine  china 
and  linen. 

With  TWAs  Ambassador  Class,  you're  treated 
to  more  service,  more  comfort,  and  more  con- 
venience. A  lot  more  often. 


TODAY'S  TWA. 
FIND  OUT  HOW  GOOD  WE  REALLY  ARE: 
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RAN  IS  TRYING  TO  SHED 
TS  OUTLAW  IMAGE 


Underneath  the  revolutionary  zeal  of  Iran's  ruling  mul- 
lahs lies  a  core  of  hard-nosed  realism.  Since  calling  off 
the  war  with  Iraq  last  August,  the  bearded  clergy  in 
•hran  has  also  tacitly  recognized  that  its  attempt  to  export 
e  Islamic  revolution  has  failed.  Now,  10  years  after  taking 
>wer,  the  mullahs  are  trying  to  reconstruct  some  of  the  links 
th  the  world  that  Iran  had  under  the  Shah.  They  are  reach- 
kj  out  to  the  industrial  countries  for  trade  and  technology  to 
stoic  Iran's  battered  economy.  And  they  are 
building  ties  with  conservative  Persian  Gulf 
ates  that  traditionally  have  seen  Iran  as  a  coun- 
rweight  to  Iraqi  power. 

Between  the  U.  S.  and  Iran,  any  steps  toward 
Dewing  normal  relations  will  have  to  overcome 
■ep  suspicions  and  bitterness.  Still,  both  Wash- 
gton  and  Tehran  have  recently  waved  olive 
anches.  President  Bush  said  in  his  inaugural 
idress  that  the  U.  S.  would  respond  with  "good- 
ill"  to  any  assistance  in  freeing  American  hos- 
!ges.  In  Tehran,  a  newspaper  linked  to  a  hard- 
le  political  faction  urged  the  Iranian 
wernment  to  provide  such  help.  Wary  Washing- 
n  officials  insist  that  Tehran  must  move  first, 
iwever,  both  to  free  the  hostages  held  in  Leba- 
>n  by  pro-Iranian  groups  and  to  show  that  Iran  is  abandon- 
g  terrorism.  But  Iranian  Ambassador  to  the  U.  N.  Hassan 
imani,  recalling  the  downing  of  a  passenger  aircraft  by  the 
.  S.  Navy  last  July,  says  Iranians  "are  still  in  mourning  over 
at,  and  the  U.S.  has  not  apologized  for  it  yet." 
iade  talk.  Partly,  this  U.  S.-Iranian  gridlock  reflects  ongoing 
itt les  among  political  factions  in  Tehran.  Speaker  of  Parlia- 
ent  Ali  Akbar  Hashemi  Rafsanjani  heads  "pragmatists"  who 
vor  a  more  open  society  and  normal  relations  with  the  world, 
rime  Minister  Mir  Hossein  Mousavi  is  a  leader  among  hard- 
icrs  who  have  advocated  rigid  government  controls  internal- 
'  and  self-reliance  instead  of  dependence  on  other  countries. 
Now,  though,  even  Mousavi  is  promoting  foreign  trade  and 
.panded  diplomatic  ties.  He  played  a  key  role  in  restoring 


such  links  late  last  year  with  Britain  and  France  and  helped 
cut  a  $1.5  billion  deal  with  France's  Peugeot  to  upgrade  Iran's 

auto  industry.  In  Rome  last  month,  Mousavi  met  with  Pope 
John  Paul  II  and  negotiated  a  settlement  on  nearly  -SI  billion 
owed  by  Iran  to  Italian  companies  for  port  work  at  Bandar 
Abbas.  The  accord  opens  the  prospect  of  more  business  for 
Italian  companies  in  Iran,  where  Germans,  Japanese,  and  oth- 
ers are  also  active.  Tehran  may  even  be  looking  for  foreign 
help  for  its  war-damaged  oil  industry.  British  Pe- 
troleum Co.  has  been  talking  with  Tehran  about  a 
renewed  role  in  Iran,  industry  sources  say. 

While  Iran  rebuilds  such  links  with  the  West, 
conservative  Arab  states  around  the  gulf  are 
benefiting  from  the  other  big  change  in  Tehran: 
the  virtual  abandonment  of  the  mullahs'  former 
attempts  to  spread  Islamic  revolution  throughout 
the  region.  To  do  this,  they  organized  subversion 
in  Bahrain  and  Kuwait  and  violence  by  Iranian 
pilgrims  in  Mecca.  Now  gulf  observers  say  that 
Iran  has  drastically  curtailed,  or  ended,  direct 
support  for  such  pressures  against  its  neighbors. 
Tehran  still  has  links  with  Party  of  God  radicals 
in  Lebanon,  the  principal  remaining  base  for  Is- 
lamic extremists,  but  has  sharply  cut  its  financial 
support  to  them.  Saudi  Arabia  still  refuses  to  renew  diplomatic 
ties  until  Tehran  accepts  Saudi-imposed  limits  on  the  number 
of  pilgrims  allowed  to  visit  Mecca.  But  the  Saudis  and  others 
are  expected  to  vote  this  month  to  readmit  Iran  to  the  Islamic 
Development  Bank,  a  prospective  source  of  financing. 

By  such  steps,  Iran  is  moving  back  to  its  traditional  role, 
long  accepted  by  gulf  Arabs,  as  the  leading  regional  power. 
"The  only  element  now  that  distinguishes  Khomeini's  foreign 
policy  from  the  Shah's  is  the  absence  of  any  kind  of  relations 
with  the  Americans,"  says  a  former  Iranian  government  offi- 
cial. Eventually,  the  signals  from  Washington  and  Tehran 
suggest,  that,  too,  will  change. 

By  John  Rossant  in  Ro/ne,  Susan  Carter  in  Bahrain,  and  Bill 
Ja  ret  ski  in  Washington 


LOBAL  WRAPUPI 


iOVIET  UNION 


A  competitive  scramble  for  seats 
in  a  revamped  national  legislature 
the  latest  wrinkle  in  pcrcstroika, 
Vlikhail  Gorbachev's  reform  campaign. 
)n  Jan.  26  nominations  closed  for  a 
lew,    2,250-member   Congress    of    Peo- 

>le's  Deputies  to  be  elected  on  Mar.  26. 
The  Congress  will  pick  a  450-member 
Supreme  Soviet  Traditionally  a  rubber 
itamp  body,  the  Supreme  Soviet  will 

lave  expanded   legislative  powers  and 

.vill  choose  the  nation's  President    al 

nost  certaiiil)  Gorbachev.  Theoretical 
y.  at  least,  he  will  assume  much  of  the 
OteCUtive    power    now     wielded    by    the 

/ommunist  Party's  Politburo. 


Full-blown  democracy  this  isn't,  how- 
ever. A  bloc  of  750  Congress  seats  is 
reserved  for  the  party  and  trusted 
groups  such  as  trade  unions.  But  1,500 
geographical  districts  offer  electoral 
opportunities  for  boat-rockers  such  as 
human  rights  activist  Andrei  Sakharov 
and  populist  Boris  N.  Yeltsin,  the 
misted  MOSCOW  boss.  Sakharov  will  run 
from  a  Moscow  district,  and  Yeltsin 
claims  he  has  been  asked  to  be  the 
candidate  from  10  different  districts, 
from  Sakhalin  near  Japan,  to  Karelia, 
bordering  Finland. 

Other  novelties  of  perestroika  poli- 
tics: interest-group  hacking  for  candi- 
dates, ballvhooed  individual  platforms, 
and  ruble-fueled  campaign  stall's. 


WEST  GERMANY 


The  far-right  Republican  Party  won 
11  seats  and  ousted  the  Free  Dem- 
ocratic Party  from  West  Berlin's  par- 
liament in  a  Jan.  29  election.  That  set 
off  alarms  in  Bonn,  where  the  FDP  is 
the  junior  partner  in  Chancellor  Hel- 
mut Kohl's  government.  The  Republi- 
cans won  7.5'.  of  the  vote,  aided  by 
blue-collar  resentment  against  Turkish 
workers  and  strains  on  services  i 
by  the  influx  of  ethnic  Germans  from 
the  Fast  bloc.  To  shore  up  his  coalition 
for  1990  federal  elections.  Kohl  may 
have  to  slow  immigration  and  ease 
middle-class  worries  over  health  care 
and  pension  reforms. 
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Tb  Measure  Our  Success  I 

In  1988,F^nnie  Mae  financed  over  was  in  helping  more  than  900,000  Amerk 

$68  billion  in  single-family  and  multi-  families  buy  or  rent  homes  of  their  own. 
family  mortgages,  a  successful  year  for  The  average  mortgage  we  financi 

the  company  But  for  us,  the  real  success  last  year  was  about  $76,000  for  single- 
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me  of  $19000  to  buy  a  home.  but  in  families. 
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POLITICS  I 


BLACK  POLITICS: 

THE  GROWING  PAINS  ARE  GROWING 


V. 


The  new  leaders  are  pragmatic,  polished  pols — but  consensus  has  given  way  to  confusion 


After  an  ugly  Presidential  cam- 
paign marked  by  undisguised  ra- 
cial tensions,  black  Americans 
hoped  the  stress  would  subside  in  1989. 
But  instead  of  providing  a  respite,  the 
new  year  finds  black  politics  in  unprece- 
dented turmoil. 

In  addition  to  attempts  to  unseat  en- 
trenched white  leaders,  blacks  are  fight- 
ing blacks.  The  first  genera- 
tion of  black  politicians  to 
win  power  in  big  cities  now 
must  fend  off  younger, 
more  polished  black  chal- 
lengers. On  the  national  lev- 
el, the  Democrats  are  about 
to  elect  Ronald  H.  Brown  as 
their  first  black  party  chair- 
man (page  54)  amid  wide- 
spread misgivings  that  he 
will  tilt  them  further  toward 
the  leftist  politics  of  Jesse 
Jackson. 

"Race  has  come  back  as 
an  issue  in  American  politics 
in  a  way  one  would  never 
have  expected  10  years 
ago,"  says  Democratic  poll- 
ster Geoffrey  Garin.  "The  is- 
sue of  black  leadership  has 
come  front  and  center."  The 
reason:  During  the  Reagan 
years,  black  leaders  believe, 
the  government  allowed 
hard-won  civil-rights  protec- 
tions to  erode.  And  by  most 
measures,  the  economic  po- 
sition of  blacks  deteriorated, 
despite  impressive  gains  in 
the  number  of  elected  black 
officials  (charts).  If  leaders 
don't  translate  their  political 
progress  into  broad  gains 
for  all  black  citizens,  they 
fear,  black  political  influence 
may  ebb. 

hard  to  hold.  The  major 
battleground  is  in  the  big 
cities,  where  black  politi- 
cians won  their  first  impor- 
tant victories.  Now  they  are 
learning  that  power  is  often 
easier  to  win  than  to  hold. 

No  event  symbolized  the 
rise   of  black   office-seekers 


52  FEBRUARY  13,  1989 


more  dramatically  than  Harold  Washing- 
ton's 1983  election  as  mayor  of  Chicago. 
Since  his  death  in  1987,  however,  black 
solidarity  has  been  strained.  A  split 
among  blacks  probably  will  hand  the  of- 
fice to  Richard  M.  Daley,  son  of  the 
former  mayor. 

Scarcely  a  month  before  the  primary, 
polls  give  Rich  Daley  a  10-point  lead 


FOUR  WHO  SHARE  THE  SPOTLIGHT 


Expected  to  run  for  mayor, 
he  has  wide  support  from 

New  York's  black  leaders — but 
beating  Koch  would  take  a 

Jackson-style  rainbow  coalition 


In  his  four  years  as  chairman 
of  the  Budget  Committee, 
he  often  had  to  say  'no'  to 
funding  requests  from  the 

Congressional  Black  Caucus 


One  of  the  House's  most 
respected  power  brokers,  he 

heads  the  crusades  against 
AIDS  and  drugs  and  fights  for 

federal  aid  to  the  homeless 


MAYOR  OF  BALTIMORE 


He  typifies  the  new  breed 

of  black  politician:  His 

background  is  in  civil  service, 

not  civil  rights,  and  he  strives 

to  avoid  confrontation 


over  Acting  Mayor  Eugene  Sawyer,  ;  i: 
black.  Barely  half  of  the  city's  black  pop  E 
ulation  is  supporting  Sawyer,  who  is  un  & 
der  attack  for  being  too  beholden  to  th<  m 
white  power  structure.  The  rest  suppor  j» 
black  Alderman  Timothy  Evans,  wh  '& 
shares  Jackson's  political  outlook.  Afte  Mi 
failing  to  force  Sawyer  out  of  the  race  $ 
Evans  decided  to  run  as  an  independent  a! 
"Black  politics  is  getting  a:  " 
complicated  as  white  poli  ^ 
tics,"  says  Gary  A.  Orfielc  !i 
a  political  scientist  at  th<  * 
University  of  Chicago  f!« 
"Blacks  are  becoming  mor<  F 
critical  of  their  candidates."  !? 
There's  much  more  thai  P 
symbolism  at  stake.  The  Chi ffl 
cago  mayoralty  is  one  of  the  w 
nation's  last  great  strong  PI 
holds  of  patronage,  ane  !^> 
blacks  could  see  their  gains  $| 
evaporate  if  Daley  is  elect  fe 
ed.  Daley's  expected  prima  I 
ry  triumph  will  also  mear  p 
that  in  one  of  his  first  offi  ¥ 
cial  actions,  Democratic  Na  » 
tional  Committee  Chairmar  pi 
Brown  will  have  to  endorse  p 
a  white  Democrat  over  a  p 
black  independent. 

CAPITAL    OFFENSE?    Chicago  W 

is  not  the  only  city  where  It 
the  road  to  black  political  |« 
power  has  grown  bumpier  ^ 
In  Washington,  the  travails  I 
of  Mayor  Marion  S.  Barry  W 
Jr.  have  touched  off  a  major  I 
debate  among  blacks,  who  or* 
make  up  66'#  of  the  elector-  w 
ate.  Investigators  are  prob-  &( 
ing  his  involvement  with  a  k 
suspected  drug  dealer  and  dpi 
consulting  agreement  be-fe 
tween  the  city  and  the" 
government  of  the  Virgin  fc 
Islands.  « 

Barry    has    had    earlier ie 
brushes  with  the  law.  Until  )l 
now,  he  could  count  on  near-  to] 
unanimous    loyalty    frorn 
blacks.  But  this  time,  some'" 
black  civic  leaders  are  pres- 
suring  him   not  to   seek   a 
fourth  term  next  year.  "Y\Y 


GOVERNMEI*  IB 


ti  no  longer  ignore  his 
Afeuance  in  office," 
ys  Lowell  Duekett, 
i,l  of  the  D.  C.  Black 
Bee  Caucus,  the  first 
ion  to  endorse  Harry 
•  mayor  a  decade  ago. 
he  issue  is  black 
ipowerment." 
The  tremors  have 
.0  hit  Detroit,  where 
lgtime  Mayor  Cole- 
in  A.  Young  may  be 
;ing  the  loyalty  of  the 
ick  constituents  who 
ve  kept  him  in  office 
ice  1974.  Young,  70, 
been  jolted  by  polls 
owing  that  many 
lcks  want  him  to  step 
ide.  His  chief  rival  is 
ountant  Thomas  Barrow,  40,  the 
phew  of  late  heavyweight  boxing 

pion  Joe  Louis. 
mosaic  The  main  event,  however, 
11  be  in  New  York,  where  black  lead- 
are  intent  on  capturing  City  Hall 
m  Edward  I.  Koch  in  1989.  The  mayor 
s  seen  a  string  of  cronies  implicated  in 
,rious  scandals,  and  he  has  had  little 
■ccess  in  defusing  racial  tensions — typi- 
d  by  the  beating  of  three  young  black 
J  in  by  a  band  of  whites  in  Howard 
sach.  Koch's  anti-Jackson  comments 
ring  the  New  York  Presidential  prima- 
fueled  the  tensions.  In  a  New  York 
lily  News  poll  published  on  Jan.  31, 
>ree  out  of  four  Democratic  voters  said 
ey  do  not  want  Koch  to  run  again, 
loch  is  a  loser.  He  is  beatable,"  says 
jpresentative  Charles  B.  Rangel  of 
irlem. 

For  once,  blacks  seem  ready  to  unite 
hind  a  candidate:  Manhattan  Borough 
•esident  David  Dinkins.  But  with 
acks  making  up  35%  of  the  city's  vot- 
?-age  population,  Dinkins  can't  win 
thout  either  white  or  Puerto  Rican 
ipport.  Unless  blacks  can  forge  a  rare 
alition  with  Hispanics  and  white  liber- 
>,  Dinkins  would  have  a  hard  time 
ating  Koch — or  anyone.  "New  York 
i't  a  melting  pot  any- 
ore,"  says  Dinkins, 
ho  is  expected  to  de- 
are  his  candidacy 
on.  "It's  a  mosaic.  I 
>n't  see  any  candidate 
hieving  success  with 

I    ^alition." 
lease   Jackson    is    at 
c    renter   of   much   of 

!•  ferment   in  black 

ilitics.  His  Presidential 

mpaigne  of  19K4  and 

ISS  inspired  a  new 
'Deration  of  politi 
ins.  Hut  his  invoke 
ent  m  the  daily  grind 
politics    is    sporadic. 


INMI  Nl 


Jackson's  gift  for  publicity 

and  rhetoric  electrifies 

audiences — and  frustrates 

other  would-be  black  leaders 


At  the  moment,  he's  busy  promoting 
"African-American"  as  the  acceptable 
term  for  American  blacks.  And  he  has 
dashed  off  to  the  Soviet  Union  to  push  a 
relief  plan  for  Armenian  earthquake  vic- 
tims. Jackson  is  sure  to  return  to  the 
forefront  as  the  1992  election  nears,  and 
he's  likely  to  steal  the  spotlight  from 
other  aspirants  to  black  leadership. 

In  some  ways,  the  divisions  among 
blacks  are  signs  of  maturing  politics. 
"There  is  a  crisis  in  black  leadership 
right  now,  a  passing  of  the  baton  from 
former  civil-rights  leaders  who  moved 
into  government  to  a  generation  of 
blacks  who  have  been  professionally 
trained  in  government,"  says  Senate 
aide  Julius  Hobson  Jr.,  son  of  a  promi- 
nent Washington  civil-rights  leader. 

The  new  generation  includes  such  poli- 


BLACKS'  POWER  ...HASN'T  BEEN  MATCHED 

AT  THE  VOTING  BOOTH...       BY  ECONOMIC  GAINS 
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tician  i   u    Repreeenta 

live  Mike  Jv.py  Oi 
sissippi,    newly    elected 

lion  i-  Democratic  Can 
cue  Chairman  William 
H  Gray  III,  and  Bal- 
timore Mayor  Kurt 
Schmoke.  All  are  con- 
sensus builders  who 
served  their  apprentice- 
ship in  conventional 
politics,  not  in  the  civil- 
rights  movement.  Gray, 
for  example,  won  the 
caucus  post  after  four 
years  as  Budget  Com- 
mittee chairman,  a  job 
that  often  required  him 
to  take  on  Congressio- 
nal blacks  in  efforts  to 
trim  the  federal  deficit. 
"These  guys  don't  threaten  whites  the 
way  Jesse  Jackson  seems  to,"  says  Mil- 
ton Morris  of  the  Joint  Center  for  Politi- 
cal Studies,  a  think  tank  specializing  in 
black  issues.  Adds  veteran  Democratic 
strategist  David  Garth:  "The  lesson  they 
have  all  learned  is  that  if  you  polarize 
people  and  you  win,  you  can't  govern. 
They  have  survived  by  not  practicing 
confrontation." 

As  blacks  continue  their  long  struggle 
for  power,  a  few  voices  within  the  move- 
ment are  beginning  to  wonder  out  loud 
if  knee-jerk  loyalty  to  the  Democrats  is 
in  blacks'  long-term  interest.  Says  Mor- 
ris: "Many  black  political  leaders  are 
raising  the  same  question — 'Can  we  be  a 
viable  political  force  confined  as  we  are 
to  one  party?' " 

taken  for  granted?  The  Republicans, 
under  their  new  national  chairman,  Lee 
Atwater,  hope  to  capitalize  on  this  dis- 
content. "A  lot  of  blacks  are  tired  of 
being  taken  for  granted  by  the  Demo- 
crats," Atwater  says.  "If  we  can  provide 
an  alternative  structure,  we  can  give 
them  a  place  to  go."  In  Florida,  the  state 
GOP  has  already  launched  "Operation  In- 
clusion" in  the  black  community.  The 
party  plans  to  spend  $150,000  organizing 
Republican  political  clubs. 

But  the  GOP  faces 
rough  going  with  what 
Atwater  calls  "black 
outreach."  The  Republi- 
cans have  to  defend  the 
record  of  the  Reagan 
years,  which  many 
blacks  view  as  a  period 
of  political  and  econom- 
ic backsliding.  And 
Atwater  has  a  legacy  of 
his  own  to  live  down: 
As  President  Bush's 
campaign  manager,  he 
played  on  white  fears 
by  keeping  the  story  of 
black  murderer  and  rap- 
ist  Willie  Horton  in  the 
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news  for  weeks.  That,  says  California 
Assembly  Speaker  Willie  Brown,  "was  a 
racist  attempt  to  solidify  white  votes." 

For  now,  the  prospects  of  aspiring 
black  politicians  and  the  Democratic  par- 
ty are  inextricable.  Nor  will  they  find 
black  progress  unfettered  by  racism. 
Just  ask  Mississippi's  Mike  Espy,  the 
only  one  of  23  blacks  in  Congress  to 
represent  a  rural  district.  In  November 


he  easily  won  a  second  term,  picking  up 
40%  of  the  white  vote,  up  from  11%  in 
1986.  Shortly  after  Election  Day  he  took 
his  11-year-old  daughter  to  see  the  movie 
Mississippi  Burning. 

"I  was  your  age  when  that  hap- 
pened," Espy  told  her  after  watching  the 
fictionalized  account  of  the  murder  of 
three  civil-rights  workers.  "That  was  the 
Mississippi  of  25  years  ago." 


If  that  was  25  years  ago,  she  askf 
why  had  someone  scrawled  the  wot 
"nigger"  on  the  front  door  of  their  hon 
just  a  few  months  earlier? 

"The  difference  now,"  said  Espy,  " 
I'm  getting  63%  of  the  vote." 

By  Douglas  Harbrecht  in  Washington 
with  Brian  Bremner  in  Chicago,  Antoni 
Fins  in  Miami,  and  Ronald  Grover  in  Lc 
Angeles 


MEET  RON  BROWN,  PILLAR  OF  THE  ESTABLISHMENT 


On  the  surface,  it  looks  as  if  the 
Democratic  Party  has  a  death 
wish.  Soon  after  another  de- 
feat in  the  race  for  the  White  House, 
Democrats  have  decided  to  reach  into 
the  party's  liberal  wing  for  leadership. 
On  Feb.  10,  Ronald  H.  Brown,  a  black 
politico  with  close  ties  to  Senator  Ed- 
ward M.  Kennedy  (D-Mass.)  and  Jesse 
Jackson,  is  expected  to  be  elected 
Democratic  chairman.  "The  Re- 
publicans have  beat  us  over  the 
head  in  the  South  by  saying  we're 
the  party  of  labor,  minorities,  and 
the  left,"  says  one  Southern  state 
chairman.  "With  the  election  of 
Ron  Brown,  we  just  take  a  stamp 
and  say,  'verified.' " 

Have  the  Democrats  lost  their 
senses?  Not  necessarily.  The  47- 
year-old  Brown,  an  affable,  impec- 
cably dressed  attorney,  is  not  the 
fiery  Jacksonite  that  opponents 
make  him  out  to  be.  In  fact, 
Brown  is  a  mainstream  pol  who 
eschews  ideology.  He  has  a  strong 
commitment  to  civil  rights  but 
shows  little  interest  in  Jackson's 
theories  of  economic  redistribu- 
tion. Small  wonder,  since  Brown, 
whose  father  managed  a  Harlem 
hotel  patronized  by  the  black  elite, 
now  earns  a  six-figure  salary  as 
one  of  Washington's  top  corporate 
lobbyists.  "He  is  Establishment  to 
the  hilt,"  says  Christopher  Edley 
Jr.,  a  former  top  campaign  aide 
for  Michael  Dukakis. 

SOUTHERN  COMFORT.  Brown,    who 

was  Jackson's  top  political  strate- 
gist at  the  Democratic  convention, 
realized  early  on  that  the  Jackson 
connection  would  be  an  obstacle. 
He  overcame  it  by  stressing  his  inde- 
pendence in  personal  appeals  to  state 
party  chairmen.  He  gained  momentum 
by  lining  up  the  support  of  such  heavy- 
weights as  Kennedy,  New  York  Gover- 
nor Mario  M.  Cuomo,  and  New  Jersey 
Senator  Bill  Bradley.  Jackson  helped 
by  keeping  his  distance.  An  AFL-CIO  en- 
dorsement was  the  clincher. 


To  answer  any  lingering  questions, 
Brown  is  trying  to  soothe  Southern 
Democrats.  And  he  vows  he'll  reverse 
a  Jackson-mandated  rule  change  deny- 
ing automatic  convention  seats  to  Dem- 
ocratic National  Committee  members. 

As  chairman,  Brown  must  be  neutral 
in  dealing  with  the  Democrats'  feuding 
factions.  In  fact,  he  hints,  his  associa- 


tion with  Jackson  may  help  him  resist 
any  demands  by  Jackson  without  alien- 
ating Jackson's  followers.  "In  dealing 
with  Presidential  candidates,  the  chair- 
man has  to  be  able  to  say  'yes'  when 
they're  right  and  'no'  when  they're 
wrong,"  says  Brown.  "I  think  I  can  do 
that — without  fracturing  the  party." 
Unlike  most  black  leaders  of  his  gen- 


eration, Brown  is  not  a  product  of  pro- 
test politics.  After  graduating  from 
Middlebury  College  in  Vermont,  he 
spent  the  tumultuous  mid-1960s  as  atn 
Army  officer.  In  1968,  he  joined  the 
National  Urban  League's  Washington 
office.  Service  in  Kennedy's  1980  Presi 
dential  bid  helped  Brown  become  DNC 
deputy  chairman. 

In  1981  he  joined  the  law  firm  of 
Patton,  Boggs  &  Blow,  where  he 
became  known  as  a  savvy  Wash- 
ington rainmaker.  One  client:  the 
government  of  former  Haitian  rul- 
er Jean-Claude  "Baby  Doc"  Duva- 
lier.  Now,  his  corporate  clients  in- 
clude U.  S.  units  of  Japanese 
consumer  electronics  companies, 
which  are  fighting  curbs  on  digital 
audio-tape  recorders. 

There's  a  certain  irony  in  all 
this.  Many  who  support  Brown 
are  prone  to  populist  attacks  on 
big  business  and  Japanese  mega- 
corporations.  But  Brown  is  likely 
to  serve  in  the  tradition  of  chair- 
men who  have  avoided  ideological 
arguments.  Says  Brown:  "I  am 
above  all  a  pragmatist." 
racial  RtFT.  Brown's  negotiat- 
ing skills — he  moves  easily  be- 
tween Congress,  labor,  and  the 
black  community — will  come  in 
handy.  Party  centrists  and  liberals 
are  at  each  other's  throats.  And 
the  GOP,  under  the  aggressive 
leadership  of  Chairman  Lee 
Atwater,  promises  to  widen  the 
rift  between  blacks  and  white 
Southern  Democrats. 

If  the  latest  election  signaled 
that  the  Democrats  need  a  more 
centrist  message,  Brown  has  no 
problem  with  that.  He  sees  crime  and 
defense  issues  as  two  areas  where  the 
party  has  to  get  in  closer  touch  with 
voters.  But  he  won't  mute  the  Demo- 
crats' traditional  appeal  for  social  jus- 
tice. "The  last  thing  we  need  in  this 
country,"  he  says,  "is  two  Republican 
parties." 

By  Richard  Fly  in  Washington 
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Introducing  the  laptop  compui 


The  ProSpeed  286 

Expansion  Station 

gives  you  the  flexibility 

and  expandability  of 

a  high-performance 

desktop  computer. 


Problems,  problems,  problems. 
Computers  were  designed  to  solve  them. 
But  sometimes  they've  been  known  to 
cause  a  few  of  their  own.  Example:  You 
just  purchased  a  laptop.  At  first,  every- 
I  H  thing  seems  fine.  But 

^^H^^fl  I  soon  you  want  to  expand 
^^tT^^^^i   your  data  base.  Use  more 

sophisticated 
software.  Link-up  to  local  area 
networks.  When  you  realize  you 
can't,  you  begin  to  ask  yourself: 
Where's  the  power? 
Where's  the  expandability? 
Where's  the  receipt? 

Introducing  an  end  to  all  your  problems. 
The  ProSpeed1"  286,  from  NEC.  Weighing 
under  15  lbs.,  the  ProSpeed  286  is  surpris- 
ingly light.  But  in  other  areas,  it's  a  real 
heavyweight.  Like  expandability,  connectivity 
and  speed.  In  fact,  it  offers  the  full  func- 
tionality 
of  a 
high- 


performance  desktop.  The 

ProSpeed  comes  equipped 

with  one  megabyte  of 

memory  that's 

expandable  to  five. 

And,  it  comes  with  ei 

20  or  40  megabyte  hard 

drives.  There's  even 

model  that  provides 

100  megabyte  drive 

special  applications. 
As  for  its  display,  it 

clears  up  a  very  serious 

problem:  clarity.  NEC's 

Monograph'"  CTN  screen 

gives  you  crisp,  backlit 

images  that  provide 

CRT  quality  with  VGA 

resolution. 
For  power-hungry  executives,  the 

ProSpeed  286  is  powered  by  a  CMOS  80286 

processor  running 

at  16MHz.  Meaning 

it's  fully  capable  of 

The  ProSpeed  286 
screen  is  so  clear  and 
crisp  you  can  even 
display  multiple 
windows. 


i:  solves  problems  others  can't. 
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such  as 
Microsoft 
Excel.  And  then 
there's  the  ever- 
expanding  problem  of 

expansion,  for  which  NEC  has 
developed  a  unique  solution 
called  an  Expansion 
Station!"  It's  an  innovative 
system  that  includes  four  stan- 
dard slots,  one  standard 
drive  bay,  a  power  supply 


and  permanent  con-       Thg  proSpegd  m 

features  a  full- 
function  keyboard 
with  standard 
printer  and  serial  devices,  spacing 


nections  for  both 


handling 
he  most  demand- 
ing DOS  applications 
■Jot  to  mention  OS/2  Presentation 
Manager  and  Windows  applications 


Bunnrx  Machine* 
\>rt,  WordPerfect  I*  a 
watered  trademark  .,f 
VtordrYrfeet  Corn   Paradox 
la  a  reipstcred  trademark    >f 
Borland  International 
rografx  la  a  trademark  of 
nrraf..  I  no 


Admittedly, 
there's  one  problem  we 
can't  solve.  Whether  to  use 
the  ProSpeed  286  as  a  laptop 
or  desktop? 

That's  one  you'll  just  have  to 
tackle  yourself. 


NEC  ProSpeed" 286 


a 


In  order  to  make  the  ultimate  desktop  can; 

^ ■«■■■"■ ^ ^"—M ■ -^— ^ H,    »- 


5«C  into  <Ae  flocAins  And  most  importantly-a  handle. 

Station,  and  it  s  a 

desktop.  Snap  it  out  T,       ,      .        tU     r>     o         ™  OD^ 

and  it's  a  laptop.  Introducing  the  ProSpeed    386 

from  NEC.  The  first  personal 

computer  to  offer  the  portability  of  a 

laptop  and  the  power  of  an  80386  desktop 

With  the  ProSpeed  386,  the 

designers  at  NEC  did  more  than 

create  a  new  computer.  They 

You've  never  had  this 

much  power  sitting 

in  your  lap. 


computers— the  first  modular 
workstation. 

To  realize  how  this  can  benefit 
you  in  the  future,  let  us  remind 
you  how  it  was  in  the  past. 

With  ordinary  laptops  you  had 
to  hook  and  unhook  peripherals, 
phone  lines  and  all  sorts  of  cables 
every  time  you  left  the  office. 

But  thanks  to  a  revolutionary 
Docking  Station"  design,  the 
ProSpeed  386  leaves  all  that 
behind. 
You  simply  slide  the  laptop  out 
of  the  Docking  Station,  and  then  slide  out 
of  your  office.  Leaving  all  your  connections 
connected  for  when  you 
return. 

And  saving  yourself 


ProSpeed,  Doeking  Station  and  Monograph  are  trademarks  of  NET  Home  Electronic  (USA)  lnr  Windows  is  a  registered  trademark  of  the  Microsoft  Corp.  386  is  a  trademark  of  Intel  Corp 


e;  we  had  to  remove  one  major  obstacle. 


|>ne  of  the  most  precious  commoditi 
I  >f  all  — time. 

Most  importantly,  the  Docking  Sta- 
tion can  accommodate  a  full  range  of 
j'xpansion  options;  it  has  four  fu 
|;ize  card  slots,  and  two  standard 
firive  bays  for  tape  back-up,  CD-ROM 
>r  5'/i"  floppies. 
Take  away  the  Docking  Station  and 
hat  have  you  got?  One  of  the  world's 
tiost  powerful  laptops. 

Running  at  16MHz,  it  offers  two 
•megabytes  of  32-bit  memory  that's 
expandable  to  10. 

It's  equipped  with  a  hard  disk  and 
is  available  with  either  40  megabytes  or 
100  megabytes  of  storage  capacity. 

As  for  its  10'/2"  diagonal  black-on-white 
display,  it's  pos- 
itively brilliant. 

paj 


In  more  ways  than  one.  NEC's 
advanced  screen  technology, 
called  Monograph"  CTN,  pro- 
vides CRT-quality  video  with 
a  paper-white  image  and  EGA 
resolution. 

Which  translates  into  a 
higher  level  of  contrast 
and  increased  resolu- 
tion for  graphics- 
oriented  programs,  such 
as  Windows. 

Which  helps  to  make  the 
ProSpeed  386  not  just  the 


the  acclaimed 
86  chip,  ProSpeed 
delivers  exceptional 
speed  and  full  multi- 
ultimate  desktop,  but  the  ulti-    tasking  capabilities. 


mate  value.  Whether  your 


desk  has  four  legs  or  just  two. 

NEC  ProSpeed"  386 


NECdea,er  For  product  Hteratore,  «...  1-8Q0-S1W««- 

.  at  ,.800.FONE-NEC. 

,rteeh»ica.detailS,  can  NEC  Home  Hectromc,  (USA)  inc. 


For 


ProSpeed'"  386. 

40  or  100  megabyte 

modular  workstation  with 

all  the  power  oj  an 

80386  desktop. 


MultiSpeed'"  HD. 
,  Lightweight  20 
megabyte  laptop. 


ProSpeed'"  286. 
The  fastest 
80286  laptop. 


UllraLite. 
The  lightest,  thinnest, 
full-function  laptop^ 


CsC 


Compu 


teis  and  Communications 


NEC 


liHLS 


■  AILING  I 


HE  KING  OF  KITCHENS 
IEADS  FOR  THE  LIVING  ROOM 


?  illiams-Sonoma's  risky  move  into  home  furnishings 


:  ■  harles  E.  Williams  doesn't 
make  run-of-the-mill  shop- 
.  ss»ping  expeditions.  In  Janu- 
I;  the  73-year-old  trekked  to  a 
I  note   village   in   Thailand   to 
I  y    handcrafted    brass    hors 
(  euvres  forks  with  rosewood 
I  ndles.    Kitchenware    connois- 
lirs  will  be  able  to  order  the 
Irks   from   Williams-Sonoma 
J:.,  the  catalog  and  retail  com- 
Iny  Williams  founded  in  1956. 
I  The  company  is  betting  that 
knack    for    hand-picking 
|ique  wares  will  help  it  suc- 
?d  in  other  parts  of  the  home, 
ter  introducing  such  yuppie 
sentials  as  the  Cuisinart  food 
jcessor  and  balsamic  vinegar 
American  kitchens,  San  Fran- 
co-based Williams-Sonoma  is 
.erupting  to  be  a  leader  in  the 
ing  room,  bathroom,  and  gar- 
n,  too.  "We  want  to  be  the 
minant    factor    in    the    home 
siness,"    says    Chairman    W. 
ward    Lester,    a    53-year-old 
rmer  computer  software  exec- 
ive  who  with  a  partner  bought 
t  Williams  in  1978  and  took 
e  company  public  in  1983. 
rlay.  But   Williams-Sonoma   has   al- 
ady  found  that  it  can  get  a  bit  chilly 
tside  the  kitchen.  While  1988  net  in- 
me  will  be  up  an  estimated  47%,  to  $5 
illion,  on  sales  of  $172  million,  the  2.9% 
t  margin  trails  Pier  1  Imports  Inc.  and 
her  comparable  specialty  retailers  by 
veral  percentage  points.   Results  are 
ibilizing    only    after    several    erratic 
ars.  Earnings  were  virtually  wiped  out 
1984  when  the  company  launched  un- 
ccessful  tableware  and  storage  item 
talogs.  And  in  1986  the  company  had 
take  $2.3  million  in  write-offs  because 
misstated   inventory  and  a  $500,000 
ttlement  of  a  1984  shareholder  lawsuit 
er    a    Stock-price    drop.    Despite    im- 
oved    earnings,    the    stock    languished 
OUnd  20  last  year  and  is  up  only  3091 
oin  its  1988  offering  price. 
Lester  sees  the  lackluster  results  as 

irt  of  the  price  for  long-term  growth. 

nee  L983  the  company  has  parlayed  its 
i  iccess  with  .1  ( 'atalogjbr  ( 'ooka  into  a 


CHAIRMAN  LESTER:  JUGGLING  FIVE  RETAIL  CHAINS 


L 


K  IKI  I  ING 


chain  of  70  kitchenware  stores  bearing 
the  Williams-Sonoma  name.  In  1986  it 
added  the  money-losing  Pottery  Barn 
chain,  which  it  bought  from  The  Gap 
Inc.  for  $6  million.  Under  its  new  parent, 
Pottery  Barn's  annual  sales  doubled,  to 
about  $35  million,  and  it  turned  profit- 
able with  a  new  catalog  and  more  fash- 
ionable items  in  its  24  stores. 

Williams-Sonoma    has    also    ventured 
into  gardens  and  closets  with  the  Gar- 


HOW  WILLIAMS-SONOMA 
TARGETS  THE  HOUSEHOLD 


Divisions 


Revenues* 

Millions  of  dollars 


WILLIAMS-SONOMA      Kitchenware 


$111 


POTTERY  BARN      Housewares 


35 


NOLO  EVERYTHING     Closet  &  storage 


16 


GARDENER'S  EDEN 


Garden  equipment 


10 


RALPH  LAUREN      Home  furnishings 


NA 


*  Year  ended  January,  1989;  includes  catalog 
and  store  sales       NA     not  available 

DATA  COMPANY  REPOR1S.  GOIDMAN   SACHS  &  CO 


dener's  Eden  and  lluid  Everything  cat 
alogs  and  stores,  it  recently  opened  a 
Ralph  Lauren  Home  Collection  store  to 

sell  wallpaper  and  other  goods  And  it 
will  test  a  bed  and  hath  catalog  this 
spring.  Last  year  about  half  of  the  com- 
pany's $9  million  in  capital  spending 
went  into  ventures  outside  kitchenware. 

Williams-Sonoma's  goal  is  to  reach 
$500  million  in  sales  and  up  to  400  stores 
by  1994.  By  then,  65%  of  revenue  should 
come  from  stores,  up  from  55%  now, 
says  President  Kent  C.  Larson. 
cannibalizing.  The  company  may  have 
a  hard  time  juggling  five  catalog  opera- 
tions and  five  retail  chains,  though.  Ex- 
panding beyond  the  kitchen  "sounds 
good  on  paper,"  says  Fred  Wintzer  Jr.,  a 
specialty  retailing  expert  and  principal 
at  Alex.  Brown  &  Sons  Inc.  in  Baltimore. 
"But  it's  not  easy  to  execute." 

Still,  industry  experts  think  Williams- 
Sonoma  should  be  able  to  pull  off  its 
retail  expansion  without  cannibalizing 
mail-order  sales.  The  company  is  distin- 
guishing its  stores  from  its  catalogs  by 
focusing  the  mail-order  business  on  un- 
usual items  such  as  miniature  baguette 
pans  and  duck  presses.  As  a  result,  Wil- 
liams-Sonoma expects  to  report  an  18% 
gain  in  catalog  sales  for  fiscal  1988  and 
a  10%  increase  in  sales  at  stores  open 
more  than  a  year.  "They've  been  able  to 
carry  water  on  both  shoulders,"  says 
Maxwell  Sroge,  a  Chicago-based  catalog 
consultant.  The  business  should  also 
benefit  from  demographics.  As  the  U.  S. 
population  ages,  consumers  are  discoing 
less  and  "cocooning"  more.  That  spells 
greater  interest  in  homier  pursuits  such 
as  cooking,  gardening,  and  decorating. 

To  ensure  further  profit  growth,  Les- 
ter must  make  the  company's  pieces  fit 
together.  Goldman,  Sachs  &  Co.  analyst 
Robert  C.  Adler  says  Williams-Sonoma 
divisions  can  share  distribution  facilities, 
overhead  costs,  and  mailing  lists. 
"There's  a  huge  cross-fertilization,"  says 
Patrick  J.  Connolly,  vice-president  in 
charge  of  the  mail-order  division.  A  case 
in  point:  The  company  analyzes  its  kit  eh 
enware  mailing  list  of  3.5  million  names 
to  pinpoint  customers  likely  to  respond 
to  other  catalogs. 

Such  computerized  management  i  a 
far  cry  from  the  company's  b<  ;inr  .igs. 
Williams,  an  avid  cook,  start,  i  th  busi- 
ness by  displaying  imported  jookware  in 
his  Sonoma  (Calif.)  hardware  store.  He 
opened  a  shop  in  San  Francisco  two 
years  later  and  started  the  catalog  in 
1972.  Williams-Sonoma  "has  contributed 
a  great  deal  to  cooking,"  says  Julia 
Child,  the  cookbook  author.  Now  it  will 
just  have  to  whip  up  a  few  successes  in 
the  rest  of  the  house. 

Bjf  Maria  ShOO  f   SOD   r'ranciscu 
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BASKETBALL  I 


THE  LA.  CLIPPERS' 
FULL-COURT  MESS 


A  hurt  star  rookie  is  the  latest  blow  for  owner  Don  Sterling 


The  authentic  Louis  XIV  desk  and 
Napoleonic-era  grandfather's  clock 
in  his  penthouse  office  make  the 
point.  Donald  T.  Sterling  is  a  success. 
The  onetime  personal  injury  attorney 
now  controls  a  $1  billion  real  estate  em- 
pire. But  in  his  hometown  of  Los  Ange- 
les, Sterling  is  mostly  known 
for  his  one  crushing  failure. 
He  has  the  dubious  honor  of 
owning  the  Los  Angeles  Clip- 
pers, one  of  the  worst  fran- 
chises in  professional  sports. 
In  the  eight  years  that  Ster- 
ling has  owned  the  basketball 
team,  it  has  lost  442  games 
and  won  only  174,  the  poorest 
record  in  the  NBA  over  that 
span.  Sterling  has  never  made 
a  profit  with  the  franchise, 
but  his  woes  don't  stop  there. 
He  has  even  been  sued  by  the 

NBA. 

empty  seats.  "When  it  comes 
to  basketball,"  Sterling  says 
sadly,  "I  just  don't  have  the 
winning  touch."  His  bad  luck 
was  evident  on  Jan.  4  when 
Clippers  scoring  leader  Danny 
Manning  tore  a  ligament  in 
his  right  knee  just  26  games 
after  signing  a  five-year  con- 
tract for  $10.5  million.  Man- 
ning, who  led  the  University 
of  Kansas  to  the  college  bas- 
ketball title  last  year,  won't 
be  back  for  at  least  a  year. 
Adding  to  the  disaster,  Ster- 
ling must  pay  the  salary  of 
his  idled  star,  having  neglect- 
ed to  buy  injury  insurance 
tha  would  have  added  20%  to 
the  >st  of  Manning's  contract.  Says 
Charl  Thomas,  chairman  of  the  board 
of  the  Houston  Rockets:  "Sterling  has 
turned  oui  to  be  the  unluckiest  owner  in 
the  NBA." 

When  Mai  ning  came  crashing  down, 
so  did  Sterling's  hopes  for  his  first  prof- 
it. "I  was  just  devastated,"  Sterling 
says.  Manning's  arrival  had  doubled  sea- 
son ticket  sales,  to  $6.2  million.  A  year  in 
the  black  could  still  happen,  and  so  far 
the  fans  are  still  coming,  but  as  of  Jan. 
31  the  Clippers  had  a  15-game  losing 


streak.  Management  fears  the  worst. 
"It's  a  good  thing  Sterling  has  deep 
pockets,"  says  Clippers  President  Alan  I. 
Rothenberg.  Sterling  isn't  afraid  to 
spend  for  stars,  having  traded  for  such 
name  players  as  Bill  Walton,  Marques 
Johnson,  and  Norm  Nixon.  But  all  three 


WITH  MANNING'S  KNEE  OUT,  HOPES  FADE  FOR  A  PROFITABLE  GATE 


were   injured   soon  after  they  arrived. 

Compounding  Sterling's  problems,  the 
Clippers  play  in  the  rundown  Memorial 
Sports  Arena,  just  a  few  miles  from  the 
snazzier  and  larger  Forum,  home  of  the 
NBA  champion  Los  Angeles  Lakers.  With 
their  winning  record,  the  Lakers  routine- 
ly fill  their  17,505  seats.  Before  Man- 
ning's injury,  Sterling's  team  averaged 
11,000  tickets  sold  per  game  in  its  15,310- 
seat  arena. 

Sterling  had  hoped  for  better  back  in 
1981  when  he  paid  $5  million  for  the  San 


Diego  Clippers,  even  then  the  league 
doormat.  But  troubles  haunted  him  frol 
the  start.  When  falling  attendant 
prompted  him  to  move  up  to  Los  Ang 
les  in  1984,  the  NBA  filed  a  $25  millid 
suit,  alleging  he  moved  without  ti 
league's  permission. 
costly  dream.  Sterling  settled  with  til 
NBA  for  about  $6  million.  In  Los  Angeld 
attendance  has  climbed  from  the  disml 
5,578  that  the  team  averaged  during  i| 
final  year  in  San  Diego.  Sterling  ala 
has  a  cable  TV  contract  worth  $1  millio 
a  year.  And  next  season  a  new  $15  ml 
lion,  six-year  cable  contract  will  go  inll 
effect. 

With  his  financial  losses  totaling 
estimated  $10  million  since  he  moved  th 
team  to  Los  Angeles,  Sterling  is  und^ 
intense    pressure    to    field 
winner.  After  Manning's  injJ 
ry,  the  owner  tried  to  breal 
the    losing   streak   by    firinl 
head  coach  Gene  Shue. 

Moving  the  team  again  i 
an  option.  The  Nederlande 
Group,  operators  of  a  theate 
chain,  and  Ogden  Corp 
which  runs  concession  standi 
want  to  build  and  operate  a: 
arena  in  Anaheim.  Needing 
key  tenant,  they  have  offere' 
Sterling  $25  million  to  rek 
cate.  But  Sterling  says  h 
likes  Los  Angeles  and  isn' 
moving.  , 

He  could  also  just  sell  th 
team  and  concentrate  on  rea 
estate  holdings  that  hav 
grown  steadily  from  the  26 
unit  apartment  building  hi 
bought  in  1963.  Today  hi 
holdings  include  5,000  apart 
ment  units  from  San  Diego  ti 
Santa  Barbara.  He  claims  u 
own  25%  of  all  apartmen 
units  in  Beverly  Hills.  And  hi 
owns  the  $30  million  Beverl] 
Hills  Comstock  Hotel.  Sellinj 
the  team  would  probably  ne 
him  $70  million,  says  Paul  J 
Much,  a  Los  Angeles-base< 
valuator  of  sports  franchises 
But  Sterling   steadfastly   re 


fuses.  "Owning  the  team  is  the  realiza 
tion  of  a  lifelong  dream,"  he  says.  'T 
in  it  for  the  long  haul." 

It  could  be  very  long.  To  take  Man 
ning's  place,  Sterling  has  ordered  th 
team  to  find  another  player  before  th 
NBA's  Feb.  23  trading  deadline.  Gettin 
the  player  will  be  tough.  Changing  th 
team's  karma  will  be  even  harder 
just    want   to    touch    somebody    who's 
lucky,  someone  who  wins,"  says  Sterj 
ling.  "Then  maybe  I  can  win."  Maybe. 
By  Patrick  E.  Cole  in  Los  Angeles 
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One  of  Detroit's 
fastest  test 
tracks  has  a 
top  speed 
of  2  m.p.h. 

Car  makers  were  being 
handicapped.  Realistically  testing 
new  paints  meant  stopping  regular 
production.  It  was  slow.  Expensive. 

At  BASF,  we  looked  at  the  problem  in 
a  new  way.  Why  not  build  a 
production  lineyusf  for  testing  paints? 
The  result:  a  revolutionary,  full-scale 
production  line  that  precisely  imitates 
any  of  our  paint  customers'  regular 
lines.  This  paint  test  track  means 
regular  car  production  doesn't  stop, 
and  slashes  the  development  time  for 
new  paints.  Even  if  top  speed  is  only 
2  m.p.h. 

In  one  industry  after  another,  from 
paints  to  plastics,  our  broad-based 
technologies  help  us  create  new 
worlds  by  seeing  in  new  ways. 

The  Spirit  of  Innovation 


BASF 


MR.  SMITH 
GOES  GLOBAL 

HE'S  PUTTING  FEDERAL  EXPRESS'  FUTURE  ON  THE  LINE  TO  EXPAND  OVERSEAS 


:-' 


As  rumors  go,  the  one  swirling 
through  Memphis  a  few  years 
ago  seemed  entirely  plausible. 
The  story  went  that  Frederick  W.  Smith, 
founder  of  Federal  Express  Corp.,  was 
mulling  over  a  bid  for  the  Senate.  It 
would  have  been  a  logical  move.  He's 
Tennessee's  most  successful,  visible 
businessman.  Still,  Federal  Express  ex- 
ecutives were  perplexed.  Was  their 
gung-ho  chairman  about  to  abandon  the 
overnight-package  business — an  indus- 
try he  had  built  almost  single-handedly? 
Confronted  by  a  colleague,  Smith  quick- 
ly denied  any  interest  in  elected  office. 
"Now,  czar,"  he  said  after  a  long  pause, 
"that's  a  job  I'd  like." 

To  anyone  who  has  followed  Smith's 
career,  his  quip  rings  true.  Of  all  the 
factors  that  helped  make  Federal  a  $4.6 
billion-a-year  juggernaut,  including 
Smith's  own  prescience  and  plenty  of 
good  fortune,  perhaps  the  most  impor- 
tant is  his  overwhelming  desire  to  be 
No.  1.  Smith,  44,  is  never  satisfied  with 
second  place,  whether  it's  on  the  tennis 
court  or  in  business.  "Fred  lives  for  com- 
petition," says  Pepper  Rodgers,  his 
friend  and  former  coach  of  the  now-de- 
funct Memphis  Showboats  football  team. 
"He  likes  to  see  who  blinks  first." 
precious  routes.  Usually,  it's  the  other 
guy.  Yet  there's  one  area  where  victory 
has  eluded  Smith.  Over  the  past  three 
years,  Federal  has  struggled  to  become 
a  major  player  in  international  deliver- 
ies. But  the  company  has  run  head  on 
into  entrenched  overseas  rivals  and  oner- 
ous foreign  regulations.  Since  1985,  Fed- 
eral's international  business  has  lost  ap- 
proximately $74  million  and  given 
company  executives  a  lifetime  supply  of 
headaches. 

So  Smith,  who  last  May  promised  ana- 
lysts that  he  would  build  only  from  with- 
in, has  reversed  field:  In  December  he 
announced  an  ambitious  and  highly  risky 
plan  to  pay  $880  million  for  a  resurgent 
Tiger  International  Inc.,  the  world's  big- 
gest heavy-cargo  airline,  best  known  for 
its  Flying  Tiger  Line  airfreight  service. 
The  merger,  he  says,  represents  a  step 


toward  his  goal  of  making  Federal  "the 
largest  and  best  transportation  company 
in  the  world."  The  deal  won  U.  S.  gov- 
ernment approval  on  Jan.  31. 

What  Smith  wants  most  from  Tiger  is 
its  delivery  routes,  painstakingly  ac- 
quired over  40  years  (map).  Because 
they  will  allow  Smith  to  use  his  own 
planes  for  package  delivery  overseas,  he 
won't  have  to  contract  out  to  other  carri- 
ers, as  he  now  does  in  many  countries. 
In  addition,  he  can  use  Tiger's  sizable 
long-range  fleet  to  assume  dominance  in 
the  international  heavy-freight  business, 
a  field  that  he  has  yet  to  crack. 

Tiger's  routes  and  planes  will 
provide    a   much-needed   boost 


ti 


for    Federal's    core    business:    expi 
package  delivery.  Federal  is  currei  f 
the  nation's  largest  overnight  carrier, 
sponsible  for  more  than  45%  of  the  L 
market.  That  places  it  well  ahead  of  I 
nearest  competitors,  United  Parcel  i  f 
vice  Inc.  and  the  U.  S.  Postal  Serv 
But  the  boom  in  facsimile  machines 
pled  with  an  aggressive  push  into  o\ 
night  deliveries  by  mammoth  UPS, 
cut  Federal's  growth  in  domestic  pa 
age  and  document  volume  (chart,  p 
68).  Overnight  letters  currently  acco 
for  less  than  15%  of  profits,  accord 
to  analysts.  And  a  price  war  with  c< 
petitors  has  reduced  Federal's  re 
nues  per  package  by  15%  si 


I 
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,  Bqueezmg  margins. 
at  least  one  case,  the 

pan v  has  also  had  trou- 
Ennovating.  Smiths  last 
ul  project,  Federal's 
Mail  electronic  docu- 
t-transmission  service, 

an  uncharacteristic 
ire.  Federal  was  at- 
pting  to  operate  its  own 

network.  But  poor 
ismission  quality,  the 
iferation  of  office  fax 
bines,  and  high  prices — 
ally  $35  per  10-page 
iment — sank  the  ser- 
.  ZapMail  lost  $350  mil- 
by  the  time  Smith  tinal- 
ulled  the  plug  in  1986. 
he   Tiger   acquisition    may 


Fred  Smith  is  more  than  doubling  Federal's  debt  by  bagging  Tiger. 
"It's  a  big  challenge — no  question,"  he  says.  "I  don't  know  that  it's 
a  bet-the-company  move.  We  get  a  lot  of  hard  assets." 


be   just 

t  Federal  needs,  but  making  it  work 
be  tough.  First,  the  Japanese  gov- 
(jnent  may  try  to  delay  the  deal,  deny- 
ii  the  right  to  switch  route  authority  to 
m  carrier.  Even  if  Smith  gets  past 
potential  roadblock,  the  combined 
J  panies  will  have  $2.1  billion  in  debt, 
,  ost  2'/2  times  Federal's  current  level, 
hly  leveraged,  it  will  be  far  more 
ciierable  to  economic  swings.  And 
r  th's  move  into  heavy  freight  will  put 
suteral  in  a  market  that's  far  more  cy- 


clical and  capital-intensive  than  its  small- 
package  business. 

Another  giant  hurdle  is  customer  rela- 
tions. Many  of  Tiger's  biggest  users,  in- 
cluding UPS,  are  Federal's  competitors. 
They  pay  Tiger  to  carry  packages  to 
countries  where  they  have  no  landing 
rights.  And  freight  forwarders,  compa- 
nies that  transport  cargo  to  and  from 
Tiger's  planes,  make  up  a  good  portion 
of  its  customer  base.  As  soon  as  Smith 
becomes  a  full-service  carrier,  taking 
heavy  freight  door-to-door,  he  will  be 
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competing   with   his  own 
lyg  Smith: 

"Our  plan  i-  to  totalh. 

the  two  compai 

period  .  .  .  and  to  make 

We      keep     TV- 

customers    happy."    Some 

doubt  that's  possible. 
industry    consultant   James 
Nell'  of  Greenwich,  Conn.: 

"Right  now,  many  forward- 
ers would  rather  use  a 
barge  than  Flying  Tiger." 

And  that's  only  the  be- 
ginning. Smith  has  the  for- 
bidding challenge   of  com- 
bining  Tiger's    unionized 
work  force  of  6,500  with  Fe- 
deral's nonunion  employees, 
consolidation   could   compromise 
paternal   "no-layoff'   credo.    It 
Federal's  vaunted  en- 
bonus- 


Any 
Smith's 

also  could  dilute 
trepreneurial  culture — a  spirited 
oriented  environment  with  a  premium  on 
service.  "This  merger  will  have  to  be 
handled  like  two  porcupines  making 
love:  very  carefully,"  warns  industry 
consultant  Bernard  J.  La  Londe.  "Feder- 
al is  playing  big  casino,  with  big  risks." 
Smith  disagrees.  "It's  a  big  chal- 
lenge— no  question,"  he  says.  "I  don't 
know  that  it's  a  bet-the-company  move. 
We  get  a  lot  of  hard  assets  with  this 
acquisition."  Should  Smith's  gamble  pay 
off,  it  could  have  wide-ranging  effects 
on  the  delivery  industry.  "Federal  has 
just  leapfrogged  the  competition,"  de- 
clares Robert  C.  Bushman,  president  of 
Aviation  Group  Inc.,  a  large  contract  fli- 
er for  cargo  haulers.  Federal's  chief  for- 
eign rivals,  such  as  DHL  Worldwide  Ex- 
press, Australia's  TNT,  and  Japan's 
Nippon  Cargo  Airlines,  now  may  have  to 
accelerate  their  own  global  expansion 
plans,  possibly  through  mergers.  And  if 
Federal  and  its  larger  competitors  can 
expand  door-to-door  service  to  heavy 
freight,  they  could  force  a  further 
shakeout  among  forwarders. 
prankster.  Smith  had  talked  with  Tiger 
officials  about  buying  all  or  part  of  the 
company  as  far  back  as  1984.  But  the 
discussions  led  nowhere  until  late  last 
year,  when  Saul  P.  Steinberg  forced 
Smith's  hand.  Steinberg,  chairman  of 
Reliance  Financial  Services  Corp..  Ti- 
ger's largest  shareholder,  announced  in 
December  that  he  was  considering  Inly- 
ing the  s:!'  of  Tiger  shares  he  didn't 
already  own.  Amid  rumors  that  a  big 
international  carrier  was  about  to  bid  for 
the  company.  Smith  made  an  offer  Oil 
I  lee.  15  of  $20.88  a  share,  about  $6  above 

Tiger's  market  price.  Wall  Stiv 
to  think   it's  a  good   bet   Federal  stock 
has  since  climbed  10  points,  to  aboi. 
The  Tiger  merger  is  a  good  example 
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of  how  Smith  thrives  on  challenge 
and  change.  Unlike  many  other 
successful  entrepreneurs,  though, 
he  has  always  been  able  to  afford 
risks.  His  father  was  the  founder 
of  Dixie  Greyhound  Bus  Lines, 
and  Smith  always  knew  there  was 
a  big  inheritance  in  his  future. 
But  he  was  hardly  a  member  of 
the  idle  rich.  By  his  teens,  he  had 
a  fondness  for  flying  and  took  to 
the  skies  as  a  part-time  crop  dust- 
er. With  two  high  school  pals,  he 
later  formed  a  recording  studio, 
whose  tunes  included  one  called 
Big  Satin  Mama. 

Smith  went  on  to  Yale  Universi- 
ty, where  he  was  awarded  a  now- 
infamous  C  on  an  economics  pa- 
per that  outlined  his  idea  for  an 
overnight  delivery  service.  A  member  of 
Yale's  secretive  society  Skull  &  Bones, 
Smith  was  a  popular  student  who  ferried 
friends  on  trips  to  nearby  women's  col- 
leges in  his  twin-engine  Piper.  He  was 
also  president  of  hard-partying  Delta 
Kappa  Epsilon,  where  he  originated 
some  memorable  pranks,  among  them 
cementing  pledges  into  their  rooms. 
tragedy.  After  college,  Smith  joined  the 
Marines  and  served  in  Vietnam  as  a  lieu- 
tenant in  the  infantry.  Following  his 
first  tour,  he  rejoined  as  a  forward  air 
controller,  flying  in  a  small  plane  to  spot 


Flying  Tiger's  formidable  fleet  of  long-range  planes 
will  make  Federal  Express  the 
heavyweight  in  heavy  freight  deliveries 


targets  for  bombers  through  some  of 
Vietnam's  most  treacherous  zones. 
Smith  has  since  acknowledged  how  criti- 
cal his  war  experiences  were  in  driving 
him  to  build  Federal,  the  company  being 
his  "way  to  hide  from  Vietnam  ...  to  ex- 
orcise a  lot  of  ghosts." 

On  his  return,  Smith  began  selling 
corporate  jets  in  Little  Rock.  Three 
years  later,  ready  to  test  his  college  the- 
sis on  overnight  deliveries,  he  tapped  his 
$4  million  inheritance,  rounded  up  $80 
million  in  venture  capital,  and  launched 
Federal  Express  in  Memphis  at  age  28. 

Smith's  early  years  with  Federal  were 


•>: 


difficult  at  times — and  in  on 
stance,  tragic.  When  the  com] 
needed  a  $1.5  million  cash 
sion,  Smith  was  accused  by 
Little   Rock  district  attorne 
forging  a  lawyer's  signatur 
secure   a   bank   loan   with 
from  a  family  trust.  While  dri 
home  the  night  of  his  indictr 
in  January,  1975,  Smith  hit 
killed    a    jaywalker.    He 
charged  with  leaving  the  s 
and  driving  with  no  license 
the  charges  were  dismissed, 
trial  on  the  forgery  charge,  S 
argued  that  he  was  within  hi 
gal  rights  to  withdraw  the  fu 
and   he   was   acquitted.   Fea 
bad  publicity,   Federal's  b 
considered   ousting   Smith   but  dec 
against  it.  "We  felt  strongly  that 
company    would    not    succeed    wit 
Fred,"   says   former  director  R( 
Frock.    "We   needed   his   charisma, 
leadership." 
stickup.  Smith  emerged  with  his  in  $ 
intact.  But  lately  he  has  been  keepir  it 
low  profile.   He  shuns  society  for 
family,  which  includes  seven  childrei 
his  second  wife,  a  former  Federal  se  r 
tary.  Although  he  owns  $240  millio 
Federal  stock,  friends  say  Smith  doe 
flash  his   cash.   Once  during  Fedei 
early  years,  when  a  gunman  acco:  i 
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FEDERAL'S  ADS  POKE  FUN  AT  RIVALS, 
BUT  ITS  OVERSEAS  BUSINESS  HASN'T  DELIVERED 


DELIVERIES 
ARE  GROWING... 


...BUT  SO 
ARE  LOSSES... 


...WHICH  HURTS 
MARGINS 
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A  MILLIONS 


A  PERCENT 
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OPERATING  PROFIT 

MARGIN  FROM 

CONTINUING  OPERATIONS 
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UPS  ISN'T  ABOUT  TO  BE  LEFT  HOLDING  THE  PARCEL 


rhe   differences   between 
Federal  Express  and  UPS? 
Well,    Federal    Express 
rp.  has  become  a  $4.6  billion 
npany  in  only   16  years:   It 
•k  United  Parcel  Service  of 
lerica  Inc.  80  years  to  reach 
es   of  $11    billion.   Stock   in 
leral  Express  trades  publicly; 
sj  aost  all  UPS  shares  are  held 
i    employees.  Fred  Smith  is  a 
sic  entrepreneur.  UPS  Chair- 
v   n  John  W.  Rogers,  55,  is  a 

hsssic  company-bred  executive, 
gers  worked  his  way  up  from 

Fear  loading  dock  in  Cincinnati, 
ile  Smith  launched  Federal 
:h  inherited  millions. 

at  But  these  differences  don't 
■vent  the  two  companies  from 
rsuing  the  same  goal.  Each 
.nts  to  dominate  the  package 
liverj-  business  globally.  Al- 
uly,  only  three  years  after 
irting    overseas    air   service, 

for  S  or  its  foreign  partners  serve 
ich  of  Europe,  the  Middle 
st,  West  Africa,  and  Asia, 
■xt  stops:  Central  and  South 

ve-nerica.  "By  the  end  of  1989," 

Jertys  Rogers,  "UPS  vehicles  and 

cos  iformed  drivers  will  be  seen 
roughout  much  of  the  world." 
Developing  that  UPS  network 
s  been  costly.  UPS  made  about  $760 
llion  in  profits  last  year,  but  it  lost 
0  million  on  the  8  million  packages  it 
ipped  by  air  overseas.  A  key  part  of 
e  UPS  global  system,  a  complete 
ound  delivery  service  in  Germany, 
s  taken  12  years  to  build.  With  6,000 
■nnan  employees,  UPS  now  has  one  of 
e  top  delivery  businesses  there,  but  it 
rned  profitable  only  recently. 
Federal  Express,  meanwhile,  also  of- 
service  to  109  countries,  and  if  it 
cceeds  in  buying  Tiger  International 
c,  it  could  outflank  UPS  in  the  battle 
r  new  Asian  customers.  UPS  now 
es  Tiger  planes  to  serve  Tokyo, 
ong  Kong,  and  Singapore. 

claws.  That  arrangement  isn't 
:ely  to  continue.  "If  Federal  takes 
er  [Tiger],  we  will  be  off  those 
ghts."  Rogers  says.  So  far,  i  PS, 
hich  has  officially  objected  to  Feder- 
's  proposed  merger,  has  not  found  a 
utable  replacement 
Rogers,  who  has  headed  i  PS  since 
>84,  had  several  chances  himself  to 
iv  Tiger,  But  he  shied  away  from 
ISr    that    cultural    differences    and 

lion  squabbles  would  outweigh  any 
Ivantages,  "We  looked  at  it.  and  we 

dn't  like  what  we  saw."  he  says.  In 


stead,  Rogers  spent  a  year  negotiating 
to  buy  DHL  Worldwide  Express,  the 
courier  company  that  handles  about 
60%  of  the  U.  S.-bound  express  traffic 
in  packages  and  letters. 

The  courtship  of  DHL  soured  in  Janu- 
ary, 1988,  and  Rogers  then  quickly 
adopted  another  plan  for  overseas 
growth.  Last  year,  UPS 
purchased  Alimondo,  its 
partner  throughout  Italy. 
Rogers  wants  to  use  its 
German  and  Italian  opera- 
tions as  a  base  for  intro- 
ducing ground  service 
across  Europe.  He  also 
bought  nine  small  courier 
companies  to  expand  air 
service. 

At  every  company  he 
buys,  Rogers  plans  a  rap- 
id changeover  to  the  UPS 
way  of  life,  a  culture  de- 
scribed as  a  "cross  between  the  Mor- 
mons and  the  Marines."  UPS  drivers 
must  keep  their  hair  trimmed  short 
And  the  crease  on  their  brown  pants 
razor-sharp.  Industrial  engineers  are 
constantly  figuring  Out  ways  to  shave 
minutes  oil'  the  time  it  takes  to  make 

lehveries.  One  example:  An  auto- 


CHAIRMAN  ROGERS: 
SOUTH  AMERICA  IS  NEXT 


mated    BOrtil  m,    with 

computers  that  read  address  la 
will  be  tested  this  year. 
With  a  total  less  than 

$100  million,  Rogers' 
acquisitions  hardly  compare 
with  Federal's  bold  grab  for  Ti- 
ger. But  no  one  is  counting  i  PS 
out.  "I  view  UPS  as  a  very  seri- 
ous challenge  to  companies  of- 
fering air  and  ground  services," 
says  Paul  R.  Schlesinger,  ana- 
lyst at  Donaldson,  Lufkin  & 
Jenrette  Securities  Corp. 
pricing  clout.  Nothing  demon- 
strates UPS'  strength  better 
than  its  success  in  overnight  air 
delivery.  The  company  moved 
into  that  business  in  1982,  and 
now  its  300-plane  fleet  handles 
600,000  documents  and  parcels  a 
day.  Last  year  that  brought  in 
$2.2  billion  in  sales  and  $350  mil- 
lion in  profits. 

Rogers  is  also  discovering 
how  UPS  can  use  its  pricing 
clout  to  squeeze  competitors. 
By  tradition,  the  company  never 
offered  discounts.  Last  spring, 
Rogers  introduced  volume  rate 
cuts  on  some  ground  shipments 
in  the  U.  S.,  which  hurts  truck- 
ers like  Yellow  Freight  System 
Inc.  Later,  UPS  announced  simi- 
lar reductions  on  next-day  air  letters 
and  international  air  shipments. 

Getting  the  best  of  Federal,  howev- 
er, is  Rogers'  greatest  challenge — and 
he's  becoming  more  aggressive.  A  key 
Federal  selling  point  is  one-hour  "on 
call"  pickup,  which  UPS  hasn't  offered. 
But  that  is  changing.  Rogers  is  experi- 
menting with  "on  call" 
service  in  Dallas  and  Phil- 
adelphia. UPS  is  also  emu- 
lating Federal  by  offering 
counter  service  in  office 
buildings  and  overnight- 
letter  boxes. 

The  ultimate  battle- 
ground is  overseas.  But 
since  neither  UPS  nor  Fed- 
eral is  making  money  now 
on  foreign  business,  stay- 
ing power  is  crucial.  And 
that's  where  UPS  has  a  de- 
cided edge.  With  assets  of 
$6.5  billion,  minimal  debt,  and  $480  mil- 
lion in  cash,  Rogers  can  easily  afford 
the  losses  he  foresees  as  he  pushes 
international  sales  to  $1  billion  in  the 
next  four  years.  The  risk  for  him  is 
being  tOO  conservative — an  error  Fred 
Smith  is  unlikely  to  commit. 
/>'_(/  Reaa  W.  King  in  Greenwich,  Conn. 
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THE  MERCEDES-BENZ  300  CUSS: 

TURNING  THE  THEORETICAL  INTO 

THE  PHENOMENAL. 


It  is  not  entirely  inaccurate  to  think  of  Mercedes- 
Benz  cars  as  the  handiwork  of  a  scientific 
research  center  that  happens  to 
build  automobiles. 

Consider:  when  the  en- 
gineers of  Mercedes-Benz  began 
creating  the  300  Class,  they  tapped 
the  human  resources  of  a  research 
and  development  branch  five  thou- 
sand, eight  hundred  people  strong. 
Technological  resources  from  a 
sprawling  safety  research  center  to 
one  of  Europe's  most  powerful  wind 
tunnels.  Technological  tools  from 
powerful  high-speed  computers  to  laser  beams. 

It  was  almost  inevitable.  What 
began  as  a  set  of  ambitious  engineering  theo- 
ries ultimately  became,  eight  eventful  years 
later,  an  automotive  phenomenon. 

The  force  of  all  this  leading-edge 
technology  shaved  weight  from  bodies  while 
actually  enhancing  their  strength.  It  refined 
them  into  shapes  so  slippery  as  to  be  almost 
free  of  noisy  turbulence.  It  created  a  multilink 
independent  rear  suspension  system  that  bril- 
liantly resolves  the  conflict  between  soft  ride 
and  crisp  handling. 

Thousands  of  hours  of  bench  test- 
ing, followed  by  thousands  more  in  the  real 


world,  proved  that  a  compact  six-cylinder 
engine  can  be  designed  and  built  to  respond 
like  a  V-8.  Purr  like  a  V-8.  And 
endure  like  a  Mercedes-Benz. 

And  because  the  his- 
toric Mercedes-Benz  definition  of 
performance  encompasses  a  deep 
concern  for  safety,  the  300  Class 
advances  the  cause  of  occupant 
protection  with  a  body  structure 
designed  to  help  absorb  and  dissi- 
pate crash  energy— not  only  in  regu- 
lation head-on  tests,  but  also  in 
front  offset  collisions.  By  far  the 
likeliest  type  of  serious  impact  in  real  life. 
Swift  and  nearly  silent.  Catlike  in 
agility  yet  vaultlike  in  solidity.  Built  both  for 
instant  driving  gratification  and  long-term 
owner  satisfaction.  The  300  Class  achieves  a 
synthesis  of  functional  excellence  matched 
nowhere  else  in  the  automotive  world. 

Test-drive  the  300  Class:  260  E  or 
300  E  Sedan,  300TE  Station  Wagon  or  300  CE 
Coupe.  And  turn  the  theoretical  into  the  phe- 
nomenal for  yourself. 


Engineered  like  no  other  ear  in  the  world 


I'lH'l  Mr,.r.lr.  Hr,i/ol   N     \       ||>        M «lr .   N  J 
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late-working  executives  at  their  airport 
offices,  Smith  sheepishly  turned  up  only 
a  dime  from  his  pockets.  Fumbling,  the 
robber  dropped  a  quarter,  and  Smith 
coolly  stepped  on  it,  later  joking  that  he 
had  turned  a  15$  profit  on  the  stickup. 

Quick  profits  have  been  tougher  to 
come  by  these  days.  The  company's 
yearly  growth  in  domestic  shipment  vol- 
ume has  tumbled  from  58%  in  1984  to 
25%  in  1988.  Excluding  Tiger,  Craig  A. 
Kloner,  an  analyst  at  Goldman,  Sachs  & 
Co.,  predicts  volume  will  grow  only  10% 
a  year  through  1990.  Analysts  believe 
that  fax  machines  alone  could  eventually 
displace  30%  of  Federal's  overnight-let- 
ter shipments.  Even  more  menacing  is 
UPS,  whose  push  into  overnight  services 
has  fueled  pricing  battles. 
Earnings  climbed  63%  from 
1984  to  1988— while  reve- 
nues nearly  tripled. 
complement.  To  boost  earn- 
ings, Smith  has  focused 
more  on  the  higher-margin 
box  business  than  on  docu- 
ments and  is  beginning  to 
move  into  larger  shipments. 
To  lower  costs,  he  has  quiet- 
ly complemented  Federal's 
230-plane  air  fleet  with  one 
of  the  industry's  largest 
trucking  fleets,  which  can 
haul  packages  for  one-sixth 
the  cost.  And  Smith  is  pro- 
moting inventory-manage- 
ment services  that  convert 
his  aircraft  into  500-miles- 
per-hour  warehouses.  In 
Britain,  Federal  delivers 
parts  as  they're  needed  to 
335  Volvo  car  and  truck 
dealers  from  a  center  in 
Northamptonshire. 

As  a  result  of  Smith's  ef- 
forts, Federal's  box  business 
has  jumped  53%  in  two 
years.  It  currently  generates 
nearly  80%  of  revenues  and, 
analysts  estimate,  up  to  90% 
of  profits.  Smith  has  also  pegged  execu- 
tive bonuses  to  domestic  margins,  not 
volume  growth.  With  many  of  Federal's 
fixed  costs  in  place,  some  analysts  pre- 
dict that  the  company  will  find  profits 
easier  to  come  by.  This  year's  quarterly 
earnings  have  already  shown  some  im- 
provement. 

Still,  Smith's  international  business 
has  been  a  drain.  Overseas  losses  have 
exceeded  Wall  Street's  expectations,  and 
rigid,  government-negotiated  route  sys- 
tems limit  Federal's  ability  to  expand. 
Last  year  the  carrier  won  a  small-pack- 
age route  to  Tokyo,  but  Federal  has 
been  unable  to  secure  authority  to  ship 
goods  heavier  than  70  pounds  through  to 
other  countries.  Given  those  constraints, 


Federal's  Tokyo-bound  planes  have  been 
operating  at  as  little  as  20%  of  capacity, 
figures  analyst  George  V.  Robertson  of 
Alex.  Brown  &  Sons  Inc. 

Tiger  has  had  its  share  of  troubles, 
too.  The  freight  hauler  was  founded 
some  40  years  ago  by  a  group  of  Flying 
Tigers,  a  daring  band  of  World  War  II 
fighter  pilots.  Over  the  years,  the  com- 
pany became  modestly  profitable.  But  in 
1977,  Smith  won  his  crusade  for  air-car- 
go deregulation  over  the  strident  objec- 
tions of  Tiger  founder  Robert  Prescott, 
who  died  several  years  ago.  Heightened 
competition,  troublesome  acquisitions, 
and  steep  labor  costs  led  to  big  losses  at 
Tiger.  Finally,  Stephen  M.  Wolf,  the  for- 
mer chairman  of  Republic  Airlines  Inc., 


Smith  (left)  honed  his  gung-ho  style 
in  Vietnam.  He  still  rewards  good 
work  with  Bravo  Zulu  badges — 
a  Navy  term  for  "job  well  done" 


came  on  board  in  1986  and 
managed  to  get  the  unions  to 
accept  wage  cuts.  Tiger  has  since  re- 
bounded, earning  $89  million  on  reve- 
nues of  $1.4  billion  in  1988.  With  Federal 
taking  over,  "Prescott  must  be  turning 
over  in  his  grave,"  says  Robert  Siga- 
foos,  who  wrote  a  corporate  history  of 
Federal. 

Federal's  success  with  Tiger  could  de- 
pend on  its  ability  to  impart  its  distinc- 
tive culture,  one  that  relies  partly  on 
military  imagery.  Smith  nicknamed  his 
first  management  group  "Ho  Chi  Minh's 
Guerrillas,"  and  he  still  rewards  out- 
standing deeds  with  Bravo  Zulu  stick- 
ers— from  the  Navy  signal  flags  mean- 
ing  "job   well   done."    In   an   eyebrow- 


raising  speech  last  year,  Smith  u 
managers  to  follow  the  lead  of  t 
armies:  the  Israelis,  the  Nazis,  and 
Confederates.  All,  he  noted,  made 
most  of  limited  resources  and  ele 
many  officers  from  the  trenc 
"Fred's  style  is  to  take  the  hill 
storm,"  recalls  former  Federal  execu| 
Brian  E.  Pecon. 

'screwing  it  up.'  That  style  hasn'tj 
ways  worked  abroad.  Critics  say  Fe 
al's  take-no-prisoners  approach 
clashed  with  Europe's  tradition-stee 
business  culture.  Trying  to  set  up  a 
in  Frankfurt  in  1984,  competitors  : 
Federal  threatened  to  go  elsewhen 
airport  authorities  didn't  waive  tl 
nighttime  flight  curfews  and  certain 
bor  regulations.  Fed* 
built  a  hub  in  Brussels 
stead  but  not  before  I 
carriers  hauled  it  beh 
closed  doors.  "Federal 
told  point-blank  they  w 
screwing  it  up  for  ev< 
one,"  says  one  rival.  Fed( 
denies  that  there  was  a  ( 
flict.  But  Caroline  Czohi 
Federal's  commercial  dii 
tor  for  France,  concedes 
had  some  learning  to 
"We  thought  it  would 
just  like  doing  business 
the  U.  S." 

With  Tiger  under  its  wi 
Federal  will  still  face  a  h 
of  entrenched  couriers, 
the  Pacific  Basin,  its  tou 
est  competition  for  freii 
will  come  from  Japan 
Lines  and  Nippon  Car 
which  now  may  step 
their  U.  S.  efforts.  In 
rope,  DHL  boasts  40%  of 
Continent's  express  tra 
and  60%  of  all  U.  S.-boi 
express  packages.  TNl 
also  a  strong  and  gn 
ing  force,  bolstered  by 
cent  acquisitions  in  Italy  a 
Spain.  Both  DHL  and  TNT  insist  that 
deral's  deal  with  Tiger  will  not  fo: 
them  to  accelerate  their  own  acquisit 
plans. 

Now,  Smith  has  his  hands  full  tryfi 
to  make  the  Tiger  merger  go  smooth 
It  will  be  an  arduous  process,  but  Sm 
believes  that  he'll  be  able  to  combine  t 
two  companies  by  1990.  His  goal:  off  I 
ing  two-day  service  between  most  cit 
around  the  globe.  "Czar"  may  be  out 
the  question,  but  if  Smith  can  tame 
ger  he  has  a  legitimate  shot  at  "Lord 
the  Skies." 

By  Dean  Foust  in  Memphis,  with  Joi 
than  Kapstein  in  Brussels,  Pia  Farrell 
Paris,  Peter  Finch  and  Chris  Power  in  A 
York,  and  bureau  reports 


72  BUSINESS  WEEK/FEBRUARY  13,  1989 


COVER  S 


le  Panasonic  Boom:  the  next  generation  in  business. 


cfoy 


•■■■'-'■'" 


IV 


/ 


>*; 


> 


"There's  an  easy  way  out  in  anything. 

ut  the  messages  I'm  getting  from  the  top  today 
ay  dont  just  buy  what  everyone  else  has 
|  —buy  smart." 


The  tougher  the  business 
climate  has  gotten,  the  tougher 
top  management  has  gotten. 

And  today  it  seems  there 
are  three  key  words  in  decision 
making.  Justify,  justify,  justify. 

So  how  do  you  make  a  case 
for  Panasonic  Genesis™  copiers? 

First,  the  name  is  one  that's 
always  been  associated  with 
good  value. 

And  second,  there's  the 
product  itself.  Or  should  we  say, 
family  of  products.  Because 
Genesis  is  a  complete  line  of  full- 
featured  copiers  that  lets  you 
pick  exactly  what  you  need. 
So  you  don't  have  to  overspend 
to  get  what  you  want. 

Panasonic  Genesis  copiers. 
Not  always  the  obvious  choice. 
But  often  the  smart  one.  And  this 
is  just  one  of  the  ways  we're 
making  our  name  felt  around 
the  office  today. 

For  the  name  of  your 
nearest  dealer,  call  toll-free: 
1-800-447-4700. 


Panasonic 

Office  Automation  6 


Copiers,  Typewriters.  Printers. 
Peripherals  and  Facsimiles. 
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STRATEGIES  I 


GM'S  BUMPY  RIDE  ON 
THE  LONG  ROAD  BACK 


Profits  are  soaring,  but  GM  still  needs  winners  in  the  showroom 


Asked  in  January,  1988,  what 
would  signal  a  long-awaited  turn- 
around at  General  Motors  Corp., 
Chairman  Roger  B.  Smith  blithely  re- 
plied: "You  can  write  that  story  right 
now.  Look  at  the  cars  we  have  coming." 
The  cars  he  referred  to  were  a  trio  of 
stylish  two-door  sedans:  the  Buick  Re- 
gal, Oldsmobile  Cutlass  Supreme,  and 
Pontiac  Grand  Prix.  The  Grand  Prix 
wrested  "Car  of  the  Year"  honors  from 
Ford  Motor  Co.  But  the  new  models 
didn't  do  much  to  rev  up  sales.  And  GM's 
share  of  the  U.  S.  car 
market,  which  plunged 
to  36.3%  in  1987  from 
44.3%  in  1984,  slipped  | 
an  additional  0.4% 
last  year. 

So  what's  all  this 
talk  about  a  GM  recov- 
ery? It's  true  that  re- 
sults to  be  released  in 
mid-February  will  show 
that  a  surprisingly 
strong  third  quarter 
(BW — Nov.  14)  was  no 
fluke.  A  solid  fourth  quarter  pushed 
1988  profits  past  $4.8  billion,  up  33% 
from  1987,  on  revenues  of  $110  billion. 
That  tops  the  old  record  of  $4.5  billion 
set  in  1984.  And  in  1989,  for  the  first 
time  in  four  years,  GM  has  a  shot  at  out- 
earning  Ford.  Investors,  anticipating 
more  good  news — maybe  even  a  divi- 
dend increase — have  pushed  GM's  stock 
price  to  a  52-week  high  of  92. 
spending  LESS.  Yet  some  members  of 
the  financial  community  remain  unim- 
pressed. The  fatter  profits  are  not  the 
result  of  a  dramatic  improvement  in 
GM's  basic  U.  S.  auto  business.  A  reduc- 
tion in  capital  spending  of  more  than 
15%  from  1987's  level  was  partly  respon- 
sible. Most  of  the  profit  gains  are  com- 
ing from  GM's  booming  European  vehicle 
sales  and  from  nonauto  businesses. 
North  American  vehicle  operations  are 
just  starting  to  recover.  "It's  too  early 
to  rest  on  laurels,  because  there  aren't 
any,"  says  Scott  F.  Merlis,  auto  analyst 
at  Morgan  Stanley  &  Co. 

That  kind  of  talk  steams  GM's  top 
brass.  Says  President  Robert  C.  Stem- 
pel:  "It  just  infuriates  me  when  people 


don't  recognize  the  consolidation  and 
hard  work  at  General  Motors  over  the 
last  five  years.  We  did  the  hard  things 
to  make  it  happen."  Still,  GM's  profit 
margins  continue  to  trail  Ford's  substan- 
tially (chart),  implying  that  GM  has  a 
long  way  to  go  before  it's  as  efficient  a 
money-maker  as  its  smaller  rival. 

To  be  sure,  the  world's  largest  car- 
maker has  made  tremendous  strides.  GM 
has  cut  approximately  $7.8  billion  in  an- 
nual fixed  costs  over  the  past  two  years 
and  aims  to  slash  as  much  as  $13  billion 
by  1990.  A  shift  in  buy- 
ers' preferences  to  big- 
ger, more  powerful  ve- 
hicles as  well  as  spiffier 
styling  have  helped 


GEO    PRIZM 

Chevrolet's  new  subcompact  is 
a  replacement  for  the  Nova 


stabilize  GM's  mar- 
ket share  over  the 
past  three  months. 
GM  executives  now  ex- 
pect a  modest  one-point 
increase  this  year — for 
both  cars  and  trucks. 

"They  do  seem  to  be 
accomplishing  substan- 
tial improvements  in  efficiencies,"  ac- 
knowledges Ford  Chairman  Donald  E. 
Petersen.  Adds  Robert  A.  Lutz,  Chrysler 
Motors  Corp.  president:  "There  are  signs 
of  renewed  vitality.  They're  going  to  be 
a  formidable  competitor."  That's  faint 
praise  for  a  company  that  once  made 
more  than  half  of  all  cars  sold  in  Ameri- 
ca, dictated  pricing,  and  set  the  pace  for 
styling. 

While  GM  may  not  return  to  its  former 
preeminence,  it  can  turn  its  current  fi- 
nancial rebound  into  a  real,  sustainable 
recovery  by  continuing  to  plug  away  at 
the  basics.  It  needs  to  keep  cutting  costs 
while  developing  and  marketing  a  range 
of  winning  cars  and  trucks.  Many  of  the 
successes  so  far  are  an- 
ecdotal— a  plant  here,  a 
car  line  there — and 
haven't  yet  affected 
the  overall  numbers 
of  the  world's  largest 
manufacturer. 

First,  GM  has  yet  to 
recognize  that  it  has 
only  35%  of  the  market, 
not  the  45%  it  is  geared 


INDIANA  PLANTS 
GM'S  FACTORY 
COSTS  ARE  NIGH 


hi 
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up  to  handle.  Last  April,  Stempel  pr 
ised  that  GM's  North  American  facto 
"will  approach  100%  capacity  utilizati  I 
by  1992.  It  was  a  startling  annou  » 
ment  since,   barring  an   unlikely  h 
gain   in  market  share,   it  would  m 
shuttering  up  to  four  assembly  pla 
Since  then,  the  company  has  tried  to 
prove  utilization  by  boosting  sales. 
Jan.  31 ,  it  also  closed  a  plant  in  Fram 
ham,  Mass.  But  some  GM  plants  are 
running  at  75%  to  80%  of  capacity,  w 
Ford's  are  above  100%.  More  plants 
have  to  close. 

GIVING  the  AX.  And  more  heads  alrrfnt: 
certainly  will  roll  at  headquarters, 
axed  its  salaried  staff  by  40,000,  or  2 
over  the  past  two  years,  but  that    ga 
leaves   it  with   proportionately  m 
white-collar  workers  than  either  Fore  4 
Chrysler.    Merlis    estimates    that    fi n. 
1988  to  1993  GM  can  cut  $2.3  billion 
reducing  central  office  expenses  and 
aried   staff,    including   those   in   pla 

That  will   be  pain:  L 
Morale      among 
white-collar  ranks, 
beginning    to 
prove,    has 
fered  from  rri 
than  five  years: 
ganizational 
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CHEVY    LUMINA 

A  four-door  sedan  targeted 
squarely  at  Ford's  popular  Taurus 


vamping. 

GM  could  save  an  a 
tional  $2.1  billion,  s 
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GM  MAY  CATCH  FORD 
IN  EARNINGS.. 
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lis,  through  sales  of  some  parts  op- 
ions,  four  plant  closings,  buying 
e  parts  from  outside  suppliers,  and 
>r  cuts.  The  greatest  potential  source 
wings:  $4.7  billion  from  cost  reduc- 
S  as  GM  opts  for  suppliers  that  can 
entire  subassemblies — an  entire 
:r.  for  instance — instead  of  individual 

• 
i  hat  would  help  cut 
B  "ii  the  factory 
where     GM 


its  rivals.  GM's 
-t    efficient    as- 

ly    plant,    in 
•    len,  N.J.,  turns 
>ri  just  68  Corsicas  and 
ttas    per   employee 
mi    year,   while   Ford's 

ictivity  leader,  in 
b  mta,  makes  85  Tau- 
§    and  Sable  cars  per 

jirker.  That's  one  reason  that  Konl  en- 

i;u  <  at   least  a  $4(K)-per-vehicle  cost  ad- 

iver  GM. 

ILnother  cost  saving  effort  is  well  un- 

waj    Bj  reducing  the  complexity  of 

i  vehicles  it  builds,  GM  saves  on  parts 
I     inventory  and  makes  it  easier  for  its 

(Irkers  to  build  ears  with  fewer  Haws. 
-  s  is  a  process  Konl  began  several 

i  rs  ago  by  bundling  various  options 
■  packages  rather  than  l>\  offering  an 

■OSt  endless  array  of  Choices  to  the 
•..  snmer.  GM   followed  suit   with   its   '88 


SIIHOUETTE 

Oldsmobile's  sleek,  futuristic 
minivan  is  a  genuine  head-turner 


cars  and  has  stepped  up  the  pace  with 
the  '89s.  For  example,  Buick  Century 
buyers  last  year  could  choose  from  a 
mind-boggling  135  trillion  combinations 
of  options.  "I  don't  think  we,  or  our 
customers,  needed  that  much  flexibili- 
ty,'' says  Buick  Motor  Div.  General  Man- 
ager Edward  H.  Mertz.  Buick  has  cut 
the  number  of  possible 
combinations  on  the  '89 
Century  to  39,000. 

Derided  as  almost 
incurably   uncom- 
petitive only  18 
months       ago, 
many    of    GM's 
components   subsidiar- 
ies are  starting  to  turn 
themselves        around 
(page   78).    If   in-house 
suppliers  continue  to 
cut  costs  and  raise  pro- 


ductivity, it  will  have  a  huge  impact  on 
the  company's  cost  structure.  GM  makes 
71)  of  the  parts  in  its  cars,  compared 
with  5(1'.  for  Ford  and  3091  for  Chrysler. 

GM  has  made  big  improvements  in  its 
cars,  but  it  must  keep  pressing.  The 
quality  of  its  cars,  measured  by  tlaws 
per  vehicle,  improved  Id  in  19SS  from 
1986,  while  that  of  its  trucks  improved 
Lloyd    E.    Reuss,    who   oversees 

North  American  vehicle  Operations,  says 

the  result  is  a  30  to  60  drop  in  war- 
ranty costs,  depending  on  the  vehicle   J, 


David  Power  III,  a  market  researcher  in 
Agoura  Hills,  Calif.,  predicts  that  GM 
will  reach  quality  parity  with  such  auto- 
makers as  Honda  Motor  Co.  early  in  the 
next  decade. 

There  are  even  signs  that  GM  is  finally 
learning  to  align  its  typically  overopti- 
mistic  production  schedules  with  market 
demand.  A  study  by  Ward's  Automo- 
tive Reports  found  that  even  though  GM 
dealers  sold  2.37'  more  new  U.  S.-made 
cars  in  1988  than  in  1987,  their  average 
end-of-month  inventories  fell  16%.  The 
payoff:  Because  its  dealers  weren't 
bloated  with  cars.  GM  managed  to  avoid 
offering  fire-sale  incentives  last  sum- 
mer. That  helped  the  company  to  its 
strong  third  quarter. 
eye-catcher.  GM  has  become  more  dar- 
ing in  its  designs.  Says  Chairman  Smith: 
"I  could  take  off  my  coat  and  show  you 
the  "look-alike'  scars.  They're  healing. 
but  we've  learned  our  lesson."  Ch< 
let's  sleek  midsize  Beretta  and  Oldsmo- 
bile's sexy  Cutlass  Supreme  1 
snagged  awards  from  the  Industrial  De- 
sign Society  of  America.  A  new,  futuris- 
tic minivan — aerodynamic,  with 
ly  sloped  hood — is  a  genuine  :  ■ 
turner.  Unveiled  on  Jan  4,  it  will  be 
launched  in  the  marketplace  in  the  fall 
under  three  nameplates:  Oldsmobile  Sil- 
houette, Chevrolet  I.umina  vi'V  (all-pur- 
pose van),  and  1'ontiac  Trai 

Hut  it  requires  more  than  good  l< 
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"Digital 

gave  SAIC 
the  winning  edge 

for  the  Defense 

Departments 

$1  billion 

health-care 

contract." 


sosonso 


—  Ijlv  Iv  Murphy 
orporate  VR,<  leneral  Manager 
(  omputer  Systems ( )|n.r.uion 
(ems  Integration  (  rroup,  SAK ! 


"SAIC  is  the  government  s  largest 
employee  owned  supplier  of  infbt 
madon  systems  solutions  But  we 
needed  I  Hgitals  architecture,  global 
support  and  expertise  to  win  the 


contract  to  develop  and  install  C  3  rCS, 
a  comprehensive  health  care  infor 
mation  system,  in  over  750  Depart 
ment  of  Defense  medical  treatment 
facilities  worldwide. 

"By  using  Digitals  V5\X*  family, 
we  put  together  a  cost-effective  system 
that  can  support  every  DoD  center, 
from  the  smallest  to  the  largest.  Plus 
Digital's  development  tools  let  us 
write  software  rapidly  and  maintain 
it  efficiently. 

"Working  with  Digital  we  are 
assured  of  reliable  system  performance 
worldwide  and  effective  service  both 
overseas  and  in  the  U.S.  We  proved 
that  no  other  computer  company 
could  support  a  program  this  large 
and  expanding  this  rapidly. 

"Digital's  total  support  was  the 
key  to  winning  the  largest  contract 
in  SAIC  history.  We  now  look  forward 
to  developing  opportunities  in  the 
commercial  health-care  marketplace." 

The  rewards  of  working  together. 

Digital's  flexible  architecture  pro- 
vides access  to  tomorrow's  technology 
while  protecting  current  investments. 

Today,  with  a  consistent  systems 
foundation  that  supports  a  wide  range 
of  applications  yet  lowers  develop 
ment  and  expansion  costs.  Digital 
gives  you  an  elegantly  simple  way  for 
your  people  to  work  together  more 
productively,  more  creatively,  more 
efficiently,  more  competitively 

To  learn  more,  write  Digital 
Equipment  Corporation,  200  Baker 
Avenue,  Concord,  MA  01742  2190. 
Or  call  your  local  Digital  sales  office. 

A  way  to  work  together  like 
«« before.  j^^ 

has 

it 

now 
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to  generate  sales.  Take  the  GM10  line. 
The  three  two-door  GMlOs  introduced  as 
1988  models — the  Cutlass  Supreme,  Pon- 
tiac  Grand  Prix,  and  Buick  Regal — are 
sleek,  but  sales  have  been  so-so.  In  fact, 
GM  said  on  Jan.  31  that  it  will  give  work- 
ers who  build  the  Olds  and  Pontiac  ver- 
sions two  weeks  off  this  month.  The  pur- 
pose is  to  cut  inventories  that  have 
swelled  because  of  weak  sales.  This  is 
the  fourth  time  in  three  months  that  GM 
has  slashed  GM10  output.  The  problem: 
All  three  cars  are  two-door  sedans,  and 
buyers  are  clamoring  for  four  doors. 
The  new,  four-door  Chevrolet  Lumina 
will  go  on  sale  this  spring.  It  is  targeted 
squarely  at  the  Ford  Taurus  and  will 
swiftly  replace  the  Chevy  Celebrity  in 
the  lineup.  "The  Lumina  will  be  a  good 
car  for  them,"  predicts  Ross  H.  Roberts, 
Lincoln-Mercury  Div.  general  manager. 


But  the  Lumina  will  probably  not  be  a 
design  success  on  the  scale  of  the  Tau- 
rus. The  Lumina  delivers  less  than 
meets  the  eye.  Its  outside  styling  is 
smooth, 'though  not  dramatic.  But  once 
inside,  you  have  to  stretch  to  reach  the 
heating  and  air-conditioning  controls.  In 
today's  tough  market,  that's  as  much  a 
quality  goof  as  a  chipped  windshield. 
FUZZY  images.  Marketing  is  as  crucial  to 
success  as  design — and  GM's  record  is 
mixed.  After  seven  years  of  billing  itself 
as  the  performance  division  with  its  "We 
build  excitement"  ads,  Pontiac  sales  are 
robust.  Chevrolet's  "Heartbeat  of  Amer- 
ica" campaign  has  also  been  a  winner. 
But  Oldsmobile  and  Buick  have  fuzzy 
images — and  weak  sales. 

GM  often  drops  the  ball  when  promot- 
ing specific  vehicles.  For  instance,  in 
mid-1987,  GM  introduced   its   first  com- 


HOW  THE  UAW  IS  DOING  ITS  PART 
FOR  GM'S  PARTS 


In  1986,  workers  at  GM's 
Inland  Div.  plant  in  Li- 
vonia, Mich.,  needed  48 
hours,  6  minutes  to  make 
the  interior  portion  of  a 
door  for  a  Chevy  Cavalier 
sedan.  Today,  they  do  it  in 
12  hours,  7  minutes.  The 
goal:  6  minutes. 

General  Motors  Corp. 
could  use  more  Livonias.  If 
GM  is  ever  to  shuck  its  dis- 
tinction as  Detroit's  high- 
cost  producer,  all  its  12 
components  divisions  will 
have  to  become  a  lot  more 
competitive.  Just  two 
years  ago,  management 
was  making  noises  that  GM 
might  shift  more  of  its 
parts  purchases  to  outside 
suppliers,  who  now  get 
just  30%  of  its  business.  But  then  GM 
executives  and  United  Auto  Workers 
Vice-President  Donald  Ephlin  joined 
hands  and  shook  things  up.  Ephlin  is 
easily  the  UAW's  foremost  proponent  of 
working  hand  in  hand  with  manage- 
ment to  save  jobs.  And  GM  got  an  extra 
push  toward  cooperation  when  it 
signed  a  labor  contract  in  1987  that 
made  it  more  expensive  to  shut  plants 
and  lay  off  workers. 
bright  spot.  While  joint  efforts  to  im- 
prove efficiencies  at  GM's  remaining 
parts  operations  have  had  mixed  re- 
sults, there  are  signs  of  progress:  At 
Fisher-Guide  Div.'s  Columbus  (Ohio) 
factory,  which  makes  door  locks,  union 
workers   suggested   design  changes 


GM'S  HOG!  UNO 


that  cut  manufacturing 
costs.  At  AC-Rochester 
Div.  plants  in  Flint,  Mich., 
workers  rearranged  pro- 
duction lines  to  turn  out 
more  fuel-injection  sys- 
tems with  fewer  people. 

One  of  the  brightest 
spots  so  far  is  Livonia. 
Clusters  of  workers  cut 
and  sew  fabrics,  then  at- 
tach the  pieces  to  interior 
door  panels.  Aside  from  in- 
creasing productivity  dra- 
matically, labor  and  man- 
agement have  been  able  to 
slash  inventories  and  re- 
duce waste.  For  example, 
running  a  single,  expen- 
sive cutting  machine  all 
day  made  the  plant  look 
more  cost-efficient.  But 
that  piled  up  inventories,  left  backlogs 
of  material,  and  ruled  out  quick  turn- 
arounds on  orders.  Now,  five  smaller 
cutting  machines  do  the  job,  running  at 
less  than  40%  of  capacity  to  hold  down 
inventories.  Plants  Livonia  supplies 
missed  schedules  479  times  in  1987  be- 
cause of  its  foul-ups,  but  only  85  times 
in  1988.  Livonia  had  to  throw  away  $3.5 
million  in  obsolete  inventory  at  the  end 
of  1987.  Last  year  it  tossed  just 
$600,000  worth. 

GM  isn't  convinced  that  all  its  compo- 
nents divisions  will  make  it.  But  by 
now  every  plant  has  a  self-improve- 
ment plan.  Says  GM's  components  chief 
William  E.  Hoglund:  "The  right  thing 
to  do  is  give  them  a  chance." 


pletely  new  full-size  pickups  in  mo 
than  13  years.  GM  was  convinced  thi 
were  the  best  on  the  market,  but  sa; 
were  stuck  in  first  gear.  Macho  pick 
buyers  were  put  off  by  a  design  consi 
ered  a  bit  too  aerodynamic  to  be  rouj 
and  rugged.  Over  the  past  six  month 
however,  word  of  mouth  on  the  quali 
of  the  trucks  and  a  heavy  ad  campaig 
pushed  sales  into  overdrive.  The  car 
paign  featured  a  series  of  rowdy  cor 
parison  ads  aimed  at  Ford's  F-seri 
pickup,  testimonials  from  former  Foi 
truck  owners,  and  a  radio  spot  that  cor 
pares  the  new  pickup  to  the  streamline 
"big  rigs  you  see  on  the  road." 

The  pickups'  tale  shows  that  GM  ca] 
be  content  to  build  better  vehicles.  Th 
must  be  suited  to  customers'  wants  ai 
tastes  and  marketed  appropriately.  F 
example,  Chevrolet's  Japanese  impo 
have  always  sold  poorly  because  sh< 
pers  looking  for  an  import  wouldn't  vi 
a  Chevrolet  dealer.  Now,  to  stress  t 
cars'  international  origins,  they  are 
ing  grouped  into  a  new  Geo  line,  un 
the  Chevrolet  banner.  They  include  tty 
subcompact  Geo  Prizm  and  off-road 
Tracker. 

land-barge  look.  At  the  high  end 
the  market,  there's  the  Buick  Rivie 
Buyers  stayed  away  from  the  downsi 
'87  and  '88  models.  So  Buick,  deciding 
image  is  to  be  "substantial"  and  "nf 
ture,"  stretched  the  '89  model  11  inch! 
and  returned  to  a  more  traditional  tail 
light  design.  Dealer  organizations  put  U] 
billboards  showing  the  car's'  rear  ent 
with  the  caption:  "Riviera's  Back."  Thi 
cars  are  leaving  dealers'  lots  at  near! 
triple  the  pace  of  a  year  ago. 

Sales  of  the  Cadillac  Eldorado  took  of 
after  a  styling  return  to  a  classic  Ameri 
can  land-barge  look,  with  subtle  fins 
But  Cadillac  Div.  may  be  pursuing  bet 
ter  sales  in  the  short  run — with  a  strate 
gy  that  will  hurt  in  the  long  run.  Th 
average  1988  Caddy  buyer  was  61. 
years  old,  and  the  new  Eldorado's  buy 
ers  aren't  any  younger.  The  division  has 
talked  about  building  a  car  for  younger 
wealthier  folks  but  hasn't  done  so.  Now 
Cadillac  says  that  if  the  new  European- 
style  luxury  cars  that  Toyota  Motor 
Corp.  and  Nissan  Motor  Co.  will  begir 
selling  next  fall  are  successful,  it  ma) 
come  out  with  competing  vehicles. 

GM  wouldn't  have  such  entries  reac| 
until  1992,  though — giving  its  rivals 
three-year  head  start.  It  could  become 
another  case  of  too  little,  too  late,  at  a 
time  when  GM  badly  needs  to  reassert 
itself  as  a  product  leader.  If,  as  Roger 
Smith  says,  you  can  get  the  clearest 
reading  on  GM's  prospects  by  looking  at 
the  spiffy  new  cars  it  rolls  out,  GM| 
turnaround  is  still  far  from  assured. 
By  James  B.  Treece  in  Detn 
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"JUST  GET  ME 
WHAT  I  NEED.  NOW/' 


"Don't  just  sit  there. 

"We've  got  15  minutes  to  put 
together  a  complete  dossier  on  the 
competition— annual  report  info, 
company  vs.  industry  data,  break- 
ing news,  stock  quotes,  everything. 
Let's  move.  .  .  ." 

I  hear  myself  asking  a  lot  of  my 
staff;  and  others  asking  a  lot  of  me. 
It's  not  unreasonable,  not  if  you 
want  to  come  out  on  top. 

I  recently  made  our  job  easier. 
I  subscribed  to  Dow  Jones 
News/Retrieval: 

It's  the  premier  source  of  online 
business  and  financial  information 
from  Dow  Jones  &  Company,  In. 


publisher  of  The  Wall  Street  Journal. 
And  all  you  need  to  get  it  is  a  per- 
sonal computer  and  modem. 

Using  their  QuickSearch  service 
111  get  that  complete  dossier  within 
15  minutes,  maybe  less.  With  their 
over  40  other  services,  I  can  get 
everything  from  the  full  text  of  the 
'Journal,  to  current  stock  quotes, 
and  detailed  financials  on  thousands 
of  companies. 

I  can  get  exactly  what  I  need.  No 
fluff.  No  waste. 

Make  the  job  easier  on  yourself, 
and  your  staff.  Call  to  start  your 
membership  today. 

Get  what  .you  need,  NOW. 


Get  8  FREE*  hours  online. 

Show  me  how  News/Retrieval  can  help.  Send  me  a  $49.95  Business 
Membership  including:  passwords  for  me  and  my  staff,  one  year  of 
Dowline  Magazine!v  and  waiver  of  my  first  year's  $18  annual  service 
fee,  or  a  Personal  Membership  at  $29.95  with  5  free"  hours. 

S 1995  Business  Membership  D  $29.95  Personal  Membership 

□  Bill  me  (heck  enclosed 

□  Charge  to  my  AmEx 

Acct  No. Exp 

Signature  (required) 

If  you  pay  by  credit  cant  future  changes  will  be  billed  to  that  account 
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Address 
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Daytime  Phone . 

Plea  -  alomiation 

Mail  to  DJN  H  Membership  Kit.  P.O  Boa  186  Drvxrl  H:l!   1  \      ■ 

For  faster  service,  call  1-800-2217700,  Ert  136C  today! 
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MONEY  &  BANKING  I 


CAN  BUSH'S  THRIFT  DOCTORS 

FIND  A  TREATMENT  THAT  WILL  TAKE? 


The  Administration's  first  moves  on  the  S&L  muddle  resemble  slapstick  more  than  surgery 


The  honeymoon  after  President 
Bush's  inauguration  was  the  per- 
fect opportunity  for  a  bold  new  ap- 
proach to  an  issue  at  the  top  of  the 
Administration's  domestic  agenda:  the 
savings-and-loan  crisis.  But  so  far,  craft- 
ing a  rescue  for  the  ailing  thrift  industry 
has  proved  as  daunting  for  Bush  aides 
as  it  was  for  the  Reagan  Administration. 

The  Treasury  Dept.  is 
preparing  another  new 
S&L  package.  But  its 
maiden  efforts,  led  by 
ex-Harvard  professors 
Robert  R.  Glauber  and 
David  W.  Mullins  Jr. 
and  Reagan  appointee 
Gregory  P.  Wilson, 
have  bordered  on  slap- 
stick. First  idea:  How 
about  nicking  every 
bank  and  S&L  customer 
25<t  a  year  for  every 
$100  in  their  accounts? 
Many  trial  balloons  get 
shot  down;  that  one  got 
hooted  down.  Sure,  sav- 
ers find  comfort  in  fed- 
eral insurance,  but  why 
should  they  have  to  pay 
for  the  past  blunders  of 
industry  and  govern- 
ment officials. 

0.  K.,  Treasury  coun- 
tered, let's  boost  the 
premiums  the  thrifts 
pay  anyway.  But  that's 
already  been  done,  and 
many  in  Congress  and 
the  industry  say  that 
yet  another  boost  would 
result  in  more  flounder- 
ing thrifts. 

deep  ditch.  The  dither- 
ing comes  at  a  time 
when  another  Washing- 
ton priority  is  rapidly — 
and  unintentionally — 
deepening  the  S&Ls' 
plight.  In  its  efforts  to 
stifle  inflation,  the  Fed- 
eral Reserve  Board  is 
ratcheting  up  short- 
term  interest  rates. 
That  directly  raises  the 


thrifts'  cost  of  deposits.  At  the  same 
time,  long-term  rates,  which  they  collect 
on  mortgage  loans,  are  lagging  as  the 
Fed  succeeds  in  quieting  inflation  fears. 
The  resulting  earnings  squeeze  could 
prove  devastating.  Richard  T.  Pratt,  who 
heads  Merrill  Lynch  &  Co.'s  thrift-fi- 
nance operations,  predicts  that  over  the 
next  three  quarters  the  healthier  S&Ls 
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might  see  their  operating  profits  dive 
much  as  50%.  "The  barely  solvent  will 
breakeven  or  lower,"  he  says. 

If  rates  keep  climbing,  thrifts 
face  a  replay  of  the  early  1980s,  wl 
deposit  rates  soared  high  above  the  le 
of  fixed-rate  mortgages.  If  Treasury 
rates  reach  11%,  many  adjustable-r 
mortgages   will   reach   their   maxim  ^ 
"cap"   rate.  S&Ls 
then  watch  rising  co 
outstrip  fixed  reveni  | 
once  again.  Yet  ind 
try  officials   still   s 
some  thrifts  using  "i 
cidal    pricing"    to 
customers  with  cut-r; 
mortgages.  "I'm  afr; 
at   some    point 
loans   will   blow 
the  thrifts'  faces 
Jonathan   E.   Gray, 
analyst   at   Sanford 
Bernstein  &  Co. 
laudable.   Even    soi ;, 
moves  by  federal  rej  f 
lators  to  rein  in  the  d; 
gerous   business  pr 
tices  that  plunged  1 
industry  into  its  curre 
state    may   worsen 
condition.  Proposed  a 
ital  rules  would  requ:  L 
S&Ls  to  hold  more 
serves   for  riskier 
vestments.  That  goal 
laudable.   Yet  it  m 
force   thrifts   to   shi 
higher-yielding  produ(  j 
such  as  some  mortgaj  j 
backed   securities   at 
time  when  the  extra 
come  is  sorely  needec  ^ 

Rule-bending   by   t 
Federal    Home    Lo 
Bank  Board  has  helpj 
attract  investors  to  si 
thrifts,   but   that   cou^ 
come  back  to  haunt 
Federal  Savings  &  Loi 
Insurance  Corp.  Lenie  lf' 
cy  "increases  the  risk 
FSLIC  that   the    instit 
tion  will  be  back  on 
doorstep   one   of  the 
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»9,"  warn  I  '  'raic  \  Simmons,  8  ' 
1  Accounting  Office  official. 
'he  more  the  industry's  outlook  dark- 
,,  the  less  prepared  Wa  ihington 
ins  to  be.  Congress  wants  the  Bush 
ninistration  to  take  the  lead — and  the 
itical  heat.  White  House  aides  want  to 
eline  the  bank  board,  which  they  say 
ISrvised  the  industry  inadequately, 
dons  include  merging  KSLIC  with  the 
leral  Deposit  Insurance  Corp.,  which 
ers  banks,  or  creating  a  superagency 
oversee  both.  But  those  ideas  leave 
'makers  cold.  "There  are  enough  reg- 
tory  agencies  to  choke  a  horse  al- 
dy,"  says  House  Banking  Committee 
mber  Stan  Parris  (R-Va.). 
n  a  report  expected  shortly,  Treasury 
ikely  to  propose  paying  for  the  clean- 
by  raising  perhaps  $50  billion 
ough  special  new  bonds  over  a  period 
years.  That  would  be  in  addition  to 
$40  billion  budgeted  by  the  bank 
ird  to  rescue  insolvent  S&Ls.  But  law- 
kers  on  both  sides  of  the  aisle  are 
sting  Treasury's  ideas  for  paying  the 
litional  interest  cost.  Senator  John 
inz  (R-Pa.),  a  senior  member  of  the 
late  Banking  Committee,  says  he  is 
lalterably  opposed"  to  a  deposit  tax. 
ne  only  way  I  would  vote  for  that  is  if 
neone  shoots  me  and  votes  for  me  by 
>xy,"  he  declares. 

8HT  to  the  death.'  But  other  options 
y  prove  no  more  popular.  If  taxing 
)ositors  is  off-limits,  Treasury  would 
/e  banks  and  thrifts  come  up  with  as 
.ch  as  $7.5  billion  more  a  year  through 
extra  one-quarter  of  1%  fee  for  de- 
"fjit  insurance.  Banks  and  thrifts,  which 
/  nearly  $4  billion  a  year  for  insurance 
w,  say  Treasury  can't  win  that  way. 

fj-ey  would  simply  pass  the  burden 
ng  to  customers  through  higher  ser- 
e  fees  or  lower  interest  rates  on  de- 
sits.  And  that  would  drive  more  sav- 
5  into  rival  money-market  funds, 
lich  are  outside  the  deposit-insurance 
stem.  Thrifts,  which  already  pay  a 
fty  fee  to  prop  up  FSLIC,  are  particu- 
ly  irate.  Higher  premiums,  they  ar- 
€,  would  kick  more  than  70  teetering 
•ifts  into  insolvency  and  even  plunge 
)  to  750  commercial  banks  into  the 

I^i.  "The  banking  and  thrift  industries 
II  tight  to  the  death  on  this,"  says 
•nneth  A.  Guenther,  president  of  the 

led  dependent  Bankers  Assn. 

d  'Despite  opposition,  banks  and  thrifts 
•  likely  to  pay  somewhat  higher  pre- 
oms,  Bui  that  won't  be  enough  to  cov- 
the  entire  bill.  The  12  regional  Federal 
ime  Loan  Hanks,  which  are  owned  by 

je  industry,  maj    have  to  contribute 

■ -'  5    billion    in    retained    earnings. 

e  Fed  might  be  required  to  pay  inter 

t  on  us  $37  billion  in  bank  reserves 

d  funnel  it   for  a  limited  period  into  a 

rift-bailout  fund.  There's  $2.6  billion  a 

ar     \nd  Treasury,   despite   its   scram 
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'The  only  way  I'd  vote  for 
[a  deposit  tax]  is  if  someone 

shoots  me  and  votes  by 
proxy,'  says  Senator  Heinz 


bling,  may  have  to  come  up  with  some 
cash  as  well.  "There  is  no  solution  that 
will  not  pinch,"  says  House  Banking 
Committee  member  Jim  Leach  (R-Iowa). 
Once  policymakers  find  the  money, 
moreover,  they  face  an  obstacle  to 
spending  it — the  Gramm-Rudman  law. 
Added  spending  of  $5  billion  to  $8  billion 
a  year  could  thwart  efforts  to  continue 
shrinking  the  budget  deficit,  as  the  law 
requires.  Here  Treasury  officials  think 
they've  spotted  a  way  out:  putting  much 


of  the  money  into  the  fl  ical  1989  budget, 
which  has  abroad)  technically  met  H 

rial    deadline    under    Gramm  Rudman 

Thai    way    the    new    appropriation 

wouldn't  the     a'-ro  ,-.  the  board 

ding   CUtS   the   law   mandate-    when 

the  budget  exi 

irt,    lawmakers    may    exempt   the 
spending  from  Grarnm-Rudrnari  tar. 

Even  if  President  Bush  and  Treasury 
cobble  together  some  fresh  ideas,  they 
will  have  to  be  far  better  salespeople  on 
the  Hill  than  they  have  been  so  far.  The 
almost  comic  deposit-tax  episode  raises 
questions  about  whether  the  Bush  Ad- 
ministration is  nimble  enough  to  respond 
as  the  thrift  crisis  continues  to  worsen. 
The  trouble  is,  the  longer  the  Bush  team 
fumbles,  the  bigger  the  bill  the  nation 
will  have  to  foot. 

By  Catherine  Yang  in  Washington  and 
Frederic  A.  Miller  in  Sew  York 


PUBLIC  FINANCE  I 


DREXEL  IS  IN  THE  DOGHOUSE 
WITH  CITIES  AND  STATES 


Its  legal  woes  could  put  a  dent  in  its  public-sector  business 


On  Dec.  22,  the  day  after  Drexel 
Burnham  Lambert  Inc.  agreed 
to  plead  guilty  to  six  federal  fel- 
ony counts,  Chief  Executive  Officer 
Frederick  H.  Joseph  took  a  phone  call 
from  Marshall  Burkes,  who  manages 
pension  funds  for  the  state  of  Wiscon- 
sin. Although  the  tone  was  cordial 
enough,  Burkes's  message  had  an  edge: 


WHERE  STATE  OR  LOCAL  APPROVAL 
IS  CRUCIAL  TO  DREXEL 

BOND  UNDERWRITING 

It  brings  municipal  debt  issues  to  market 

BOND  TRADING 

It  helps  keep  the  market  liquid  by  dealing  in  munis 

LOCAL  OFFICES 

Its  retail  brokers  are  state  regulated 

SECURITIES  BROKERAGE 

It  sells  stocks  and  bonds  to  public  pension  funds 

RAISING  EQUITY 

It  often  needs  state  approval  for  stock  offerings 

DATA  DREXEL  BURNHAM  LAMBERT  INC 


The  state  funds  have  "a  practice  of  not 
doing  business  with  felons."  So,  at  least 
for  now,  si  million  a  year  in  commis- 
sions and  fees  would  go  elsewhere. 

After  two  years  of  being  dominated 
b\  a  federal  investigation  of  stock 
abuses,  Drexel  now  must  contend  with 
the  states  and  cities.  While  most  officials 
say   they   have  been  pleased  with   Drex- 


el's  services,  they  add  that  law,  custom, 
and  political  pressures  leave  them  little 
choice  but  to  back  away — and  perhaps 
levy  punishments  of  their  own. 

Despite  its  identification  with  corpo- 
rate takeovers  and  junk  bonds,  Drexel 
has  developed  extensive  dealings  with 
public-sector  clients  (table).  It  is  the 
No.  10  firm  in  underwriting  municipal 
bonds,  for  instance.  And 
its  vulnerability  goes  far 
beyond  the  direct  busi- 
ness involved.  Each  state 
regulates  local  Drexel  re- 
tail brokers,  a  sales  force 
of  1,150  that  does  10%  of 
Drexel's  business. 
high  GROUND.  Local  pub- 
licity about  possible  state 
sanctions  can  only  wors- 
en the  climate  for  Drexel. 
The  federal  guilty  plea 
"makes  it  incredibly 
tough  for  public  funds  to 
use  them."  says  Michigan 
Treasurer  Robert  Bow- 
man, who  predicts  that 
will  start  to  snowball." 
handful    of   officials    have 


the  "outcry 
So  far,  a 
been  quick  to  take  the  high  ground  at 
Drexel's  expense.  New  York  Mayor  Ed- 
ward I.  Koch,  whose  administration 
been  plagued  with  corruption,  swiftly 
denied  Drexel  its  usual  role  in  the  city's 
spring  borrowing.  Pending  an  investiga- 
tion and  a  hearing.  New  Jeisej  acted  on 
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Jan.  31  to  suspend  Drexel's  dealings 
with  Atlantic  City's  casinos.  And  Penn- 
sylvania Treasurer  Catherine  Baker 
Knoll  declared  that  her  state  will  cut  off 
for  at  least  two  years  any  investment 
firm  that  is  convicted  of  a  felony  or 
pleads  guilty  to  one. 

That's  just  for  starters.  Even  small 
states  strapped  for  regulatory  manpow- 
er carry  a  heavy  club:  the  authority  to 
take  away  Drexel's  right  to  do  any  busi- 
ness within  their  borders.  Once  Drexel 
actually  pleads  guilty 
and  settles  with  the  Se- 
curities &  Exchange 
Commission,  state  secu- 
rities regulators  will  de- 
cide whether  the  firm 
hurt  any  citizens  in 
their  states.  To  mini- 
mize the  damage, 
Drexel  will  have  to  go 
hat  in  hand  to  each 
state  securities  commis- 
sioner, and,  as  one  secu- 
rities lawyer  puts  it,  let 
each  state  exact  its 
"pound  of  flesh." 

In  many  cases,  cash 
will  do.  States  will  levy- 
fines  that  could  total 
$10  million  to  $15  mil- 
lion, estimates  John 
Perkins,  Missouri's  se- 
curities commissioner.  While  this 
amount  seems  a  pittance  compared  with 
Drexel's  $650  million  in  federal  penal- 
ties, it  is  obvious  that  Drexel's  offenses 
loom  larger  to  states  than  those  of  E.  F. 
Hutton  &  Co.  After  pleading  guilty  to 
check-kiting,  Hutton  was  fined  only  $2 
million  by  various  states. 
Beverly  ILLS.  Perkins  is  one  of  three 
state  commissioners  informally  coordi- 
nating the  states'  moves.  States  could 
bar  Drexel  from  specific  activities  or  re- 
quire the  company  to  open  its  books  to 
them.  The  moves  could  "end  up  putting 
a  certain  price  on  Drexel  doing  business 
in  the  states,"  says  Scott  Staf,  a  spokes- 
man for  the  North  American  Association 
of  Securities  Administrators.  "What  one 
wants  to  be  assured  of  is  that  the  cancer 
has  been  removed,"  says  Barry  C.  Guth- 
ary,  director  of  Massachusetts'  state  se- 
curities division. 

Because  the  alleged  wrongdoings 
were  committed  in  Drexel's  Beverly 
Hills  office,  "California  probably  has 
greater  interest  than  any  other  state," 
says  G.  William  McDonald,  the  state's 
key  securities  regulator.  California  may 
make  an  independent  investigation  of 
the  Beverly  Hills  office  to  see  if  any 
state  laws  were  violated.  And  Califor- 
nia's $45  billion  state  pension  fund  will 
decide  at  a  Feb.  15  board  meeting 
whether  to  take  any  action. 


In  response  to  the  grass-roots  indigna- 
tion, Drexel  is  mobilizing  "50  teams  in  50 
states,"  says  Senior  Executive  Vice- 
President  Allan  L.  Sher.  Backed  by  a 
legion  of  lawyers  and  hard-won  experi- 
ence at  fending  off  Washington  regula- 
tors, the  firm  will  try  to  persuade  each 
state  that  doing  business  with  Drexel  is 
0.  K.  The  company  has  brought  in  high- 
powered  Washington  law  firms,  includ- 
ing Baker,  Worthington,  Crossley, 
Stansberry  &  Woolf,  the  firm  of  GOP 


MICHIGAN  TREASURER  BOWMAN: 
"THE  OUTCRY  WILL  SNOWBALL" 


luminary  Howard  J.  Baker  Jr.,  and  Akin, 
Gump,  Strauss,  Hauer  &  Feld,  the  firm 
of  Democratic  power  broker  Robert  S. 
Strauss. 

These  pricey  advisers  have  been  hud- 
dling to  find  at  least  one  law  firm  in 
each  state  to  represent  Drexel.  In  Flori- 
da, which  may  bar  it  from  bond  under- 
writings  or  securities  deals  for  two 
years,  Drexel  has  hired  three  firms 
heavily  staffed  by  former  state  officials. 

Drexel's  argument  to  state  officials 
will  probably  go  something  like  this: 
We've  cleaned  up  our  act.  We  hope  to 
hire  a  squeaky-clean  bigwig,  such  as  for- 
mer SEC  Chairman  John  S.  R.  Shad,  to 
help  run  the  firm.  Why  pile  abuse  on  us? 
We've  paid  our  fine.  Lay  off  and  let's 
get  back  to  business. 

Another  Drexel  defense  will  be  the 
likely  departure  of  junk-bond  whiz  Mi- 
chael R.  Milken:  Only  his  small  part  of 
the  organization,  the  company  might  ar- 
gue, was  responsible  for  the  problem. 


Drexel  is  mobilizing  '50 

teams  in  50  states'  to 

convince  each  state  that 

doing  business  with  it  is  O.  K. 


: 


Besides,  it  could  suggest,  the  pros 
tors  never  got  enough  evidence  to  pr 
we  did  anything  wrong.  When  t 
threatened  to  ruin  us  with  a  racket* 
ing  indictment,  we  had  no  choice  bul 
plead  guilty. 

However,  Drexel's  best  defense 
be  the  substantial  organizatio 
changes  it  probably  will  make,  such 
reining  in  the  Beverly  Hills  office.  " 
will  be  taking  tangible  steps,  such 
instituting  new  procedures,  which  we 
lieve  will  meet  m; 
people's  concerns,"  s 
a  spokesman. 

'TYPHOID    MARY.'    Mi 

public  officials  are 
ready  sympathe 
They  praise  Drex< 
professionalism  and  i 
that  many  employ 
have  been  unfairly 
nalized  by  the  appar 
sins  of  a  few.  Sta 
such  as  New  Yc 
could  be  especially 
erant — after  all,  1 
firm  has  5,500  empl 
ees  there.  And  it  is  ! 
likely  that  any  state  \ 
flatly  prohibit  Dre: 
from  doing  business, 
the  U.  S.  doesn't  de 
it  mandatory  to  revc 
Drexel's  license  nationally,  "it  woi 
seem  unnecessary  for  a  state"  to  do 
locally,  says  California's  McDonald. 

Still,  pleading  guilty  undoubtedly  \ 
hurt  Drexel's  public  standing.  Compi 
tors  say  that  the  most  serious  damage 
the  subtle  discrimination  a  felon  exp< 
ences.  Wall  Street  rivals  are  sure 
make  the  most  of  Drexel's  troubles.  F 
example,  the  firm  used  to  be  a  leader 
financing  thrifts.  Suddenly  its  acknoi 
edged  skills  are  underutilized,  becai; 
having  Drexel  on  its  side  could  give 
beleaguered  thrift  even  more  troul 
with  federal  regulators.  "It's  like  Dre? 
is  Typhoid  Mary,"  says  a  rival  municif 
bond  dealer.  "It  will  take  them  years 
patch  this  up." 

For  now,  the  states'  reactions  depe 
a  lot  on  how  harsh  the  SEC  settlement 
For  example,  Michigan's  Bowman 
waiting  to  see  if  the  federal  governme 
takes  away  the  company's  privileg 
status  as  a  primary  dealer  in  Treasu 
securities. 

But  whether   Washington   deals 
firm  a  body  blow  or  a  rap  on  the  knu($ 
les,  the  50  states  are  sure  to  genera 
lots   of   anti-Drexel   smoke — and   sor|ta 
fire — for  months  to  come. 

By  Leah  J.  Nathans  in  New  York,  wi; 
Jonathan  B.  Levine  in  San  Francisco,  .1 
chael  Schroeder  in  Pittsburgh,  and  Am 
nio  N  Fins  in  Miami 
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Undoubtedly,  the  780  Coupe  is  the 
lost  luxurious  Volvo  ever  built.  And  at  only 
499  a  month,  (first  monthly  payment  is 
squired  in  advance),*  Nfe  a  luxury  you  don't 
ave  to  live  without.  Additionally,  our 
xtended  service  contract,  VIR  is  yours  at  no 
Mia  charge. 

Designed  exclusively  for  Volvo  by 
lei  tone  o\  Italy,  the  780  is  a  car  not  often 
een  on  the  road- only  a  handful  are  produced  each  week. 
leys  ait  spent  working  on  each  car  by  hand,  resulting  in 
caliiics  that  more  than  satisfy  yom  needs  tor  comfort 
ind  pleasure.  I  ike  the  rich  quality  of  the  hand-sewn 


LEASE  A 
VOLVO  780  FOR 

A  MONTH 


leather  found  on  the  seats.  And  the  deeply 
polished  burled  birchwood  that  trims  the 
interior. 

Of  course,  Volvos  high  standards  which 
make  for  slow  production  do  not  preclude  an 
appreciation  for  high  performance.  As  you  can 
discover  by  driving  a  780  with  a  V-6  or  an  air-to- 
air  intercooled  turbo  capable  of  achieving  175 
horsepower. 
Please  see  your  Volvo  dealer  to 

test  drive  this  remarkable automo-     ~^/"C^1    7^7" f^ 

bile.  It  will  convince  you  to  take  us 

up  on  this  offer  to  put  nothing  dow  n.  A  CdV  you  can  belie\  C  in. 


In  si  monthly  p.ivnu-ni  required  il  delivei  t  Offered  .11  participating  Volvo  dealers  to  qualified  customers  through  *.pril  10,  IWK  Volvo  1  inance  North  America  Iik  Price  based  on  j 
o  month  closed  end  lease  ol  ■>  i'w  Volvo  »80  Subject  to  availability  MimonthK  payments  equal  .>  total  ol  %2v  lM<i  Customci  responsible  foi  taxes,  registration  and  ink  fees  t  tc  po  mile 

«»)  Option  to  purchase  .ii  end  of  lease  at  price  equal  to  fait  wholesale  market  value  based  on  \  w>  \  /  \rdCui  Gnkh   1  esscc  responsible  tor  maintenance  .md  repairs  noi  ...'M-rcd  b) 
vranl)  Sec  your  participating  Volvo daakrfoi  vici.nK  I   1989  Volvo  Finance  North  America.  Inc 

SEE  YOUR  PARTICIPATING  VOLVO  DEALER.0FFER  ENDS  APRIL  30,1989. 
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MARKETS  &  INVESTMENTS! 


THE  MARKET  RALLY 
IS  GETTING  NO  RESPECT 


The  Dow's  200-point  January  surge  isn't  luring  mom  and  pop 


For  Wall  Street  it  was  Christmas  in 
January.  Rising  for  four  weeks 
straight,  the  Dow  Jones  industrial 
average  climbed  200  points  and  pushed 
toward  2400 — challenging  the  levels 
reached  in  the  summer  of  1987.  With 
volume  surging,  the  word  has  begun  to 
spread:  The  small  investor  is  back.  "My 
desk  is  exploding  with  new  business," 
says  Charles  M.  Magowan,  a  Merrill 
Lynch  &  Co.  broker  in  San  Francisco. 
"The  good  clients  are  back  and  the  bad. 
They're  buying  high  quali- 
ty— and  complete  garbage.'^ 

Have  small  investors 
actually  begun  to  flock 
back  to  the  market? 
Most  market  watchers 
have  a  simple  answer: 
No.  While  a  smattering 
of  brokers  has  reported 
a  business  surge,  and  in- 
vestors are  a  bit  less 
nervous,  it's  clear  that 
individuals  are  not  re- 
turning en  masse.  "We 
don't  see  evidence  of  a 
return  of  small  inves- 
tors," declares  David 
Komansky,  a  Merrill 
Lynch  senior  vice-pres- 
ident in  charge  of 
the  brokerage's  440 
retail  outposts,  includ- 
ing Magowan's.  "Over  the 
past  few  weeks  we  have  seen 
business  pick  up,  but  we 
don't  see  it  as  a  meaningful 
change  in  sentiment." 
silver  lining.  The  longtime  institutional 
domination  of  the  market  was  exacerbat- 
ed by  Bloody  Monday,  as  small  investors 
fled  to  the  sidelines.  And  as  long  as  they 
remain  out  of  the  market,  malaise  is 
likely  to  continue  for  the  securities  in- 
dustry as  a  whole.  Mutual  funds,  large 
retail  brokerages,  and  discount  brokers 
will  be  hurt.  Rut  the  implications  for 
stocks  could  be  bright.  If  the  market  is 
doing  quite  well  without  individual  inves- 
tors, some  market  mavens  point  out, 
imagine  how  well  it  would  do  if  small 
investors  actually  return. 

Evidence  of  continued  small-investor 
queasiness  abounds.  Trades  of  100 
shares  or  less,  0.8%  of  total  volume  in 


November  and  December,  remained  un- 
changed during  the  late-January  rally, 
according  to  Salomon  Brothers  Inc. 
Moreover,  the  market's  recent  flurry 
has  not  been  quite  so  strong  among 
small-capitalization  stocks,  a  stronghold 
of  small-investor  activity.  The  Russell 
2000  index  of  small-cap  stocks  rose  4.4% 
in  January,  3.6  points  less  than  the  Dow. 


"If  the  individual  investor  is  back,  why 
haven't  the  small-caps  risen  as  much?" 
muses  Jeffrey  M.  Schaefer,  research  di- 
rector of  the  Securities  Industry  Assn. 

Likewise,  there's  no  evidence  to  sug- 
gest that  equity  mutual  funds  have  be- 
gun to  fuel  the  stock  market.  In  Decem- 
ber, the  latest  month  for  which  figures 
are  available,  sales  of  common  stocks  by 
mutual  funds  exceeded  purchases  by 
$284  million — worse  than  the  $43  million 


that  was  recorded  in  December, 

If  the  rally  continues,  however,  I 
investors  may  be  tempted.  At  Fid 
Management  &  Research  Co.  in  Bos 
Michael  J.  Hines,  vice-president  of  i 
keting,  says  that  new  accounts  in  s 
growth  funds  as  the  Fidelity  Capital 
preciation  and  Fidelity  Magellan  fi 
have  risen  to  1,300  in  January  from  1 
in  December.  Still,  far  more  acco 
were  being  opened  before  the  crash 
wouldn't  characterize  it  as  people  di' 
in  both  feet  first,"  Hines  says. 
more  interest.  Indeed,  an  informal 
vey  of  brokerage  houses  nationwide 
BUSINESS  week  correspondents  indie 
that  small  investors  remain  chary  al 
investing  in  the  market  despite  theJ 
But  there's  also  been  a  falloff  in  he 
ity  to  equities,  which  could  bode  well 
the  future.  "Clients  who  didn't  wan 
even  talk  about  stocks  a  year  ago 
starting  to  look  at  them  again,"  says 
broker  in  Beverly  Hills,  Calif.  "The  1 
investor  is  slowly  commit 
some  more  funds,"  rep 
G.  Glen  Wilson, 
president  of  Hani! 
Imhoff  Inc.  in  Denve 
The  rally  seems 
have  had  the  grea 
appeal  to  investors  | 
retained  substan 
stock  portfolios, 
there  has  been  no  g 
influx  of  custom 
"We  are  not  seeing  r 
and  pop  that  have  t 
money  in  CDs  retun 
to  the  market  in 
great  wi 
decl, 

RUSSELL         S^        Shea^ 
2000  Lehman  Hu 

Inc.'s    J.    Bur 

Crew  in  Cleveland. 

One  source  of  acti 

investors  with  account; 

the    $500,000    to    $1    mil 

range.   Faris   Chesley,   ex< 

tive  vice-president  of  Chic 

Corp.,  finds  that  such  persons  have 

duced  their  cash  holdings  in  half,  to  ! 

and  are  buying  blue  chips  and  high- 

dend  stocks.  But  "the  guy  who  call 

with  a  300-share  order  has  yet  to 

heard  from — and  I'm  afraid  it  will  I 

long  time  before  we  do,"  Chesley  s; 

"The    40-year-old    guy    who    ma 

$125,000  with  a  good  corporation  has 

money  in  a  money-market  fund." 

Of  course,  this  all  could  change  if 

January  rally  continues  through  Fel 

ary  and  March.  If  the  market  coo 

ates,  perhaps  small  investors  will  tn 

begin  to  join  the  festivities. 

By  Gary  Weiss  in  New  York,  with 

reau  reports 
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WE  FLY  TO 

ABERDEEN,  ABIDJAN, 

ABU  DHABI,  ACCRA, 

ADELAIDE,  AMMAN, 

AMSTERDAM, 

ANCHORAGE, 

ANKARA,  ANTIGUA, 

ATHENS.  ATLANTA 

AND  AUCKLAND 

AND  THAT'S  ONLY 
»  THE  BEGINNING. 


r\  is  for  an  astonishing  array  of  destinations  abroad   rhemosi  attentive  service  available  on  any 
airline.  Ami  an  abunaan<  eol  additional  amenities    .it  t Ik-  airport  and  aloft.  British  Airw.i\  s 

All  tin.-  Ix-st  trom  Aberdeen  to  Zurich 


BRITISH  AIRWAYS 

Ilk'  worlds  t-iuHiritc  Jirliix-*  ^r 


HBDBUBBBIii. 


We  send. 


^Aferead. 


i  We  plan. 


We  support. 


Were  Toshiba.  Toshiba  products. 
Toshiba  people.  Helping  you  get  ahead,  and 
supporting  you  in  many  ways.  With  prod- 
ucts and  people  that  solve  your  business 
problems  today.  And  people  already  working 
on  solutions  for  the  challenges  you'll  face 
tomorrow. 

Designing,  manufacturing,  supporting 
and  servicing  a  full  range  of  office  products. 
Portable  computers,  disk  drives,  printers, 
copiers,  facsimile  and  telephone  systems. 
Products  that  are  flexible  enough  to  grow  as 
your  business  grows,  and  will  make  doing 


business  faster  and  easier  for  years  to  come. 

Behind  those  products  is  something 
just  as  important,  Toshiba  people.  Experts 
who  support  you  in  research,  manufacturing 
and  national  distribution  and  service.  People 
as  committed  to  the  success  of  your  busi- 
ness as  they  are  to  their  own.  People  who 
make  the  Toshiba  difference. 

To  get  an  even  closer  look  at  our  prod- 
ucts, and  find  out  more  about  how  great  a 
difference  Toshiba  products  and  people  can 
make,  please  call  1-800-527-1557,  and  start 
putting  Toshiba  America  to  work  for  you. 


In  Touch  with  Tomorrow 

TOSHIBA 


*_ 
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BY  GENE  G.  MARCIAL 


THIS  RAIDER  MAY 
HAVE  BEATEH  'EM  BY 
JOINING  'EM 


Last  year,  Royal  International  Opti- 
cal fought  fiercely — and  success- 
fully— against  a  raider.  After  hit- 
ting 13  at  the  height  of  the  battle  last 
spring,  the  stock  fell  below  8  as  the 
company  emerged  victorious.  But  Roy- 
al, the  nation's  third-largest  prescrip- 
tion-eyeglass retailer,  may  end  up  be- 
ing sold  anyway.  The  sharks  haven't 
returned,  but  rumors  have  the  compa- 
ny out  looking  for  a  buyer. 

Management  had  mounted  stiff  op- 
position against  Edward  Buchanan, 
who  led  an  investor  group  that  had 
accumulated  a  stake  of  nearly  207". 
Royal's  directors  installed  some 
antitakeover  defenses  and  then  invited 
Buchanan  to  sit  on  the  board.  At  least 
for  a  time,  that  quelled  Buchanan's  de- 
signs on  Royal. 

But  now  that  Buchanan  is  chairman 
of  a  committee  on  strategic  planning, 
whose  goals  include  looking  for  ways 
to  boost  the  company's  stock,  he  is  said 
to  be  determined  to  sell.  Whispers  are 
that  an  investment  bank  has  been 
asked  to  look  for  a  suitable  buyer. 

Such  a  move  may  no  longer  meet 
much  opposition  from  management. 
One  analyst  notes  that  Chairman  Gene 
Schanbaum,  who  holds  a  10%  stake, 
may  now  be  amenable  to  a  sale  be- 
cause of  the  death  of  his  son  three 
weeks  ago.  This  analyst  speculates 
that  the  tragedy  in  all  likelihood  will 
prompt  Schanbaum  to  reduce  his  in- 
volvement in  the  company.  Another  di- 
rector, Martin  Price,  a  Royal  co- 
founder  who  has  a  13%  stake,  is 
believed  to  be  in  favor  of  selling  now 
that  the  profit  picture  has  brightened. 
The  improvement  should  mean  a  high- 
er price  in  the  event  of  a  sale. 
happy  tidings.  Indeed,  some  analysts 
think  that  part  of  the  stock's  recent 
snapback  to  about  12  is  due  to  improv- 
ing profits.  Some  analysts  expect  Roy- 
al to  post  earnings  of  95$  a  share  for 
fiscal  1989  vs.  69*  in  fiscal  1988.  They 
foresee  even  happier  tidings  in  fiscal 
1990 — perhaps  a  climb  to  $1.15  a  share. 

One  New  York  money  manager  who 
has  loaded  up  on  Royal  is  betting  that 
a  deal  will  be  hatched  at  a  buyout  price 
of  $17  to  $20  a  share.  Specialty-retail 
companies  generally  go  for  about  1  to 
1.5  times  revenues,  explains  this  inves- 
tor. Based  on  projected  1989  sales  of 
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$110  million,  he  estimates  Royal's  val- 
ue at  $17  to  $23  a  share.  "Royal  would 
actually  be  worth  much  more  because 
it  has  its  own  manufacturing  opera- 
tions," he  adds.  The  company,  which 
operates  568  stores  in  33  states,  includ- 
ing outlets  in  J.  C.  Penney  and  Mont- 
gomery Ward  department  stores,  has 
two  laboratories. 

Grand  Metropolitan,  the  big  British 
conglomerate  that  owns  Pearle  Vision, 
the  U.  S.'s  largest  eyeglass  retailer,  is 
said  to  be  shopping  for  another 
eyewear  company  to  expand  its  share 
of  the  business.  Grand  Metropolitan 
was  rumored  at  one  time  to  have 
talked  with  industry  biggie  U.  S.  Shoe 
about  buying  its  LensCrafter  retail- 
eyewear  unit. 

William  Storm,  Royal's  treasurer, 
says  management  would  "listen  to  any 
reasonable  proposition"  but  insists  the 
company  hasn't  received  any  real  bids. 


MORE  THAN  MUTUAL 
FUNDS  FUEL  THIS  FIHD 


Long  before  January's  stunning 
200-point  market  rally,  J.  David 
Mills  had  been  snapping  up 
shares  of  Pioneer  Group,  the  Boston- 
based  adviser  to  the  nine  Pioneer  mu- 
tual funds  that  manage  assets  of  $6.5 
billion.  The  company  "has  all  the  char- 
acteristics we  are  looking  for,"  says 
Mills,  who  runs  Boston  Co.'s  Contrar- 
ian Fund. 

Mills  says  that  Pioneer  Group  has 
hidden  assets.  The  stock's  current  price 
of  $22  a  share  is  way  below  the  $36  a 
share  he  estimates  as  a  liquidation  val- 
ue. "Pioneer  isn't  just  a  bet  on  the 
mutual-fund  business,  but  an  invest- 


ment   in    an    unrecognized    asset 
company,"  says  Mills.  He  figures 
neer's  mutual-fund  business  alon< 
worth  four  times  its  revenues  of 
million,  or  $120  million.  Based  on 
neer's  6.1  million  shares  outstand 
that's  already  $20  a  share.  The  con 
ny  also  owns  a  gold-mining  outfit 
Ghana   that  is   worth   at  least  $! 
share,  says  Mills,  who  pegs  Pione 
book  value  at  $8  a  share.  Then  the 
the  company's  $6  a  share  in  cash, 
neer  has  practically  no  debt. 

Mills  notes  that  during  bull  mar 
investment  companies  command  a  p 
of  about  five  times  book  value.  He 
pects  Pioneer's  1988  earnings  to  a 
match  1987's  $2.19  a  share.  But, 
some  help  from  the  bull  market,  s 
Mills,  earnings  could  hit  $2.40  a  & 
or  more  in  1989. 

Institutional  buyers  have  gener; 
ignored  Pioneer,  but  the  few  large 
vestors  that  have  bought  in  carry  a 
of  market  clout.  Among  them:  '. 
Templeton  Funds,  which  owns  6. 
Tweedy  Browne  Co.,  5.2%;  and  a  Ph 
delphia  group,  which  owns  nearly 
Management  has  a  24%-  stake. 


A  COSTUME  JEWELEI 
REGAINS  ITS  SPARKlH 


Who  would  dare  buy  intc 
company  whos*e  stock 
1987  flew  as  high  as  13  { 
then  plunged  to  2  in  only  a  year?  J 
last  spring,  Claire's  Stores,  once 
high-flying  costume-jewelry  retail 
was  on  the  ropes,  with  sales  down  i, 
earnings  deeply  in  the  red. 

But  the  company  seems  to  be  bi 
on  track,  and  the  stock  has  risen  to 
Jack  Sullivan,  a  senior  vice-president 
Van  Kasper  &  Co.  who  has  been  b 
ing  Claire's  shares,  says  the  compa 
"could  be  the  next  moonshot."  He 
betting  that  Claire's  will  sustain  1 
turnaround  that  began  during  198 
last  two  quarters.  He  sees  the  stc 
doubling  by  the  end  of  1989. 

Analysts  note  that  same-store  sa 
at  the  retailer's  580  outlets  increased 
1988  for  the  first  time  in  several  yea 
largely  because  of  tighter  controls 
inventory  and  pilferage.  Sullivan  e; 
mates  that  earnings  rose  to  25$  a  sh; 
in  the  year  that  ended  Jan.  31,  19: 
and  should  reach  50$  to  75$  this  ye; 

Institutions  own  13%  of  the  stof; 
insiders  have  a  21%  stake,  and  an 
vestor  group  in  Baltimore  owns  neai 
5%.  Some  analysts  think  the  Baltimc 
group  is  biding  its  time  in  the  ho 
that  raiders  will  discover  Claire's. 
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If  you're  concerned 
about  hair  loss... 


...seeyour  doctor. 


If  you're  losing  your  hair,  you  no  longer 
have  a  reason  to  lose  hope. 

Only  your  doctor  can  diagnose  the  cause 
of  your  hair  loss  and  discuss  the  treatment 
options  available  to  you . 

There  are  treatment  programs  that  have 
shown  good  results  in  clinical  tests. 


■:t 


Certain  programs  work  better  for  some 
than  for  others.  Your  doctor  will  be  able 
to  tell  you  which  option  is  best  suited 
for  you. 

For  the  only  treatment  programs  for 
hair  loss  that  are  medically  proven,  see 
your  doctor. 
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Upjohn 


The  Up|Ohn  Company 
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XEROX  RETHINKS  ITSELF— AND 
THIS  COULD  BE  THE  LAST  TIME 


um 


Analysts  say  the  company  must  fatten  profits  and  start  growing  soon,  or  it  may  be  gobbled  up 


it  "5r 


As  Brother  Dominic  used  to  say  in 
those  1970s  copier  ads:  It's  a  mir- 
acle. A  miracle,  that  is,  that  Xe- 
rox Corp.  is  as  healthy  as  it  is  today.  A 
decade  ago,  the  once  high-flying,  high- 
tech  office-machine  maker  watched  in 
shock  as  its  near-monopoly  in  the  lucra- 
tive copier  business  was  overrun  by 
smaller,  cheaper,  and 
better  machines 
from  Japan. 

Drastic  cost-cut- 
ting in  manufac- 
turing and  an 
obsession  with 
quality  by  then- 
President  David 
T.   Kearns,   now 


CEO,  stemmed  the  erosion.  And  now, 
with  help  from  the  soaring  yen,  Xerox  is 
winning  back,  yard  by  yard,  the  ground 
it  once  lost  by  the  mile.  That  prompted  a 
1986  best-seller  called  American  Samu- 
rai to  praise  Xerox  for  the  way  it  "beat 
the  Japanese  at  their  own  game."  At  the 
same  time,  Xerox  has  built  a  $1  billion 
business  in  laser  printers.  And  it  has 
successfully  leveraged  its  balance  sheet 
by  buying  its  way  into  financial  ser- 
vices, which  now  provide  half  its  to- 
tal profits. 

NO  nonsense.  But  Xerox  is  still  in 
trouble.  Even  as  it  regained  criti- 
cal market  share  in  copiers,  brutal 
price  competition  held  its  equip- 
ment revenues  flat  through  most 


of  the  '80s,  at  about  $8  billion.  Its  pi 
margins  from  equipment  are  still  al  heal 
mal  (chart,  page  93).  Its  hugely  exi  mom 
sive   foray   into   document-process 
workstations — essentially  fancy  pers(  iSi 
computers — has  been  a  flop.  Now 
Japanese  are  readying  their  first  di:  tt 
attack  on  Xerox'  bread  and  butter:  h 
performance  copiers.  No  wonder  \ 
Street  is  whispering  "takeover."  La  iirco 
J.  Sloate  of  Sloate,  Weisman,  Murra; 
Co.  gives  Xerox  shares  a  breakup  vj 
of  $102,  vs.  a  Feb.  1  close  of  63 V4. 
cedes  President  Paul  A.  Allaire: 
have  to  be  tougher  with  ourselves." 
The   best  takeover   defense,    Kea 
says,  "is  to  improve  return  to  shareh 
ers."  In  an  attempt  to  do  that,  Xe  bmei 


(  jough ! 


i 


on  Jan.  31  thai  il  would  lop  off  2,000 

100,0 mployeea  and  take  a  $275 

on  pretax  write  off  to  dump  nonper- 
ling  assets.  A  money-losing  medical 
:ing  business  will  be  closed,  and  an 
ronic  typewriter  plant  scaled  back. 
i\  is  writing  Off  its  workstation 
ware  business,  with  $600  million  in 
\,  and  folding  its  remnants  into  a 
Integrated  Systems  Operations 
Its  mission:  sell  custom  document- 
essing  systems— including  worksta- 
i,  printers,  and  software — to  a  few 
r-intensive  industries  such  as  aero- 
e  and  law. 

ue-time  charge  wiped  out  3N     of 

_  ix'  1988  net  income  of  $632  million. 

now  it  will  be  easier  to  reach  what 

re  calls  a  do-or-die  goal:  ls'<  pretax 

n  assets  by  1990,  one-third  more 

last  year's  11.195   and  double  the 

fl   ROA  in  business  equipment.  "We've 

i  stake  in  the  ground  on  that,"  says 

li  re,  50,  a  no-nonsense  electrical  engi- 

t    who  is  the  likely  next  ceo  when 

?>*ns,  58,  retires  in  two  years. 

rt*  copiers.  Xerox  must  show  Wall 

t  more  than  better  margins,  howev- 

ii  has  to  get  growing  again.  That  will 

ough  to  do  in  the  maturing  copier 

tet,  where  unit  volume  is  rising  only 

t  57' — mostly  in  low-price  machines. 

in  the  1980s,  Xerox  has  pumped 

reh B  than  $3  billion  into  research  and 

K«|lopment,  much  of  it  in  a  gamble  to 


When  the  markel  for  color- 
copying  breaks  open,  'we 

will  be  there  in  force,' 
vows  marketing  head  Hicks 


leap  beyond  copiers.  Now,  Kearns  prom- 
ises double-digit  earnings  and  revenue 
growth,  something  Xerox  has  not  seen 
for  a  decade,  by  1990.  "We've  got  to 
punch  out  and  grow  again,"  he  says. 
"I'm  convinced  we  can." 

One  way  would  be  to  switch  from 
light-lens  to  digital  copying,  where  im- 
ages are  captured  electronically,  dot-by- 
dot,  and  processed  by  computer.  That 
way,  a  single  machine  might  scan  text 
and  pictures,  and  store,  fax,  or  send 
them  to  other  machines  on  a  network — 
plus  make  paper  copies.  Such  a  "smart" 
copier — essentially  a  computer — might 
also  drive  terminals  throughout  an  of- 
fice. Some  early  "multifunction"  ma- 
chines have  already  appeared  from 
Canon,  Ricoh,  and  Sharp,  but  they've 
been  slow  and  problem-prone.  This 
spring,  Xerox  will  field-test  its  multi- 
function machine,  code-named  Nexxus. 
If  it  works,  it  could  be  out  by  next  year. 

Digital  technology  also  may  open  an- 
other big  growth  path — color  copying 


and   printing    Color  copii  i  are 

mo  tlj   ■  holding 

Only   '£'•    Of  the   market     Bui    market    re 

her  Dataque  rt    Inc    predict     thai 

their  sales  will  rise  tenfold,  to  %\  'i  bil- 
lion,   by    L992.    An    also  ran    now,    X- 

has  poured  millions  into  developmenl 
eluding  a  joint  venture  with  Du  Pont  & 
Co,  When  the  color  market  breaks  open, 

"we  will  be  there  m  force,"  vows  mar- 
keting head  Wayland  K.  Hicks. 

Analysts  have  heard  it  all  before,  and 
many  are  now  jaded  on  Xerox:  Its  .stock 
and  return  on  equity  have  languished 
for  years.  Xerox  has  missed  too  many 
projections,  and  there's  doubt  it  can  du- 
plicate its  earlier  miracles.  "This  is  a 
company  Wall  Street  loves  to  hate," 
says  B.  Alex  Henderson  of  Prudential- 
Bache  Securities  Inc. 
takeover  talk.  Still.  Henderson  is  bull- 
ish. He  sees  a  1989  windfall  for  Xerox 
from  a  bevy  of  big  "50  Series"  copiers 
and  high-end  laser  printers  introduced 
last  year  and  a  batch  of  forthcoming 
laser  printers.  Total  equipment  orders 
have  jumped  20%  from  1987's  depressed 
fourth  quarter,  and  backlogs  are  mount- 
ing. "Either  Xerox  will  show  greatly  im- 
proved earnings  from  this  new-product 
cycle,  or  it's  not  destined  to  be  an  inde- 
pendent company  for  long,"  says  Hen- 
derson, who  sees  $6.70  a  share  this  year. 

Takeover  talk  has  dogged  Xerox  for 
years.   Rumored  buyers  have  included 


!S  In  1969,  Xerox  diversifies  into 
;,  paying  $900  million  in  stock  for 
lata  Systems.  It  later  adds  numer- 
iter  peripherals  and  funds  ground- 
isearch  at  its  Palo  Alto  (Calif.)  lab. 
■I  )S  is  dosed  and  written  off.  But 
...  hes  on  into  high-tech  office  work- 
the  '80s 


FINANCIAL  SERVICES  As  it  fights  to  win  back 
market  share  lost  to  Japanese  companies,  Xe- 
rox diversifies  into  financial  services.  In  1983 
it  buys  Crum  &  Forster,  a  property-casualty 
insurer.  Later  it  adds  Van  Kampen  Merritt 
and  Furman  Selz  Holding,  two  investment 
banking  firms.  Last  year  the  group  supplied 
fully  one-half  of  Xerox  profits 


'SMART1  COPIERS  Xerox  refocuses  on  its  core 
business  by  concentrating  on  advanced  repro- 
graphics technologies,  including  digital  and 
color  copying.  It  hopes  that  these  will  rekindle 
double-digit  growth  in  its  $10  billion  office 
systems  business,  improving  the  company's 
overall  performance  and  perhaps  keeping  it 
out  of  the  clutches  of  corporate  raiders 
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General  Electric  Co.,  Unisys  Corp.,  and 
Sir  James  Goldsmith.  Indeed,  even  at 
$63  a  share,  a  $6  billion  market  valua- 
tion, some  analysts  see  a  bargain.  They 
say  Xerox  has  a  thick  layer  of  fat,  pays 
$300  million  in  dividends,  and  could 
readily  sell  its  $5  billion  financial-ser- 
vices arm  for  at  least  book  value — $3 
billion.  Cash  flows  on  just  the  now-stabi- 
lized copier  business  could  support  $6 
billion  in  new  debt,  says  Henderson. 

Still,  Xerox  Financial  Services  Inc., 
run  as  a  separate  company  by  Xerox 
Vice-Chairman  Melvin  Howard,  depends 
heavily  on  the  parent's  A  credit  rating  to 
get  low-cost  funds.  That  rating  could 
plummet  in  a  takeover.  Moreover,  the 
bulk  of  XFSl's  cash  flow  must  be  kept 
inside  Crum  &  Forster  Inc.,  its  property 
and  casualty  insurer,  to  satisfy  regula- 
tors. And  if  spun  off  or  sold,  XFSI  would 
no  doubt  lose  the  business  of  financing 
Xerox  copier  sales,  which  provides  20% 
of  its  profits.  Says  Howard:  "The  Xerox 
name  is  a  major  asset  for  XFSI." 

Moreover,  the  cash  flow  and  debt  ca- 
pacity in  Xerox'  core  copier  business 
look  larger  than  they  really  are.  Xerox 
gets  $1  billion  a  year  in  "cash  flow" 
from  rental  depreciation.  But  it  must 
spend  $700  million  to  maintain  the  rental 
base.  If  a  raider  stopped  that  reinvest- 
ment, the  cash  flow  would  disappear 
within  four  years.  A  buyer  could  cut  the 
7%  of  revenues  Xerox  plows  into  R&D, 
but  that  would  doom  Xerox'  growth 
plans  in  office  systems.  "You  can  make 
a  lot  of  money  managing  a  dying  busi- 
ness," says  David  A.  Nadler,  president 
of  Delta  Consulting  Group  and  an  advis- 
er to  Kearns  and  Allaire.  "But  these 
guys  are  building  for  the  future." 
American  stronghold.  Certainly  an  op- 
timistic note  is  that  Xerox  has  once  be- 
fore shown  its  ability  to  change.  When  it 
woke  up  to  Japanese  competition  in  the 
late  1970s,  Kearns  earnestly  adopted  the 
quality  discipline  of  his  Japanese  affili- 
ate, Fuji-Xerox  Ltd.  It  took  three  years 
for  this  mindset  to  take  hold  in  the  U.  S., 
but  eventually  Kearns  hammered  it 
home.  One  result:  Xerox'  main  plant 
near  Rochester,  N.  Y.,  cut  manufactur- 
ing defects  in  half,  almost  matching  the 
Japanese.  Defective  incoming  parts 
dropped  from  100,000  per  million  to  300, 
as  the  number  of  suppliers  was  slashed 
from  5,000  to  350  to  boost  quality.  The 
ratio  of  salaried  jobs  to  hourly  workers 
has  dropped  from  5:1  to  1.6:1.  Now  the 
plant  is  pulling  in  work  that  had  gone 
overseas — and  hiring  again. 

Since  1980,  Xerox  has  closed  the  50% 
cost  gap  that  had  existed  with  the  Japa- 
nese. To  play  in  all  segments  of  the  mar- 
ket, it  imports  low-end  copiers  from  Fuji- 
Xerox  and  a  personal  copier  from  Sharp. 
And  it  has  preserved  its  50%  share  of 
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the  U.  S.  market  for  high-end  machines, 
which  make  70  or  more  copies  a  minute, 
sell  for  $70,000  and  up,  and  yield  gross 
margins  of  50%  or  more.  The  company's 
main  competitor  there  is  Eastman  Ko- 
dak Co.,  which  last  year  took  over  the 
faltering  copier  business  of  IBM. 

If  Kodak  managed  to  replace  all  exist- 
ing IBM  machines  with  its  own,  it  would 
have  30%  of  the  high  end.  But  the  real 
threat  for  Xerox  is  Japan.  Until  now  the 
Japanese  have  concentrated  on  smaller 
products.  Later  this  year,  however,  Ri- 
coh Co.  will  begin  selling  a  100-copy-a- 
minute  machine  for  about  $63,000,  chal- 
lenging Xerox'  1090  model,  which  goes 
for  $78,000,  and  Kodak's  250F,  at 
$89,000.  "This  will  be  the  first  real  com- 
petition to  the  American  stronghold," 
says  David  G.  Sadler,  chairman  of  Savin 
Corp.,  a  Ricoh  distributor.  Xerox'  mar- 
gins will  suffer,  he  says,  if  it  fights  to 
hold  its  market  share.  But  that's  just 
what  Kearns  plans  to  do — having 
learned  from  past  mistakes. 
cold  war.  Under  former  Ford  Motor 
Co.  financial  whiz  Archie  McCardell,  the 
company  in  the  1970s  sacrificed  precious 
market  share  in  lower-priced  machines 
while  concentrating  on  large,  high-profit 
equipment.  It  was  the  same  mentality 


■/- 
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that  gave  foreign  rivals  a  beachhe; 
Detroit.  Xerox  also  fell  behind  in  qu: 
the  Japanese  chipped  away  at  its  rj  5 
base  by  offering  machines  that  cus 
ers  could  buy  outright  along  with 
priced  maintenance  contracts. 

Kearns  and  a  faction  of  IBM  vete 
who  saw  the  importance  of  market  s 
gained  more  control  after  McCardel 
in  1977.  They  also  launched  an  ambi 
move  into  office  computers,   first 
word-processing  systems  and  then  v  | 
station  networks.  But  they  were  sty 
by  a  long-running  battle  with  the 
roids" — veterans  of  the  hugely  sue 
ful   electro-mechanical    copier   busi 
who  saw  electronics  as  more  threat 
opportunity.  A  cold  war  developec 
tween  the  East  Coast  copier  faction 
West  Coast  computer  partisans.  "T 
three  cultures  [IBM,  Ford,  and  X(  | 
were  as  close  to  being  allergic  to 
other  as  any  I've  seen,"  says  one  foi 
Xerox  executive.   "It  led  to  infigr 
and  paralysis.  It  was  pathetic  to  wa 

And  costly.  Xerox'  computer  e 
remained  bottled  up  at  its  now-far 
Palo  Alto  Research  Center  (PA 
PARC's  vision  of  the  electronic  office 
so  advanced  that  15  years  later  its  ( 
efforts  still  influence  computer  de; 
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ions  from  Sun  Mi 
ms    and    Apollo 
lUter,  the  Apple  Mac- 
h  and  its  mouse,  and 

fosoft's   Windows   pro- 

•  i    for  Pes — all   have 
in    PARC.    But    few 
hose   ideas   made   it 

"■  igh   the   sclerotic   bu- 
cracy — "Burox,"    as 
wags  called   it.   La- 
ts   Andrew    K.    Lud- 
,  a  former  Xerox  sales 

'  itive  who's  now  CEO  of  a  PARC  spin- 

■  called  SynOptics  Communications 
"The  culture  was  not  able  to  graft 
systems  approach  onto  the  copier 
ality.  The  body  rejected  the  tissue." 
ms.  PARC's  primary  creation  was 
a  desktop  executive  computer.  A 
customers  installed  dozens  of  them 
I  with  laser  printers  and  Ethernet 

^orks.  But  the  Star's  $20,000  price 
too  high — and  its  performance  slow. 

01f  ,000  successor,  the  6085,  has  done 
better,  largely  because  it  still  uses 

a|rietary  hardware  and  software.  Con- 
nt  Patricia  Seybold  says  she  was 
ng  a  New  England  company  shop 
»ffice  systems  recently  and  Xerox 

H;  up:  "Everybody  just  laughed." 
latedly,  Xerox  has  realized  that  a 
rietary  strategy  won't  sell.   It's 
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adapting  the  Star's  power 
t'ul  Viewpoint  software  to 
run  on  more  popular  Sun 
Microsystems  worl 
tions,  which  use  industry- 
standard  Unix  softwi 
And  in  selling  customized 
systems  to  selected  indus- 
tries, it  will  pick  and 
choose  gear  from  a  variety 
of  other  suppliers.  This 
"systems  integration"  ap- 
proach has  helped  win  a 
number  of  major  federal  contracts  late- 
ly— although  one  $80  million  award  was 
overturned  because  Xerox  workstations 
were  too  big  for  Pentagon  desks. 

The  Jan.  31  changes  also  aim  to  speed 
the  flow  of  research  ideas  into  new  prod- 
ucts. PARC  research  is  now  being 
plugged  into  corporate  strategic  plan- 
ning. And  Xerox  has  hired  William  C. 
Lowe,  IBM's  former  PC  chief,  to  run  its 
product  development  and  manufacturing 
operations.  Lowe  sees  great  potential 
for  putting  more  brains  in  Xerox  copi- 
ers— which  already  can  electronically 
sense  impending  failures  and  call  for  re- 
pairs days  in  advance.  With  the  Nexxus 
concept,  says  Lowe,  "we  can  make  the 
Xerox  machine  a  network  server." 

Xerox  already  has  many  of  the  needed 
technologies.   Its  scanners,   from  its 


DEVELOPMENT'S 
LOWE:  PUTTING 
MORE  BRAINS 
IN  COPIERS 


ECurZWeil  and   DatftCOpy  unit  ,,  ar<- 
of  tfif   he  ,i    m   the   industry,    And   i' 

access  to  advanced  software  from  i 

spinoffs    in    which    it    has    equity:    Pare 

Place  Systems  and  Envos.  Even  Seybold 

hope:  "I  give  them  a  50%  chance  to 
succeed"  in  office  systems,  she  says.  "A 
year  ago,  that  would  have  been  10%." 
•dirty  job.'  Still,  outsiders  insist,  Xerox 
has  to  listen  more  closely  to  customers. 
Allaire,  named  president  in  1986,  has 
made  "customer  satisfaction"  the  No.  1 
company  priority,  ahead  of  market  share 
and  return  on  assets.  Corporate  officers 
must  regularly  visit  major  customers 
and  share  their  findings  each  month. 
And  profit  sharing  and  bonuses  are  tied 
to  customer-satisfaction  surveys.  "That 
wasn't  very  popular,"  says  research 
chief  William  J.  Spencer,  who  now  takes 
his  turn  one  day  a  month  answering  cus- 
tomer complaints  to  Kearns. 

Says  Allaire:  "I  say  everybody  in  the 
company  has  to  be  a  marketer.  The  cus- 
tomer is  the  one  who'll  tell  us  where  to 
go."  One  customer  that  sees  a  change  is 
Squibb  Corp.,  of  North  Brunswick,  N.  J. 
"They're  getting  better,"  says  Brian 
Bergner,  director  of  scientific  systems. 
"I  saw  an  electronic  filing  system  at  Xe- 
rox headquarters  and  got  them  to  turn  it 
into  a  product  for  me."  But  customer 
gripes  still  abound:  "Try  to  find  a  ser- 
vice rep,"  says  a  frustrated  office  man- 
ager in  New  Canaan,  Conn.,  where 
Kearns  and  Allaire  live. 

The  challenge  is  to  cozy  up  to  custom- 
ers while  cutting  costs  in  Xerox'  32,000- 
strong  sales,  service,  and  administrative 
bureaucracV.  Only  4,000  of  those  actual- 
ly sell  something,  and  34<t  of  every  reve- 
nue dollar  is  eaten  up  by  sales,  general, 
and  administrative  expenses.  Xerox 
wants  a  more  respectable  30$ — which 
would  mean  a  50%  increase  in  profit 
margins.  "We've  been  our  own  worst 
enemy,"  says  marketing  chief  Hicks. 

To  remedy  that,  Xerox  has  pushed 
profit  responsibility  down  from  the  divi- 
sion level  to  its  60  district  offices.  In- 
creasingly, moreover,  it  is  turning  over 
sales  of  lower-priced  equipment  to  inde- 
pendent dealers,  even  hawking  personal 
copiers  at  Sears.  Heading  up  this  effort 
is  Hicks,  who  oversaw  the  turnaround  of 
manufacturing.  Adds  one  of  his  former 
bosses:  "If  anyone  can  get  rid  of  that 
cost,  it's  Wayland.  Every  dirty  job  in  the 
company,  he  has  done." 

Will  it  all  be  enough?  "It's  fish-or-cut- 
bait  time,"  says  the  former  Xerox  execu- 
tive: "If  they  can't  make  money  in  office 
automation,  they  should  get  the  hell 
out."  Kearns  says  Xerox  is  determined 
to  push  ahead.  And  he's  convinced  that 
after  a  decade  of  struggle,  the  company 
is  hack  on  track.  We've  stopped  the 
bleeding,"  he  says.  "Now  we're  ready  to 
take  the  next  step." 

By  J utnes  R.  Norman  in  Stamford 
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ANNOUNCING  A  VITALLY   IMPORTANT  TRANSPACIFIC   CONFERENCE   .   .   . 


BusinessWeek 

Presents 

U.S- -Japan  Business  Toward  2000: 

Competition  and  Partnership 


Join  high-level  former 

and  current  Japanese 

and  American  government 

officials,  including 

representatives  of 

the  new  administration, 

as  well  as  senior  executives 

of  highly  successful 

Japanese  and  American 

companies  in  two  days  of 

intensive  discussion. 


•  Emerging  Japan-U.S.  Business  Opportunities 

•  How  to  Select  the  Best  Investment  Strategy 
Buying  In:  Joint  Ventures,  Mergers  and 
Acquisitions 

•  Dangers  and  Benefits  of  Technology  Transfer 

•  Getting  the  Best  from  the  Brightest:  Human 
Resource  Management  Across  the  U.S.-Japan 
Culture  Chasm 


Space  is  limited, 

so  plan  now  to  attend 

this  unprecedented 

transpacific  conference. 

March  7  and  8  in 
New  York. 


This  important  event  is  presented 
by  Business  Week  and  the  Japan 
External  Trade  Organization 
(JETRO). 

Business  and  political  ties  bet- 
ween the  two  largest  economies  in 
the  free  world  have  never  been 
closer.  Yet  as  the  bilateral  relation- 
ship has  expanded  and  deepened, 
so  has  the  challenge  of  avoiding 
frictions  and  disputes. 

Japan  is  at  a  crossroads  of  change. 
Japan  has  restructured  itself  into  a 
domestic  demand-driven  economy 


and  a  rapidly  growing  consumer  of 
imports.  In  the  international  arena, 
Japanese  direct  investment  in  the 
U.S.  and  elsewhere  has  been 
expanding  dynamically,  while  the 
nation  is  moving  toward  a  leadership 
role  in  world  affairs.  JETRO's  history 
reflects  and,  indeed,  has  influenced 
these  changes. 

Don't  miss  this  rare  opportunity 
to  deepen  your  insight  into  the  vital 
U.S.-Japan  link  and  the  specific 
business  prospects  that  it  offers. 


For  complete  details  contact  Business  Week  Executive  Programs,  1221  Avenue  of  the  Americas-36th  Floor 
New  York,  NY  10020;  (800)  848-9018;  (212)  512-4930;  FAX  (212)  512-6909 
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HEN  THE  RIVERS  GO  DRY 
ID  THE  ICE  CAPS  MELT  . . . 


ipanies  are  already  planning  for  the  greenhouse  effect 


not  easy  planning  for  the  end  of 
8  world  as  we  know  it.  But  with 
me  scientists  predicting  massive 
es  in  the  earth's  climate,  more  and 
companies  are  giving  it  a  try.  In- 
es  from  shipping  and  fishing  to 
ilture,  forestry,  and  even  utilities 
•ying  to  plan  for  the  results  of  the 
1  warming  known  as  the  green- 
effect. 

the  worst-case  scenarios  come  to 
the  world's  temperature  could  rise 
ich  as  8F  over  the  next  60  years, 
could  shrink  mighty  rivers  to 
ns,  parch  the  Midwest's  rich  plains, 
wamp  coasts  as  melting  polar  ice 
raise  the  sea  level.  But  rather  than 
.ir,  companies  as  diverse  as  General 
ric,  Illinois  Central,  and  Weyer- 
ler  are  trying  to  figure  out  how  to 
Climatic  change  "is  a  new  element 
k  and  uncertainty,"  says  Theodore 
arris,  a  former  Energy  Dept.  offi- 
urned  consultant  with  Oxford  Ana- 
.  "If  you  fail  to  think  about  it,  it 
cost  you  significant  amounts  of 
y  down  the  road." 
•athermen  are  reporting  a  surge  of 
■st  in  their  predictions.  For  exam- 
Chicago  meteorologist  Earl  Finckle 
I  Central  Weather  Service  Inc., 
i  sells  short-term  forecasts  to  grain 
anies  and  commodity  brokerage 
.  Now,  he  says,  there  is  new  inter- 
'roin  companies  in  mapping  long- 
trends.  "Smart  businessmen  are 
g  to  get  a  handle  on  the  weather 
•e  the  weather  gets  a  handle  on 
,"  he  says. 

ARRETING     THING.'      Rattelle      1 'acific 

hw  cstern  Laboratories,  a  contract 

irch  lab  in  Richland,  Wash.,  is  try- 
o  develop  integrated  computer  mod- 

lai  describe  Climatic  change  and  its 
et  region  by  region.  That  way,  the 
lOpes  to  pinpoint  effects  Of  climate 
ge  for  clients.  The  model  would  pre- 
such  details  as   the  changes   in   the 

pack  in  the  Northwest  or  summer 
n  patterns  in  the  ( Irani  licit  "We 
lion  a  demand  in  the  next  .">  to  1(1 
B  in  business  planning  for  this  kind 

iformation,"  says  Peter  Van  Voris, 
eosystem  specialist  at  Battelle. 

me    companies    arc    already     begin- 


ning to  act  on  the  evidence  of  a  warm- 
up.  In  January,  Archer  Daniels  Midland 
Co.  purchased  a  14.67'  stake  in  Illinois 
Central  Transportation  Co.  for  $36  mil- 
lion. Archer  Daniels  said  it  would  like  to 
eventually  own  257<  of  the  railroad,  al- 
though Prospect  Group,  a  New  York 
buyout  firm,  was  also  bidding  for  shares 
in  the  company.  What  would  the  big  De- 


Since  the  railroad  parallel  ,  the  r 
that  looked  like  an  opportunity  to  lllinoi 
Central  Chairman  Marry  -I  Bruce.  Al- 
though scientists  did  not  attribute  the 
drought  to  the  greenhouse  effect,  ft  was 
a  dramatic  indication  of  what  global 
warming  might  do.  With  barge  traffic 
stalled,  the  $555  million  carrier  earned 
an  additional  $18  million  in  revenue.  So 
Bruce  sent  to  1(H)  chief  executives  and 
200  clients  a  study  he  commissioned  that 
predicts  more  lows  for  the  Mississippi. 
"We've  turned  this  into  a  marketing 
thing,"  Bruce  says. 

Bruce  may  be  early  in  trying  to  capi- 
talize on  climate  change.  Scientists  are 
convinced  that  the  greenhouse  effect 
will  produce  some  global  warming,  but 
they  are  far  from  sure  of  the  speed  and 
extent  of  the  changes  to  be  wrought 
from  increased  atmospheric  carbon  diox- 


catur  (111.)  grain  and  barge  concern  want 
with  a  railroad'.'  Sources  insist  the  $36 
million  purchase  reflects  ADlf's  long- 
term  concern  about  the  viability  of  the 
Mississippi  River  to  ship  its  grain  to 
market.  Last  summer,  the  water  level  in 
"Big  Muddy"  dropped  an  average  of  20 
feet,  bringing  barge  traffic  to  a  stand 
still  and  causing  shippers  to  scramble 
for  other  modes  of  transportation. 


ide  and  other  so-called  greenhouse  gas- 
es. Since  the  Industrial  Revolution,  in- 
creased use  of  fossil  fuels  has  spewed 
carbon  dioxide  into  the  atmosphere 
ating  a  blanket  of  gas  that  can  trap  the 
sun's  radiation  in  the  atmosphere.  Burn- 
ing of  tropical  rain  forests  adds  to  the 
gases  and  eliminates  the  vegetation  that 
naturally  sops  up  carbon  dioxide 
Still,  a  growing  number  of  compa 
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Hertzs 
air-land  sp 

Introducing  Hertz  #1  Club  Gol< 


If  you  thought 
Hertz  was  fast  before, 
fasten  your  seat  belt. 
Starting  April  1st,  Hertz  will  launch 
#1  Club  Gold  Service™  Designed  for  frequent 
travelers,  it's  the  fastest  and  easiest  way  ever 
to  get  from  the  plane  to  your  car. 

To  become  a  #1  Club  Gold  member,  you 
have  to  sign  an  Enrollment  Agreement  and 
pay  a  $50  annual  membership  fee. 

From  then  on,  when  you  make  a 
reservation  at  a  #1  Club  Gold  location, 


you'll  automatically  receive  this  service 

When  you  land,  you 
just  get  on  the  Hertz  bus, 
which  will  take  you  right 
to  the  #1  Club  Gold  area— a 
brightly  lit,  canopy-covered, 
all  weather  facility  created  just 
for  #1  Club  Gold  members 
(this  service  will  be  available 
at  selected  airport  locations 
and  we  plan  to  have  over  30 
by  year  end). 


Hertz  ttlOub 

■     I      J   SHVTH 

2  T.  JftNS 

3  R   LRNOE 
A  ■  B  BRILE1 
5    J.  RICE 
$    B.  El'RNS 

7  ■«  SUEIS 

8  K-  FIELD 

9  6   SOUrtRN 

10  C  BREUEB 

1 1  T.  RftNOLO 

12  S  GOULD 


Hertz  rents  Fords  and  other  fine  ears. 


s  new 

d  record. 


Hertz ttlClub   »\d 


You'll 
see  your 
name  and 
car  location 
dis- 
played 
omputer-controlled  sign. 
Ive'll  have  your  car  warmed  up  and  cli- 
controlled.  We'll  even  have  the  trunk 
for  you.  Just  hop  in  and  drive  off. 
kt  the  gate,  we'll  check  your  driver's 
;e  and  vehicle  number,  then  send  you 
|ur  way. 

it  could  be  easier?  Or  faster? 


With  our  new  #1  Club  Gold  Service, 
there's  no  stopping  at  counters,  no  standing 
in  lines,  no  filling  out  paperwork,  no  search- 
ing for  your  car.  There's  nothing  to  slow  you 
down.  f 

It's  like  hav- 
ing your  own  car 
waiting  for  you 
at  the  airport- 
only  better. 

For  an  application,  call  1-800-654-3131. 

At  Hertz  we  never  forget  that  you  trav- 
eled 500  miles  per  hour  to  get  to  us.  So 
we're  not  about  to  slow  you  down. 


FIRST 
THEN. 


FIRST 
NOW. 


In  1 979,  WPBT2/  Miami  broke  new  ground  with 
THE  NIGHTLY  BUSINESS  REPORT,  a  local  pro- 
gram focusing  on  business  and  economic 
developments.  Many  said  it  wouldn't  last. 
They  were  wrong. 
Ten  years  later... 
THE  NIGHTLY  BUSINESS  REPORT  is  carried  by 
more  than  270  Public  Television  Stations  and 
is  the  most  watched  daily  business  newscast 
on  the  air. 


hue 


HM 


\WCK 


Check  Local  PBS  Listings  for  Broadcast  Time, 

A  Production  of  WPBT2/Miami  in  association  with  Reuters. 

Underwritten  nationally  by  Digital  Equipment  Corporation;  GE  Financial  Services  and  Kidder,  Peabody 

Group  Inc.;  AG.  Edwards,  Inc.  and  Public  Television  Stations  Nationwide. 


ATTftACjT  A  LITJIE  ATTENTION 


Dress  it  up  or  dress  it  down .  Our  portable  display 
system  offers  enough  3-dimensional  versatility 
to  leave  a  lasting  impression.  Strong  and  durable, 
our  technology  is  supported  by  a  worldwide 
service  network.  So  go  ahead  and  design  with 
confidence.  We'll  make  all  your  best  ideas  look 
good  enough  to  eat. 
•Sets  up  iri  minutes. 

•  Sturdy  heavy  duty  cases  with  built  in  wheels. 

•  Lightweight  aerospace  aluminum  frame. 

CA  800-843-3533,    U.S.A.  800-222-6838,    Fax  #  818-966-4067 
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•  Backed  by  a  5  year  warranty. 

For  trade  shows,  seminars,  recruiting  and 

lobby  displays. 

For  more  information  or  a  demonstration,  call  or  write: 

I/  PROFESSIONAL 
fill DISPLAYS,INC. 

f         Take  a  pro  to  your  next  show. 

738  Arrowgrand  Circle.  Covina,  CA  91 722     818-967-1594 


believe  the  likelihood  of  climatic  ck 
is  worth  accounting  for.  That's  why 
contractors  for  a  planned  sewer  sys 
in  Boston  Harbor  are  asking  Davie 
Aubrey,  director  of  the  coastal  rese<: 
center  at  the  Woods  Hole  Oceanogra 
Institution  in  Massachusetts,  to 
them  figure  out  how  rising  seas  and 
ger  waves  might  affect  the  project. 

Weyerhaeuser  Co.,  the  Tacc 
(Wash.)  lumber  and  paper  company, 
pends  on  trees  that  need  to  grow  fo: 
to  60  years  before  they  can  be  harv 
ed.  It  is  already  planting  more  drou 
resistant  saplings  in  case  rainfall  l 
ens.  The  company  has  also  strengthe 
its  genetics-engineering  program  to 
ther  improve  the  trees'  drought  i 
tance.  Says  Rex  B.  McCullough,  dire> 
of  forest  resources:  "We're  trying  tx 
smart  about  the  issue." 

More  companies,  however,  are  d( 
initial   research,   turning  to   meteor 
gists  and  climatologists  to  find  out 
their  businesses   may  be  affected. 
Inc.,  in  Fairfax,  Va.,  just  complete 
study  for  a  group  of  utilities  in 
Northeast.   It  predicted   that  gle 
warming  could  dramatically  affect  J 
York  State  utilities,  which  rely  on  hyi 
electric   power  plants   to   produce 
quarter  of  the  state's  electricity.  A  g 
al  warming  of  1.5F  could  cut  power 
put  by  10%,  the  study  predicts. 
what  if?   Not   surprisingly,    insura 
companies    are    among    those    m 
hungry   for   information.   At  Trave 
Corp.,  Don  G.  Friedman,  a  meteorolo: 
and  director  of  corporate  research 
working  on  models  to  track  storms 
their  severity  as  the  earth  warms. 

The  data  are  important  because 
of  industry  property  and  casualty  lo; 
are  caused,  directly  or  indirectly,  by  1 
ricanes.  Friedman  predicts  that  a  sr 
temperature  change  could  extend 
hurricane  season  by  20  to  30  days 
increase  the  likelihood  of  more  inte 
storms  in  early  September.  Such  a  s 
could  mean  a  50%  increase,  as  much 
$400  million,  in  hurricane-related  loss 

For  now,  Friedman  says,  his  job  is 
"ask  the  what-ifs."  Travelers  has 
plans  to  put  his  scenarios  to  work — ; 
But  fewer  and  fewer  companies  are 
noring  the  issue.  Even  the  influen 
Business  Roundtable  is  doing  its 
climate  studies  for  its  members  anc 
keeping  a  close  watch  on  how  Washi 
ton  regulators  deal  with  steps  to 
the  temperature  increase.  With  me: 
ries  of  last  summer's  searing  drou 
and  this  January's  prolonged  East  Co 
thaw  still  fresh,  more  and  more  ex€ 
tives  will  be  asking  the  weathern 
which  way  the  wind  is  blowing. 

By  Vicky  Cahan  in  Washington 
Brian  Bremner  in  Chicago 
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OUR  ENERGY 
LEVEL  JUST 

WENT  UP. 


At  PacifiCorp,  we  have  more  energy  than  ever.  It's  just  one  of  the  benefits  of  our 
recent  merger  with  Utah  Power  &  Light. 

The  merger  makes  PacifiCorp  the  third  largest  electric  utility  in  the  West  with  L2 
million  customers  in  seven  states,  $3.2  billion  in  annual  revenues,  and  nearly  $11  billion 
in  assets. 

And  the  combination  means  that  our  electric  utility  operation  is  even  more 
competitive . . .  through  savings  and  increased  efficiency. 

We're  still  PacifiCorp.  With  mining,  telecommunications  and  financial  services,  as 
well  as  Pacific  Power  and  Utah  Power,  we're  one  of  the  nation's  most  diversified  electric 
utilities.  And  we're  at  the  leading  edge  of  mergers  that  make  sense. 

Plus  now  we  have  even  more  energy. 

If  you'd  like  more  financial  information  about  PacifiCorp  (NYSE:  PPW),  write  or  call 
our  investor  relations  department  at  851  S.W  6th  Avenue,  Portland,  Oregon  97204, 
(503) 464-6060. 


#  PacifiCorp 

Electricity  Mining  Telecommunications  Asset  Financing 
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A  'JEEP'  THAT  MAY  TAME 
THE  THIRD  WORLD'S  ROADS 


* 

• 

picK-^p 

r  W      I 

Despite  their  wide 
use  by  armies 
and  sportsmen,  Jeeps 
and  similar  four- 
wheel-drive  vehicles 
are  hardly  ideal  for 
private  use  on  the 
Third  World's  bumpy 
roads.  They're  expen- 
sive, guzzle  fuel,  and 
pound  passengers' 
spines.  So  a  nonprofit  British-Dutch  consortium,  the  Founda- 
tion for  Transportation  Development  (FTD)  in  Lancaster,  En- 
gland, has  come  up  with  an  alternative:  the  Africar. 

Developed  at  a  cost  of  $6.7  million,  the  vehicle  has  a  body 
made  of  plywood — impregnated  with  epoxy  to  withstand  the 
elements.  Its  angular  contours  are  designed  for  easy  produc- 
tion, but  the  shape  also  has  low  air  drag  to  boost  fuel  econo- 
my. To  smooth  the  ride,  all  four  wheels  have  independent 
suspensions  with  hydraulic  springs  slung  high  off  the  ground 
for  better  clearance.  With  an  air-cooled  Citroen  engine  that 
needs  minimum  maintenance,  the  novel  car  has  already  proved 
its  mettle  in  a  rally  from  the  Arctic  Circle  to  the  equator. 

According  to  FTD,  Africar  can  turn  a  profit  for  licensed 
Third  World  producers  on  volumes  of  as  few  as  5,000  units  per 
year.  And  just  in  case  Africar  catches  yuppy  fancies,  it's  also 
being  tested  for  compliance  with  U.  S.  auto-safety  standards. 


THE  U.S.  IS  STILL  THE  CHIPMAKING 
CHAMP— BUT  JUST  BARELY 


For  the  first  time,  a  Korean  chipmaker  has  broken  into  the 
club  of  the  world's  top  20  semiconductor  suppliers.  In  the 
year  just  ended,  Seoul-based  Samsung  Group  vaulted  into  the 
No.  14  spot  from  No.  22  on  a  192%  surge  in  chip  sales,  to  $850 
million.  That  is  the  biggest  surprise  uncovered  by  Dataquest 
Inc.  in  its  1988  ranking  of  the  world's  chip  producers. 

Other  trends  distilled  from  the  San  Jose  market  researcher's 
data:  Japanese  chipmakers  grabbed  50%  of  the  world's  open 
market — as  much  as  the  U.  S.  and  Europe  combined.  However, 
the  U.  S.  still  retains  a  slight  edge  if  its  captive  chipmaking 
operations,  particularly  IBM's,  are  included.  While  Japanese 
companies  posted  gains  worldwide,  American  chip  producers 
managed  to  add  a  couple  of  percentage  points  in  Japan's  home 
market — but  the  increase  only  restored  the  U.  S.  to  the  level  it 
had  in  the  early  1980s.  Finally,  Intel  Corp.  posted  the  best 
growth  among  the  top  10  suppliers,  with  sales  up  58%-,  mainly 
on  soaring  demand  for  its  80386  microprocessor. 


A  SIGHAL  OF  HOPE 

FOR  SPINAL  INJURY  VICTIMS 


edical  researchers  have  long  dreamed  of  restoring  some 
I  degree  of  control  over  legs  or  arms  that  have  been 
paralyzed  by  spinal  injury.  In  one  such  vision,  damaged  spinal 
cord  nerves  would  be  circumvented  with  artificial  connections 
between  the  brain  and  muscles.  Now,  Dr.  Philip  R.  Kennedy,  a 
researcher  at  Georgia  Institute  of  Technology,  has  developed 
an  electronic  device  that  seems  to  promise  a  way  of  transform- 
ing thought  into  muscle  activity. 


Kennedy  implanted  tiny  electrodes  in  the  brains  of  30 
and  a  year  later  they  were  still  picking  up  the  brain's  m| 
stimulating  signals.  Previous  implants  have  failed  be 
they  either  drifted  out  of  the  region  of  the  brain  that  co: 
limb  activity  or  became  insulated  from  brain  signals  wh 
body  encased  them  in  protective  tissue.  To  solve  that,  Ke 
"baits"  his  tiny  glass  cones  with  a  section  of  nerve  tissue 
attracts  nerve  cells  that  grow  into  the  cone,  anchorin 
electrode  in  place  and  providing  a  clear  signal  path  even 
the  cone  becomes  sheathed  in  protective  tissue. 

Next,  Kennedy  hopes  to  connect  his  electrode  to  a  ir 
and  relay  motor  signals  via  a  tiny  transmitter  inserted 
the  scalp.  Ultimately,  he  believes,  several  electrodes  cou 
inserted  in  the  brain  to  restore  control  to  many  diftl 
muscles.  Testing  in  humans  may  begin  within  five  yean 


WILL  WIND  AND  WAVES 
BRING  MORE  POWER  TO  INDIA? 


At  the  port  of  Ennore, 
just  north  of  Madras, 
India  is  building  a  huge 
coal-fired  electrical  generat- 
ing station.  Since  making 
the  port  safe  for  ships  car- 
rying coal  will  require  a 
huge  breakwater,  the  Indi- 
an government  figures  that 
structure  might  as  well 
chip  in  a  few  megawatts  of 
its  own — using  technology 
conceived  a  decade  ago  by 
Britain's  National  Engineering  Laboratory  in  Glasgow 

The  idea  is  to  convert  wave  motion  into  perpetual  win< 
drive  horizontal  windmills.  It  has  been  tried  out  so  far  on 
small-scale  projects  in  Norway  and  Indonesia,  but  India  v, 
to  harness  ocean  waves  to  generate  five  megawatts  of  ele 
ity — small  potatoes  next  to  the  coal-fired  plant  but  by  fai 
biggest  such  wave-power  system  yet.  The  breakwater 
have  an  internal  cavity  with  an  underwater  opening.  As  w 
crash  into  the  barrier,  the  water  level  inside  will  rise,  pus 
air  out  through  holes  in  the  top.  Between  waves  the  vv 
level  inside  will  recede,  sucking  in  air.  That  in-and-out  "br 
ing"  will  turn  a  turbine  with  dual-airflow  blades. 


TWO  PROTEINS  THAT  BRING 
NEW  LIFE  TO  OLD  BONES 


The  body's  capacity  to  heal  itself  after  traumatic  inji 
such  as  cuts  and  bone  breaks  has  long  mystified  scient 
Several  biotechnology  companies  are  homing  in  on  how 
heals.  And  now  scientists  at  Collagen  Corp.  based  in  Palo  i 
Calif.,  believe  they  have  discovered  the  protein  responsible 
stimulating  new  bone  growth. 

Called  Osteoinductive  Factor,  or  OIF,  the  protein  appear 
induce  the  growth  of  both  cartilage-forming  cells  and  b 
forming  cells.  When  applied  in  the  presence  of  another 
tein — called  Transforming  Growth  Factor  beta,  type  2— 
triggers  a  cellular  chain  reaction.  First  connective  tissue  < 
grow  together  to  form  a  matrix  of  cartilage;  then  bone  < 
slowly  replace  the  cartilage. 

In  addition,  says  Bruce  Pharriss,  president  of  Collagen 
sidiary  Celtrix  Laboratories  Inc.,  other  properties  of  OIF  s 
to  thwart  a  type  of  cell  that  tears  down  bone  formation,  a 
osteoporosis.  That  suggests  that  OIF  may  someday  be  i 
alone  to  halt  the  ravages  of  that  affliction  of  the  elderly. 


100  BUSINESS  WEEK/FEBRUARY  13,  1989 


SCIENCE  &  TECHNC 


Lufthansa 


NOT  El 

INTEIKONTIKl. 
HJUUUA6 
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Lufthansa's 
check-in  area  is  so 
convenient  that  you 
can  walk  there  from 
your  hotel  room. 

When  you  fly  Lufthansa,  you  expect  quality  ser- 
vice on  the  ground  as  well  as  in  the  air.  For  that 
reason,  we've  installed  full-service  Lufthansa 
check-in  counters  in  some  of  the  finest  hotels  of 
Central  Europe.  If  you're  a  Lufthansa  passenger 
|taying  at  one  of  those  hotels,  you  can  buy  your 
ticket,  check  your  bags  and  pick  up  your  boarding 
pass  right  at  your  hotel. 

What  other  airline  shows  that  much  concern  for  its 
passengers  before  they  even  get  to  the  airport? 

People  expect  the  world  of  us. 

0  Lufthansa 

^->         German  Airlines 


Lufthansa  is  a  participant  in  the  mileage  programs  of  United.  Delta. 
USAir  and  Continental/Eastern.  See  your  Travel  Agent  for  details. 
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Fitness 


LEARNING  TO  PRACTICE 
WHAT  PRITIKIN  PREACHES 


:   ■ 


When  Nathan  Pritikin 
opened  his  first  Longevity 
Center  in  1976,  he  didn  't  get 
much  support  from  the 
medical  Establishment.  For 
one  thing,  the  creator  of  the 
famed  low-fat  Pritikin  Diet 
wasn't  a  doctor.  For  anoth- 
er, the  link  tying  a  fatty  diet 
and  lack  of  exercise  with 
heart  disease  wasn  't  so  clear 
at  the  time. 

Today  there  are  three  Lon- 
gevity Centers  in  the  U.  S., 
with  6,000  clients  each  year. 
And  physicians  are  increas- 
ingly recommending  the 
program  to  their  patients. 
BUSINESS  week  Correspon- 
dent Russ  Mitchell  spent  sev- 
eral days  at  the  Pritikin  cen- 
ter in  Downingtown,  Pa.,  to 
assess  just  how  effective  the 
program  is.  His  report: 

I'm  not  the  kind  of  person 
you  might  expect  to  find 
enrolled  in  a  program  for 
people    worried    about    their 
hearts.  I'm  34  years  old,  trim, 
and   in   good   condition.    But 
heart   disease    plagues    my 
family.   My  father  died  of  a 
heart  attack  when  he  was  53. 
So    after    years    of    wolfing 
down     cheeseburgers     and 
french  fries,  I  thought 
it  was  time  to 
take  some  pre- 
ventive steps. 

The  Pritikin 
prescription  boils 
down  to  this: 
Keep  dietary  fat 
to  10%  of  total  cal- 
ories. Don't  smoke. 
Stay  away  from 
salt,  sugar,  caffeine,  and  alco- 
hol. Exercise  aerobically  30  to 
60  minutes  a  day,  four  to  six 
days  a  week. 

'SPIT  IT  OUT.'  Sounds  simple. 
And  in  fact,  you  can  buy  a 
book  that  contains  the  pro- 
gram's essential  elements  for 


$4.95,  rather  than  spending 
$5,000  to  $8,000  for  a  two-  to 
four-week  stay.  But  adhering 
to  Pritikin's  regimen  is  im- 
mensely difficult  without 
help.  In  a  culture  that  puts 
gobs  of  fat  in  nearly  all  its 
processed  foods,  following  the 
10%  guideline  requires  a  radi- 
cal change  in  lifestyle.  And  as 


William  Van  Arsdale,  one  par- 
ticipant I  met,  puts  it:  "The 
kind  of  people  who  need  this 
program  are  not  the  kind  who 
can  follow  such  a  rigorous 
program  on  their  own." 


BREAKFAST 

Seven-grain  bread 

Oatmeal 

Bagel  with  yogurt 

spread 
Grapefruit 
Banana 


LUNCH 


Pumpkin  soup 
Vegetarian  chili 
Green  beans 
Spaghetti  squash 
Coleslaw 
Nonfat  cornbread 
Watermelon 


DINNER 


Canneloni  (made 

with  hoop  cheese) 
Cauliflower 
Zucchini  slices 
Peas  &  barley 
Baked  potato 
Bananas  flambe 


fi  es  jus 
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That's  the  primary  apj 
of  the   Longevity   Center 
place  where  the  only  ger 
ous  portions  you  get  are 
moral    support.     Day    C 
comes  as  a  bit  of  a  shock 
most  people.  Smokers  go 
turkey.  Caffeine  addicts  a  n 
get  a  fix,  which  doesn't  mi 
the  daily  6:30  a.m.  walk 
easier.    The    day    is    hig^  it 
structured.    We    move    fr  Mm 
lectures  to  cooking  classes  1 1 
exercise  periods  like  kids 
high  school.  There  are  th 
meals     a     day,     and 
"snacks."  The  food,  at 
anyway,  strikes  almost  eve 
one  as  unpalatably  bland 

"Our  rule:  If  it  tastes  golnita 
spit  it  out,"  says  a  cheery  1 
tikin  staffer,   only  half-k  I 
ding.  On  the  diet,  I  get  10 
12  servings  of  vegetables  In 
day,  seven  servings  of  car  ft 
hydrates    (such    as    wh< 
bread),   two   dairy  servirpica! 
(usually    nonfat   yogurt 
skim  milk),  and  three  to  f( 
servings  of  fruit. 
hoop  cheese.  Lean  meat 
served  once  a  week,  in  a  3 
ounce  portion.  The  diet  ev 
tually  allows  that  much  nv 
once  a  day.  Staffers  say 
diet  has  a  "vegetarian  tren 
But  most  vegetarians  at  le  3 at  P 
get  to  enjoy  cheese,  which  U 
verboten   at   Pritikin,    exo  ier  fl 
for    a    few    weird    varietins 
such  as  hoop  cheese  (basica  is. »|,; 
the  curd  of  cottage  cheese 

"I  rejected  this  stuff  in 
beginning,"    says    Van    A 
dale,  who  is  49,  and  treasu  ly 
at  Gettysburg  College.  "I  t  | 
myself,  as  soon  as  I'm  out 
here,  it's  eggs  Benedict 
prime  rib."  But  a  funny  thi 
happened.    "By   the   seco 
week,  I  noticed  my  taste  bi 
changed.    I    found    that 
food  has  a  wonderful,  natul 
taste    without   all    the    exi: 
things  we  think  we  need  I 


a. 


p  aq 


: 


and  t> 

3fd.  Nil 


* 
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1  Strangely  enough,  I  felt 
tune  way.  I  used  to  love 

n  and  eggs.   Now   I   find 
i  about  as  appetizing  as  a 

>f  Ian  I. 

is  is  not  an  easy  transi 
Hours  and  hours  of  lee 
;  drive  home  the  conse 
ccs  of  the  American  dirt. 
e   are   some   scare    tac 
-a  slide  of  a  diseased  ar- 
that   looks   like  sausage 
i  sticks  in  my  mind.  But 
.  of   the    lectures — deliv- 
by  doctors,   psycholo- 
,  and  dietitians — teach  us 
to  cope.  In  the  daily,  one- 
cooking  class,  we  whip 
iome    Pritikin-approved 
s    that    actually    taste 
tit.  The  oatmeal  pancakes 
H  the    best    flapjacks    I've 
tasted.  Even  the  hoop- 
se  lasagna  isn't  bad. 
iii»ORT  groups.    Restau- 
l   and   airplanes   can   be 
h  on  the  Pritikin  dieter. 
1 i  course  tells  us  how  to 
ige.    Fish,    for   example, 
•s  just   fine   broiled   in 
\  ,  not  butter.  To  keep  us 
le  wagon,  alumni  receive 
J'nthly  newsletter,  and  Pri- 
support   groups   have 
ed  up  in  major  cities. 
ie   exercise   part   of   the 
nen  was  easier  for  me  to 
sjbt  The  first  day,  partici- 
s  see  an  on-site  doctor  for 
edical   evaluation   and   a 
Imill  stress  test.   Every- 
fi  i  gets  a  customized  exer- 
plan.    Most    people    get 
workout   on   treadmills, 
exercise  bikes  and  rowing 
sv  lines   are   available,    too. 
an  aqua-aerobics  class  is 
in  the  pool, 
reojbn't   expect    to    be    pam- 
'I  at  Pritikin.  Your  neigh- 
ood   Vic  Tanny   is  a  lot 
Jier.  There  are  no  steam 
is    or    saunas.    And    the 
;  i  is,  while  clean  and  attrac- 
gj   would  come  in  well  short 

four-star  rating. 

\  'ter    hours,    people    are 

y  pooped,  A.1   night,  the 

:,  >r  showed  mo\  ies  on  the 

and  then  everj  bodj  went 

ij  id.  Some  people  golfed  at 

arl>y   course   on   Sunday, 

miK  day  off. 

tii|hile  other  spas  and  clinics 

Offer    exercise    and    lovv- 

i!   (sterol  food,  this  one  has 

prevention    of   heart    dis- 

as  us  guiding  principle. 


illl 


'I'd.'  Pritikin  center     the  oth 

er  two  are  in  Santa  Monica, 
Calif.,  and  Miami  I'.each 
don't  claim  to  cure  heart  dis 
ease,  hut  they  can  reduce  the 
risk  factors  most  associated 
with  it. 

I  >n  average,  those  who  go 
through  the  program  Bee  a 
259  reduction  in  blood  choles- 
terol. Of  those  with  hyperten- 
sion, 839S    leave  with  normal 


blood  pressure  and  without 
need  of  medication.  Half  of 
adult  onsel   diabetics  taking 

insulin    depart     insulil 

The  average  weight  loss  is  18 
pounds. 

For  my  classmates,  the  re- 
sults were  impressive.  After  a 
month's  stay.  Van  Arsdale 
dropped  36  of  his  266  pound-. 
He  was  off  his  medication  for 
hypertension  and  his  high 


Tax  Tips 

YOUR  RIGHTS  AS  A  TAXPAYER: 
NOW  THEY'RE  IN  WRITING 


About  \%  of  the  109  mil- 
lion U.  S.  taxpayers 
will  be  audited  by  the 
IRS  this  year.  But  they  won't 
be  as  defenseless  as  audit  tar- 
gets in  the  past  were.  To  pro- 
tect against  overzealous  tax 
collectors,  Congress  wrote  a 
taxpayer's  bill  of  rights  into 
the  Technical  &  Miscellaneous 
Revenue  Act  of  1988. 

A  good  number  of  the  safe- 
guards in  the  law  have  long 
existed  as  official  IRS  policy, 
but  many  taxpayers  and  even 
some  tax  accountants  and 
lawyers  knew  nothing  about 
them.  Before  the  law  was 
passed,  "the  treatment  a  tax- 
payer got  differed  depending 
on  whether  he  was  repre- 
sented by  himself,  a 
small  accountant,  or 
a  Big  Eight  firm," 
says  Lee  O'Con- 
nor of  Grant 
Thornton,  an  ac- 
counting firm. 
"'The  new  law 
gives  taxpayers 
greater  access 
to  knowledge." 
To  help  get  the 
word  out,  the 
IKS  has  issued 
Publication        Our: 

Your  Rights  us  ii  Taxpayer. 

These  rights  start  with  the 
initial  interview  and  cover  the 
entire  auditing  process,  in- 
cluding the  recover}  Of  any 
costs  and  damages  incurred 
during  an  appeal.  Some  major 
pn>\  isioiis: 

■  THE  AUDIT.  The  llis  may  not 
pressure  a  taxpayer  into  an 
audit  interview  at  an  income 


nient  time  or  place.  For  exam- 
ple, IRS  agents  must  not  in- 
trude on  a  business  to  the 
extent  that  it  has  to  be  closed 
during  an  audit. 

No  longer  may  the  IRS  re- 
quire a  taxpayer  to  accompa- 
ny his  tax  adviser  to  an  audit 


blood   pr< 

\    t<>r  me,  if,.-  center  has 
helped   make   the   program 
part  of  in',  routine  Now  I  <■■ 
regularly  and  eat  food.-, 
that  aren't  going  to  clo 
arterie      For   breakfast,   it'.-. 

oatmeal   and    fruit.    Dinner   is 
spaghetti  and   vegetabli 
for  cheeseburgers,   I   don'' 
even  think  about  them — well, 
hardly  ever.      Russell  Mitchell 


interview  unless  the  agency 
has  issued  a  special  summons. 
and  a  taxpayer  may  call  an 
interview  off  at  any  point  if 
he  feels  that  he  needs  a  certi- 
fied public  accountant  or  oth- 
er tax  adviser  to  represent 
him.  The  interviewing  IKS 
agent    must    inform    the    tax- 


payer of  his  rights  under 
the  law. 

■  tax  collection.  To  guard 
against  unfair  seizures  of 
property,  the  IRS  must  now 
wait  .30  days,  instead  of  10 
days,  to  attach  property  after 
issuing  a  written  notice  to  a 
taxpayer.  And  banks  must 
hold  accounts  for  21  days  af- 
ter notice  from  the  IRS  before 
releasing  them  for  forfeiture. 
Also,  the  IRS  Taxpayer  Om- 
budsman now  has  the  power 
to  issue  a  taxpayer  assistance 
order  to  freeze  any  collection 
or  assessment  that  is  disput- 
ed. In  that  event,  the  taxpay- 
er will  still  have  use  of  the 
property  or  funds  while  the 
dispute  is  being  settled. 

■  PENALTIES  AND  DAMAGES. 

The  IRS  must  now  forgive  any 
penalty  on  an  error  made  by 
the  taxpayer  based  on  errone- 
ous written  information  from 
the  IRS.  A  taxpayer  also  may 
sue  the  agency  for  dam- 
^  ages  if  an  IRS  employee 
recklessly  or  inten- 
tionally" disregards 
the  taxpayer's  legal 
rights.  And  a  taxpay- 
er can  recover  the 
litigation  cost  if  he 
wins  in  a  civil  suit 
against  the  IRS. 

While  the  bill  of 
rights  won't  save 
you  from  making 
mistakes  on  your 
tax  form  or  stave 
off  an  irs  audit,  it 
does  strive  to  en- 
sure that  you  will 
get  fair  treatment 
from  the  tax  collectors.  So,  if 
you  are  faced  with  an  audit. 
remember  your  rights  under 
the  law.  After  all.  says  Tom 
Meverer  of  the  accounting 
firm  Ernst  &  Whinney;  "The 
IRS  is  there  to  administer  the 
tax     system— no     mor< 

less, 
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Smart  Money 

GINME'S  AND  FREDDIE'S  MORE 
PREDICTABLE  COUSINS 


Absolute  safety?  If,  as  an 
investor,  you  think  only 
of  Treasuries,  you're  missing 
a  bet.  Most  mortgage-backed 
securities  are  virtually  as 
safe — and  pay  better. 

Like  Treasuries,  Ginnie 
Maes  are  backed  by  the  full 
faith  and  credit  of  the  U.  S. 
And  Fannie  Maes  and  Fred- 
die Macs  carry  implied  feder- 
al guarantees,  so  you  are 
well  protected  against  de- 
fault. Now  there's  a  layer  of 
securities  based  on  them  that 
gives  investors  a  better  fix 
on  when  they  will  be  paid 
their  principal.  Popular 
among  institutions  for  sever- 
al years,  CMOS  (collateralized 
mortgage  obligations)  and 
REMlCs  (real  estate  mortgage 
investment  conduits)  are 
only  now  being  pushed  in 
earnest  to  individuals. 


A  way  to  get  a 

better  fix  on  the 

maturity  date 


The  surprises  come  when 
you  start  comparing  yields 
on  these  securities  vs.  Trea- 
suries. Whether  they  mature 
in  10  years  or  30  years,  Trea- 
sury bonds  yield  8.8%  to  9% 
now.  But  some  mortgage  se- 
curities from  Prudential- 
Bache  Capital  Funding  are 
structured  to  yield  at  least 
9.8%  and  as  much  as  10.6% 
during  their  lifetime  (about 
27  years).  Salomon  Brothers 
has  issued  ones  yielding  9.6% 
to  10.13%  over  15  years. 
DIDN'T  wait.  The  higher  rates 
on  mortgage-backed  securi- 
ties reflect  the  unhappy  ex- 
perience many  investors  had 
with  them  earlier,  says  Bob 
Rodriguez  of  First  Pacific 
Advisors  in  Los  Angeles.  In 
the  mid-1980s  homeowners 
hurried  to  pay  off  their  high- 
interest    mortgages    (14%, 


15%,  and  up)  and  took  out 
new  loans  at  10%  or  so.  So 
investors  who  held  high-cou- 
pon Ginnie  Maes  faced  a 
problem:  Suddenly  a  large 
part  of  their  investment  was 
being  returned  as  the  under- 
lying mortgages  were  pre- 
paid into  extinction.  Then  the 
money  had  to  be  reinvest- 
ed— usually  in  something 
with  a  lower  return. 

The  resulting  soft  demand, 
says  Rodriguez,  eventually 
helped  raise  yields  to  attract 
money.  Now,  he  figures, 
could  be  a  good  time  to  take 
advantage  of  the  widening 
spread  over  Treasuries.  If  in- 
terest rates  continue  to  edge 
upward,  or  at  least  hold 
steady,  homeowners  will  not 
once  again  rush  to  refinance. 
But  keep  in  mind  that  when 
your  broker  quotes  yields  on 
mortgage-backed  securities, 
the  numbers  are  based  on 
various  assumptions  on  how 
the  underlying  mortgage  col- 
lateral is  going  to  be  paid 
off — perhaps  on  time,  per- 
haps sooner.  "Those  high 
yields  reflect  uncertainties," 
Rodriguez  says.  "You  don't 
get  something  for  nothing." 

You  can  get  into  CMOs  and 
remics  for  as  little  as  $1,000 
or  $5,000.  Gary  Goldberg,  a 
financial  planner  in  Suffern, 
N.  Y.,  notes  that  you  should 
pay  close  attention  to  the 
features  of  the  particular 
kind  of  security  you  buy. 
Like  ordinary  bonds,  most 
CMOS  and  REMlCs  pay  inter- 
est every  six  months.  Also, 
they  are  designed  to  have 
more  predictable  maturities 
than  garden-variety  Ginnies. 
Marching  to  the  homeown- 
ers' drum,  Ginnies  pass 
along  a  varying  combination 
of  principal  and  interest  each 
month.  Still,  when  short-term 
interest  rates  are  rising  (as 
they  have  been),  that's 
O.  K. — the  money  can  be  re- 
invested each  month  at  a  bet- 
ter rate.  Don  Dunn 


RACK  'EM— IN  THE  COMFORT 
OF  YOUR  OWN  HOME 


Officially,  it's  pocket 
billiards,  but  "shootin' 
pool"  has  been  a  fast- 
growing  sport  since  Paul 
Newman  made  Tom  Cruise  a 
high-stakes  hustler  in  the 
1986  hit,  The  Color  of  Money. 
Now  pool  tables  lure  players 
in  flashy  new  amusement  cen- 
ters, discos,  and  bars. 

But  you  don't  have  to  go 
out  to  join  in:  $3,000  and  up 
buys  a  quality  table  for  home 
use.  Careful,  though:  "Many 
people  want  'the  real  thing' 
and  try  to 
squeeze  in  too  big 
a  table,"  says 
Vernon  Loria,  a 
New  York  dealer 
who  supplied  48 
tables  for  a  new 
Manhattan  club. 
Whether  you  buy 
a  regulation  41/2- 


by-9-foot  table  or  one  6,  7,  or 
8  feet  long,  allow  about  4V2 
feet  of  elbow  room  all  around. 
just  slate.  A  table's  frame 
and  legs  can  be  anything 
from  vinyl-covered  particle 
board  in  budget  models  (un- 
der $1,000)-  to  elaborately 
carved  oak  or  mahogany  in- 
laid with  rare  woods.  The 
most  important  consideration 
is  the  playing  surface.  The 
felt  doesn't  have  to  be  green; 
it  comes  in  dozens  of  colors. 
But  beneath  it  should  lie  noth- 


ing other  than  slate — at  1 
1  inch  thick,  machined  to 
solute  smoothness,  says  c 
er  Ron  Blatt  at  New  Yo 
Blatt  Corp.,  a  pool-table  r 
er  since  1923. 

Brunswick,  Gandy,  and 
tale  are  other  makers  rest, 
ed  by  professionals.  Tj 
simple  models  cost  up 
$10,000;  elaborate  ones  ru 
$40,000.  Blatt  sells  The  P 
framed  in  stainless  steel, 
$24,000,  while  its  antique-i 
Brilliant  Novelty,  with  in 
and  vene 
costs  $38,000. 
You  won't  s 
by  seeking  oi 
bargain-priced 
table  in  a 
shuttered  p 
room.  Virtu 
every  part  ex< 
the  slate  will 
quire  costly  restoration.  S 
Blatt,  who  offers  a  restc$ 
1885  table  for  $28,000:  "I 
ting  it  in  shape  took  our  } 
pie  two  months.  It's  1 
working  on  an  antique  caiKil 

Cues?  You'll  need  at  k 
four,  at  $15  to  $75  each.  ' 
best  balls,  from  West  Ger 
ny  or  Belgium,  run  ab 
$100  a  set.  And  for  videot 
lessons  by  experts,  see  ad: 
Billiards  Digest,  $2.50  fih 
Suite  850,  101  E.  Erie,  Ch 
go,  111.  60611.  D.f 
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NRT  LN  588-6866  MUBL 

SBC  LN  606-3362  SBCL 

UBS  LN  638-2800  ORE* 

CRS  LN  283-8286  r 
III  I 

^IEX  Pfl  42231714261 

PR  43008014776 

RLY  PR  4265751450  lj 


FF  68740661  DCFF 

OCZ   FF  69230821  OCZF 

BHF   FF  697182691  BHFF 

«EN  FF  69717221  CNNF 

*  F  * 

ZU  2152285   CSOZ 


ITC  LN  929-0741  IRUL 


"Parkins  is  talking  to  Switzerland, 

IMF      FF 

Russo  is  talking  to  France, 
Tolman  is  talking  to  Brazil, 


j  22343 1 1    sbzz   so  Hodges,  why  are  you  talking  to  me?' 


CRS  W     22222323  CSOG 
S8C  GU  22224140  SBS~ 


CRLY  Pft  42 


I  Pfl  47764. 
Pfl  450153 

42603' 


00 

ft  C 

I 

OH 

ZU  2 

S6C 

ZU  2 

ues 

ZU  2 

ocn 

ZU  2 

KM 

ZU  2 

Staj  ing  in  touch  with  your  international  clients 
>ioJ;  simply  good  business. 

By  using  the  power  of  your  voice,  you  can 
jjjxcite,  inspire,  share  ideas  and  influence  decisions 

lat  will  build  your  relationships  abroad  into  profit- 
able ones 

Id        VC'hat  more  productive  way  to  spend  part  ofyour 
I 
business  day? 

Roi  rurthei  ways  that  AT&Tfc  Worldwide  intelligent 

letwork  can  help  you  strengthen  your  ues  overseas, 


call  1800  222-0^00,  Ext.  354. 

You  may  not  realize  how  effective  calling  overseas 
can  be. 

From  equipment  to  networking,  from  comput- 
ers to  communications,  AT&T  is  the  right  choice. 


AT&T 

The  right  choice. 
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Travel 


LAST-MINUTE 
CRUISERS  CAN 
BE  CHOOSERS 


reaming  of  pina  cola- 
das  and  azure  seas? 
It's  not  too  late  to 
book  a  Caribbean  cruise.  And 
if  you  shop  carefully,  you  can 
take  advantage  of  discounts 
and  special  deals. 

Like  tour  operators,  some 
cruise-only  specialists  reserve 
blocks  of  cabins.  One  of  the 
largest,  Cruise  Line  (800  777- 
0707),  has  about  $15  million 
worth  of  1989  inventory  avail- 
able at  discounts.  Depending 
on  cruise  availability  and  list 
price,  discounts  can  be  siz- 
able, as  a  sampling  indicates 
(table).  One  four-day  Caribbe- 
an cruise  listed  for  $800  was 
snapped  up  for  $279  in  Janu- 
ary, says  Larry  Fishkin,  the 
company's  president.  Fishkin 
advises  even  "last-minute" 
cruisers   to   start   inquiries 


SAILINGS  ON  SA1E 

Ship 

Itinerary                                      List  price*  /  Discount  price* 

VISTAFJORD 

10-day  Caribbean.  From  Fort  Lauderdale 
to  St.  Thomas,  Guadeloupe,  Barbados, 
St.  Lucia,  and  Tortola.  Sails  on  Feb.  22 

$2,368 
1,392 

SKY  PRINCESS 

10-day  Panama  Canal.  Sails  from  Acapulco 
to  San  Juan  with  stops  at  San  Bias  islands, 
Curaqao,  St.  Croix,  and  St.  Thomas.  Sails  Apr.  27 

3,180 
2,230 

FAIR  PRINCESS 

16-day  South  Pacific.  Sails  from  Papeete, 
Tahiti,  to  Moorea,  Bora  Bora,  Christmas  Island, 
Hilo  (Hawaii),  Lahaina  (Maui),  and  Honolulu, 
ending  in  Los  Angeles.  Available  Apr.  6 

3,150 
2,155 

DATA:  THE  CRUISE  LINE  INC 


*Per  person,  for  outside  cabins 


w 


/V( 


at  least  30  days  in  advance. 
Unlike  seasonal  hotels  that 
alter  rates  between  summer 
and  winter,  cruise  lines'  "val- 
ue" weeks  are  scattered 
throughout  the  year.  "Shoul- 
der"   months    such    as    April 


and  October  offer  very  good 
values.  If  you're  already  plan- 
ning for  your  winter  1990  va- 
cation, be  advised  that  some 
cruise  lines  give  discounts  of 
5%  to  20%  for  advance  pur- 
chases— those  made  at  least 


180  days  ahead  of  the  sai 
There  are  other  way: 
save:  Many  frequent-f 
programs  can  shave  { 
more  off  the  air  portioi 
most  cruise  fares.  And  if 
book  through  a  travel  ag 
that  specializes  in  cruises, 
might  still  qualify  for  a  g 
rate.  Landry  &  Kling,  a 
ami-based  cruise-only  tr 
agency,  puts  together  gr 
that  get  10%  to  20%  disco 
(800  431-4007). 

Remember,    "a   bargai 
not  a  bargain  if  you're  n 
a  ship  that's  right  for  y| 
says  Jo  Kling.  Decide  w 
er  you'd  rather  curl  up 
deck  chair  with  a  good 
or  help  judge   a   wet-T- 
contest — and   let  a   spec 
agency  help  select  the 
You  pay  no  fee  to  the  age 
which  should  be  a  memb 
the  Cruise  Line  Internati 
Assn.    For    help    finding 
agency,  send  a  self-addres| 
stamped  envelope  to  the 
tional   Association  of  Cr| 
Only  Agencies  (P.O.  Box 
Freeport,  N.  Y.  11520)  for 
ings  in  up  to  three  states, 
voyage.  Gail  DeGe< 


Outdoors 


HANGING  TEN 
ON  THE 
SKI  SLOPES 


F 


lirst,  strap  your  feet  onto 
what  looks  like  a  giant 
skateboard  without 
wheels,  and  inch  over  the 
crest  of  the  hill.  As  you  begin 
to  glide  down,  you'll  feel  the 
exhilaration — it's  like  surfing 
on  snow.  Then  as  you  pivot 
for  a  turn,  the  edge  of  the  ski 
catches  on  the  hill — and 
you're  flat  on  your  back. 

Welcome  to  snowboarding, 
the  hottest  sport  since  wind- 
surfing. The  pleasures  are  as 
great,  but  it's  almost  as  diffi- 
cult to  learn — and  hitting  the 
snowy  slopes  can  hurt  a  lot 
more  than  hitting  water. 

Initially  viewed  by  skeptics 
as  a  fad,  snowboarding  has 
come  of  age.  The  North 
American  Snowboarding 
Assn.,  a  trade  group  based  in 


SNOWBOARDING: 
LESSONS  ARE  A  MUST 


Denver,  estimates  the  number 
of  active  snowboarders  world- 
wide at  250,000.  Some  75%  of 
U.  S.  ski  areas  allow  snow- 
boarding, up  from  45%  last 
season. 

NO  poles.  The  equipment 
seems  simple — one  wooden  or 
fiberglass  ski  with  plastic 
nonrelease  bindings  and  a 
pair  of  winter  boots.  But  ex- 
pect to  pay  $200  to  $600  for  a 
reasonably  maneuverable 
board.  Special  boots  cost  an- 
other $100,  though  any  warm 
winter  boot  will  suffice. 

Above  all,  take  lessons.  Re- 
sorts   such    as    Vermont's 


Stratton 
Mountain  and  several  in  the 
Rockies  now  offer  lessons  and 
rent  snowboards.  After  a  two- 
hour  lesson,  most  people  get 
the  hang  of  it.  You  stand  side- 
ways on  a  snowboard  and 
steer  by  pivoting  your  rear 
foot  without  using  poles. 

Experienced  skiers  should 
make  the  transition  without 
too  many  problems.  You  will 
have  to  endure  some  hard 
falls  until  you  master  the 
technique.  But  anyone  who 
has  spent  any  time  on  the 
slopes  knows  that's  par  for 
the  course.  Robert  Duffy 


Worth  Noting 


■  MOVEABLE  FEAST.     F 

your  way  around  Hemi 
way 's  Paris  with  a  forthc 
ing  guide  by  John  Lei: 
(Algonquin  Books,  919  9 
0108).  It  describes 
haunts,  from  the  Ho 
d'Angleterre  to  Les  Viki: 
(now  a  cafeteria). 

■  FLYING  FILMS.  Alreaj 
seen  the  in-flight  movie? 
pan  Air  Lines  will  test  an 
ternative  this  month  a 
next.  First-class  passeng 
between  New  York,  Lond 
and  Tokyo  can  borrow  a  p 
table  Sony  Watchman 
select  films  to  play  on  its 
inch  TV  screen  at  their  se; 

■  TAX  TARGET.  If  your  CO 
pany  hired  from  special 
get  groups  before  1989,  i 
eligible  for  a  $2,400  tax  cr< 
it  per  employee,  says  Art 
Andersen.  The  credit  is  eq 
to  40%  of  the  first  I 
paid  to  employees  who  a 
veterans,  welfare  recipien 
ex-cons,  or  who  have  certs 
physical  handicaps. 
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PERSONAL  BUSl 


v~ 


Exactly. 
This  gives 
yourfund 
the  right  mix, 
your  CFO  the 
right  controls 
and  you  the 
right  answers 
at  your  next 
board  meeting.^ 


>, 


•\ 


Blue  Chip  Advice 

From  your  company's  investment 
funds  to  your  personal  retirement 
plan,  you  know  the  value  of 
working  closely  with  the  right 
people.  And  since  1846,  we've 
built  a  company  and  a  reputation 
on  blue  chip  people  giving  blue 
chip  advice. 


The  ((S3  Alliance 


•  Connecticut  Mutual  lift*  Insurance  (ompun) 

•  Connccticul  Mutual  Financial  Scrvket  •  Urbcoa  GroupAmerica  Insurance  Compan)  •  Stale  House  Capital  Management 

•  CM  Assurance  •  CM  tasct  vu  iacei  •  CM  IransnationaJ  •  Diversified  Inturance  Services  >'t  America 

H.uilofd.  (  onnclkui  06154  \M   Mlmincof  Blurt  hipl  ompjiiu- 


Unravel 
Travel 


50,000  Better 
Ways  to  Travel 

The  Multinational  Executive  Travel 
Companion  offers  at  least  50  thousand 
facts  to  help  make  your  business  or  social 
trip  more  productive  .  .  .  easier  .  .  .  and 
more  rewarding. 

The  only  guide  of  its  kind.  Covers  147  cit- 
ies in  depth.  Latest  information  on  more 
than  160  countries.  Used  by  thousands. 

Ask  about  our  20th  Anniversary  Edi- 
tion. More  complete  than  ever.  Special  dis- 
counts on  corporate,  quantity  orders. 
Single  copy  $60  US.  Overseas  $80. 
Includes  delivery.  All  major  credit  cards. 

Call  or  write: 
Multinational  Executive  Travel  Com- 
panion. 207  Atlantic  St..  Stamford.  CT 
06901    U.S.A.      A21      (203)324  6439. 


FIGHT 


Support 
the  American 

ADiabetes 
Association. 


Diabetes  is  a  major  contributor 
to  heart  disease,  kidney  disease 
and  blindness.  So  when  you 
support  the  American  Diabetes 
Association,  you  fight  some  { 
of  the  worst  diseases  of 
our  time. 


me  A 


Index  to  Companies 

This  index  gives  the  starting  page  for  a  story  or  fea- 
ture with  a  significant  reference  to  a  company.  Most 
subsidiaries  are  indexed  under  their  own  names. 
Companies  listed  only  in  tables  are  not  included. 


Abbott  Laboratories  28 

Akin,  Gump,  Strauss,  Hauer 
&Feld  81 

Alimondo  69 

Allegheny  Ludlum  30 

Amre  34 

Andersen  (Arthur)    106 

Apollo  90 

Apple  Computer  30,  90 

Archer  Daniels  Midland   34, 
95 

Asian  Oceanic  Group  33 

AT&T  38 

Aviation  Group  66 

B 


Baker,  Worthington, 
Crossley,  Stansberry  & 
Woolf  81 

Best  Products  33 

Blatt   104 

Boston  Co.   88 

British  Petroleum  49 

Brunswick   104 


Cambrian  &  General 
Securities  38 

Canon  90 

Carlyle  Group  38 

Caterpillar  30 

Central  Weather 
Service  95 

Champion  Building 
Systems  34 

Chicago  Corp.   84 

Chrysler  Motors  74 

Claire's  Stores  88 

Coastal  Corp.  28 

Collagen    100 

Compaq  Computer  30 

Consumers  Distributing 
Catalog  33 

Contrarian  Fund  88 

Corporate  Health 
Examiner  34 

Corporate  Partners  32 

Cruise  Line    106 

Crum  &  Forster   90 


Daimler-Benz  43 
Daiwa  42 
Deere  30 


DHL  Worldwide  Express  66 

Dow  30 

Drexel  Burnham 
Lambert  81 

Du  Pont  90     - 

E 


Eastman  Kodak   90 
Envos  90 


Fairchild  Industries  38 
Federal  Express  66 
Fiat  43 

Ford  Motor  74,  90 
Fuji-Xerox  90 

G 


Gandy    104 
The  Gap  63 
General  Electric  90,  95 
General  Motors  74 
Global  Motors  38 
Grand  Metropolitan   88 

H 


Hanifen,  ImhofF  84 
Hasbro  38 
Honda  Motor  43,  74 
Houston  Rockets  64 
Hutton(E.  F.)  81 

I 


IBM  90 
ICF  95 

Illinois  Central  95 

Illinois  Central  Gulf  34 

Illinois  Central 
Transportation  34,  95 

Intel   100 

International  Semi-Tech 
Microelectronics  33 

Italtel  38 

J 


Japan  Air  Lines   66,  106 

Jardine  Fleming 
Securities  42 


Kidder  Peabody  42 


Landry  &  Kling    106 
Lazard  Freres  32 
LensCrafter  88 
Leucadia  National  38 
Los  Angeles  Clippers  64 
Los  Angeles  Lakers  64 

M 


Martin  Marietta  28 
Mattel  38 
Mazda  43 
Merck  30 

Merrill  Lynch  30,  84 
Microsoft  90 
MidSouth  34 
Mitsubishi  Motor  43 
Monsanto  30 
Montgomery  Ward   88 
Morgan  Stanley  33,  46 
Murray  Bakery  Products  34 

N 


National  Westminster 
Bank  42 

Nederlander  Group  64 

Nike  30 

Nikko  42 

Nippon  Cargo  Airlines  66 

Nissan  Motor  43,  74 

Nomura  42 


Odyssey  Partners  32 
Ogden  64 

P 


ParcPlace  Systems  90 
Pearle  Vision  88 
Pechiney  46 
Penney  (J.  C.)  88 
Peugeot  43,49 
Phillips  Petroleum   8 
Pier  1  Imports  63 
Pioneer  Group  88 
Polaroid  32 
Prospect  Group  34,  95 
Prudential-Bache    104 


Recognition  Equipment  34 

Reliance  Financial 
Services  66 

Renault  43 

Republic  Airlines  66 

Ricoh  90 

Rothschild  (L.  F.)  42 

Rover  Group   43 

Royal  International 
Optical  88 


Safeway  Stores  28 

Salomon  Brothers   1 

Samsung    100 

Savin  90 

Schwab  (Charles)  42# 

Sears,  Roebuck  28, 3 

Semi-Tech  Microelectl 
(Far  East)  33 

Shamrock  Holdings  it 

Sharp  90 

Shearson  Lehman 
Hutton  30,84 

Shiseido  42 

Societe  Generale  46 

Soros  Group  38 

Squibb  90 

SSMC  33 

Stop  &  Shop  28 

Subaru  43 

Sun  Microsystems  30 

Sundstrand  38 


i  linl 

r: 

i 

ITO 

Kim 


SynOptics 
Communications  90 


Texaco  30,38 

Texas  Eastern  28 

Tiger  International 

TNT  66 

Toyota  Motor  43,  74 

Translink  Internationa 
Group  22 

Travelers  95 

Triangle  Industries  46 

u 


B 


U.  S.  Shoe  88 
Unisys  90 

United  Parcel  Service 
USX  38 

V 


Vitale   104 
W 


Waddell  &  Reed  32 


Wasserstein  Perella  4Iil(JP| 


Weyerhaeuser  95 
Whitman  34 
Williams-Sonoma  63 


Xerox  90 

Xerox  Financial  Servic 


to*. 
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Yamaichi  42 

Yellow  Freight  System  r; 

L 

Z 


Zotos  International   42 
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estment  Figures  o 


r%iirr? 


NTARV 

stors  loaded  up  on  stocks 
ry    And  when  the  pros 
y  reach  largely  for  blue 
hich  is  why  the  Dow 
his  rally.  But  small  stocks, 
>on  could  look  like  bar 
lay  catch  up.  Some  impor 
uslry  groups  are  also  pro- 
:adership.  Among  them: 
helped  by  low  oil  prices 
g  fares;  and  brokerage 
telped  by  strong  trading 
and  the  growing  sentiment 

15-month  bear  market 
ht  be  ending. 


STOCKS 

Jan.  July  Jan 


■ONOS  THE  DOLLAR 

Jon   26  Feb    I  Jan  July  Jan         Jon   26-Feb.  1  Jon  Jul/  Jon        Jon   26  Feb    I 


4 


'  30S  ISOO 

'  300  1350 

J97  09 

•  295  1200 

■  290  1050 


.  285  900 


= 

Sheocson 
Treasury 


Sheorson  Lehmon 
Index 


T^r 


1310 

12)0 
1264  01 
1250 

lit 

100 
90 

1220 

Morgan  Guaranty 

1190 

70 

— — ■  - 


52-week  change 
+  17.8% 


1  -week  change 
+2.7% 


52-week  ch< 
-4.1% 


1-week  change 
+0.1% 


52-week  change 
1.3% 


1  -week  change 
+0.9% 


niJ.nuvw 


TOCKS 


Latest 


change 
Week  52-week 


FUNDAMENTALS 


Latest 


Year  ago 


ONES  INDUSTRIALS  2338.2 

MPANIES  (Russell  1000)  156.9 

COMPANIES  (Russell  2000)  154.4 

MPANIES  (Russell  3000)  168.2 

JN  STOCKS  Latest 


3.2 
2.8 
1.7 
2.7 


21.5 
17.4 
23.1 
17.9 


%  change  dotal  currency) 
Week  52-week 


90-DAY  TREASURY  BILL  YIELD 
30-YEAR  TREASURY  BOND  YIELD 
S&P  500  DIVIDEND  YIELD 
S&P  500  PRICE/EARNINGS  RATIO 

TECHNICAL  INDICATORS 


8.4% 

8.8% 

3.2% 

12.2 

Latest 


8.3% 

8.8% 

3.3% 

12.1 


5.7% 

8.4% 

3.3% 

15.0 

Reading 


<i  (FINANCIAL  TIMES  100)  2039.7  5.2  14.8 

H    (NIKKEI  INDEX)  31,360.7  -0.7  32.9 

TO  (TSE  COMPOSITE)  3640.6  2.0  21.8 


S&P  500  26-week  moving  average  273.7  272.8  Positive 

Stocks  above  26-week  moving  average  65.6%  59.7%  Neutral 

Speculative  sentiment:  Put/call  ratio  0.24  0.24  Negative 

Insider  sentiment:  Vickers  sell/buy  ratio  1.01  1.06  Positive 


BRIDGE   INFORMATION   SYSTEMS  INC 


WEEK  LEADERS 


%  change 
4-week  52-week 


Strongest  stock  in  group 


%  change 
4-week  52-week 


Price 


TH  CARE  SERVICES 


UFACTURED  HOUSING 


ICE 


NES 


IS 


WEEK  LAGGARDS 


16.9 

-40.7 

15.9 

53.7 

14.8 

12.4 

14.5 

47.6 

14.2 

56.3 

% 
4-week 

change 

52 -week 

-3.0 

-9.1 

0.0 

27  8 

1.5 

11.0 

2.2 

5.7 

2.3 

12.5 

MANOR  CARE 


FLEETWOOD  ENTERPRISES 


MERRILL  LYNCH 


PAN  AM 


AMAX 


Weakest  stock  in  group 


21.0 

15.2 

l51/8 

16.9 

57.7 

29% 

26.0 

26.0 

30V4 

44.4 

8.3 

V/t 

18.8 

66.7 

26% 

%  change 
4-week            52-week 

Price 

-6.0 

-14.4 

15% 

-6.1 

8.7 

32% 

-12.6 

-8.6 

30% 

0.0 

76.4 

23% 

-3.5 

33.3 

51% 

MUNICATI0NS  EQUIPMENT 


NORTHERN  TELECOM 


i  WHOLESALERS 


FLEMING 


cSIFIED  MACHINERY 


MILLIPORE 


NEERING  AND  CONSTRUCTION 


FLUOR 


LS  AND  MOTELS 


HILTON  HOTELS 


mORningstaR  inc. 


RS 


LAGGARDS 

Four-week  total  return 


ANCE  GLOBAL— CANADIAN 

LITY  SELECT— BROKERAGE 

■H  CAPITAL  APPRECIATION 


14.9 
12.1 
10.9 


■fc  totol  rotw % 

j  FMANN  63.0 

i  GRATED  EQUITY  AGGRESSIVE  GROWTH       51.7 

^1  ANCE  GLOBAL— CANADIAN  51.2 


SECURITY  OMNI 
SIGMA  WORLD 
JAPAN 

52-week  total  return 


% 

-2.2 
-1.0 
-0.3 


■■■I  S&P  500 
4-week  total  retun 


STRATEGIC  INVESTMENTS  -31.5 

UNITED  SERVICES  GOLD  SHARES  -17.6 

STEADMAN  0CEAN0GRAPHIC  TECHNOLOGY  -15.9 


BHHI  Average  fund 
52-week  Total  return 


amounts 

ant  the  present 

of  $10,000 
•d  one  year 
each  portfolio 

ages  indicate 
y  total  returns 


DATA  RESOURCES  INC 


Foreign  stocks 

$13,218 

-0.7% 


I  .  S.  stocks 

$11,996 

•  2.9% 


llll 


ill 


Money  market  fund 
$10,635 
t  0.16% 


Treasury  bonds 
$10,542 

-0  5. 


GoM 

$8,358 


on  thn   page  are  at  of  mark*!  ctote   Wednetday,   Feb     1.    1989.   unlett  olherwite  indicated  Jon    31     Mutual  fund  returnt  or*  at  of   Jon    27    Relative  porrioltot  are  *olued  at  of   Jon    31     A  more 
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BUSH  HASN'T  PROVED 
HIS  CAPITAL-GAINS  CASE 


If  it  could  be  shown  that  cutting  the  capital-gains  rate 
from  a  high  of  33%  to  15%  would  increase  the  money 
available  for  venture  capital  and  other  long-term  invest- 
ments, we  would  be  all  for  it.  That  argument  is  what  en- 
shrined a  capital-gains-rate  reduction  in  George  Bush's  1988 
Republican  platform.  Its  advocates  point  to  the  boom  in 
venture-capital  investment  when  the  capital-gains  rate  was 
cut  in  1978.  The  problem  with  the  argument  today  is  that  the 
venture-capital  market  has  changed  a  lot. 

As  recently  as  10  years  ago,  venture  capital  still  came 
primarily  from  wealthy  individuals.  Today  more  and  more 
comes  from  tax-exempt  private  and  public  pension  funds. 
Corporations,  both  U.  S.  and  foreign  (especially  Japanese), 
make  up  the  other  big  source.  Indeed,  the  real  problem  in 
venture  capital  is  too  much  money  chasing  too  few  opportu- 
nities. Capital  gains  don't  matter  to  either  of  these  major 
sources,  and  corporations  have  armies  of  accountants  to 
keep  their  tax  payments  down  anyway.  Even  more  impor- 
tant, they  are  investing  more  for  long-term  strategic  reasons 
and  less  for  traditional  portfolio  results. 

It's  true  there  are  studies  showing  that  cutting  the  tax 
rate  on  capital  gains  would  actually  increase  Treasury  reve- 
nues. This  notion  has  the  imprimatur  of  President  Bush. 
Still,  there  are  many  studies  that  show  the  opposite.  Wheth- 
er or  not  the  Treasury  gains  or  loses  money  is  probably  a 
toss  of  the  coin,  depending  on  the  strength  of  the  market, 
international  money  flows,  and  the  state  of  the  economy. 

Another  appealing  motive  for  cutting  the  capital-gains  tax 
is  to  encourage  long-term  investment  at  a  time  when  the 
fast-buck  mentality  holds  sway.  If  that's  the  aim,  though,  a 
better  way  to  attain  it  would  be  to  index  the  gains  so  that 
only  profits  in  excess  of  inflation  are  taxed.  This  would 
appeal  to  the  people  who  care  most  about  capital-gains  tax- 
es: individual  investors.  The  present  system  grossly  overtax- 
es long-range  investment. 

Institutional  investors,  who  dominate  the  market,  do  most 
of  the  trading.  And  a  good  deal  of  that  business  comes  from 
tax-exempt  pension  funds.  The  issue  is  how  to  guide  this 
money  into  long-term  investment,  as  in  Japan  and  Germany. 
It  won't  be  easy,  but  tinkering  with  the  capital-gains  rate  is 
like  pouring  buckets  of  water  on  a  burning  house. 


LET  \Hl  DOLLAR 
FIND  ITS  OWN  LEVEL 


ow  that  the  dollar  is  strengthening,  there  is  concern 
that  its  rise  will  undo  the  U.  S.'s  hard-won  gains  in 
exports — a  30%-  increase  in  the  fourth  quarter  of 
1988  over  the  previous  year's  last  quarter. 

That  doesn't  have  to  happen.  Most  economic  studies  of 
relative  purchasing  power  show  that  the  dollar  is  substan- 
tially undervalued.  The  Japanese  believe  the  dollar  could  rise 


to  150  yen  from  the  present  130  before  U.  S.  exports  w<( 
be  hurt.  Obviously,  the  U.  S.  is  better  off  as  an  expor 
with  the  dollar  below  that  level. 

As  the  Finance  Ministers  of  the  leading  industrial! 
countries,  the  so-called  Group  of  Seven,  meet  this  weeki 
in  Washington,  they  should  be  careful  not  to  try  to  peg 
dollar  to  artificial  levels.  The  U.  S.  economy  is  still  strong 
3.1%  growth  in  the  nonfarm  segment,  and  U.  S.  export  j 
formance  remains  remarkably  good.  The  dollar  problen 
not  exports,  but  too  many  imports. 

After  three  years  of  a  cheaper  dollar,  it  is  clear  tha 
depreciated  U.  S.  currency  is  not  the  way  to  curb  our  af 
tite  for  imports.  That  will  require  measures  to  dampen 
sumption  generally  or  tariffs  aimed  specifically  at  the 
port  problem.  But  the  basic  conclusion  is:  The  markets  w 
the  dollar  at  a  higher  level.  So  be  it. 


IT'S  TIME  TO  STOP 
BEEFING  OVER  BEEF 


1 


Prime  Minister  Noboru  Takeshita's  visit  remi 
Americans  of  the  importance  of  U.  S.-Japanese  1 
but  it  also  highlights  the  U.  S.'s  biggest  trade  p 
lem.  Our  persistent  $50  billion  trade  deficit  with  Japan  * 
fleets  the  asymmetry  of  the  open  U.  S.  market  and  Jap 
managed  economy.  Western  Europe's  economies  more  cl  ™ 
ly  resemble  that  of  the  U.  S.  Paradoxically,  the  similar 
help  explain  why  our  trade  disputes  with  Europe  are  noi 
and  more  numerous,  though  usually  less  intractable,  t 
those  with  Japan.  European  Community  commissioi 
make  trade  policy  under  pressure  from  12  member  nat 
whose  interest  groups  are  as  vociferous  as  our  own. 

The  latest  U.  S.-Community  flare-up  is  a  round  of  tit| 
tat  reprisals  that  began  with  a  dispute  over  hormone! 
U.  S.  beef  exports.  The  issue  is  particularly  difficult  bec£ 
it  pits  European  consumer  groups,  who  worry  about  | 
health  hazards  of  hormones,  against  U.  S.  producers  of 
specialty  meats — tongue,  kidney,  sweetbreads — that 
up  most  of  the  $300  million  worth  of  beef  the  U.  S.  exf 
to  the  EC  annually.  Washington  contends  that  there  i^ 
scientific  evidence  that  the  hormones  are  harmful,  and 
the  EC,  which  banned  imports  of  hormone-fed  beef  on  Ja 
is  using  a  public-health  pretext  to  disguise  discrimira 
against  an  American  product.  Brussels  replies  that  pre 
tion  of  hormone-fed  beef  is  banned  throughout  the  EJ 
pricklier  issue,  perhaps,  is  the  increasing  impact  of  conq 
er  concerns  on  the  decisions  of  trade  officials,  who  are 
accustomed  to  brokering  the  competing  interests  of  pre 
er  lobbies. 

In  fact,  as  in  many  trade  disputes,  what  we  have  is  a 
of  values:  in  this  case,  market  access  vs.  perceived  risl 
health.  So  far,  retaliation  on  both  sides  has  expandel 
products  ranging  from  walnuts  to  canned  hams.  To  heaj 
further  reprisals,  the  EC  Commission  or  the  Bush  Adr 
tration  or  both  will  have  to  be  willing  to  take  political 
from  disappointed  interest  groups.  As  in  past  U.  S.-Cor 
nity  disputes,  the  shared  value  that  both  sides  must  prJ 
is  the  continued  openness  of  the  huge  Atlantic  marketiT 
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THE  FACTS  ARE  IN. 


SHARP 
THE  *1  FAX  IN  AMERICA. 


^  Put  in  a  letter,  a  diagram, 
a  chart,  a  photograph. 

In  1987,  the  Sharp  brand  out-sold  all  other 
fax  machines  in  America*  The  reason  is 
Sharp's  ability  to  take  advanced  technology 
and  make  it  affordable.  And  the  results  are 
as  clear  as  the  documents  they  transmit. 

Take  the  Sharp  FO-300  facsimile. 
for  example.  A  touch  of  a  single  button 
on  the  built-in  telephone  auto-dialer  lets 
you  transmit  a  document  of  up  to  10 
pages  at  the  rate  of  18  seconds  per  page. 

If  your  document  is  confidential, 
you  just  command  the  receiving  fax  to 
print  only  for  people  with  an  identifying 
passcode. 

And,  you  could  program  a  "send 
later"  Automatic  Timer  to  make  use  of 
off-hour  transmission  rates. 


4  In  seconds,  a  clean,  hard  facsimile 
comes  out  anywhere  in  the  world. 

Your  document  will  come  out  in 
L.A.  or  London  looking  virtually  like  the 
original.  That's  because  of  Sharp's  high 
resolution  and  exacting  half-tone  trans- 
mission with  16  levels  of  grey 

Sharp  offers  a  full  line  of  facsimile 
machines,  from  the  most  basic  to  the 
most  sophisticated.  And  every  one  will 
shrink  the  boundaries  of  time  and  dis- 
tance with  ease  that  most  of  us  never 
thought  possible. 

Is  it  any  wonder  why  more  Sharp 
fax  machines  were  bought  in  America  in 
1987  than  any  other  brand? 
For  information,  call  1-8(K)-BE-SHARP 
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From  Niagara  to  Napa,  America's 

fastest  growing  electrical  equipment 

company  helps  turn  up  the  power. 


The  name  is  MagneTek,  and 
Niagara  Falls  is  a  prime  example 
of  how  we  are  making  energy 
work  harder  for  America. 

More  than  a  natural  wonder, 
Niagara  Falls  is  a  natural  re- 
source. Her  hydroturbine  genera- 
tors churn  out  electric  power  for 
millions  of  Northeasterners. 
And  MagneTek  helps  turn  up 
the  power. 

Between  them,  MagneTek 
National  Electric  Coil  and 
MagneTek  Ohio  Transformer 
have  serviced  electrical  equip- 

t  1988  MagneTek,  Inc. 


ment  for  most  of  America's  heavy 
industrial  companies  and  utilities, 
including  the  generating  station  at 
Niagara  Falls.  After  MagneTek 
service,  the  equipment  typically 
operates  better  than  new. 

And  service  is  only  part  of 
the  story.  Electrical  products 
manufactured  by  MagneTek  are 
at  work  in  most  industrial  plants 
and  commercial  buildings,  as 
well  as  an  estimated  nine  out  of 
10  American  homes. 

MagneTek  is  a  brand-new 
Fortune  500  company  that  helps 


put  electricity  to  work  for  you 
practically  every  time  you  flip  a 
switch.  A  little  like  Niagara,  it's 
both  a  wonder  —  and  a  resource. 
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MagneTek 


For  more  information,  in- 
cluding a  copy  of  our  new 
Capabilities  Brochure, 
write  MagneTek.  Inc..     J 
11111  Santa  Monica 
Blvd.,  Los  Angeles. 
CA  90025.  Or  call 
800-541-9997 
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tf  you're  already  pretty  good 
at  what  you  do  but  want  to  be 
even  better,  you're  probably  ready 
for  the  Dale  Carnegie  Course. 


fou  know  deep  down  you've  got  it  in  you 
o  excel,  to  reach  more  of  your  goals  in  a 
hotter  period  of  time  and  to  gain  the  success 
/ou  want  and  deserve.  But  there  may  be 
me  added  qualities  you  need  to  help  you 
chieve  these  objectives.  You  may  need  to 
peak  more  effectively  to  get  your  ideas 
cross  to  others  with  greater  force  and 
nviction.  Perhaps  you  need  to  be  able  to 
spire  the  people  around  you,  to  instill  in 
hem  a  greater  sense  of  cooperation  and 
earn  spirit.  And  you  may  need  the  skills  to 
landle  your  responsibilities  with  more 
:onfidence  and  self-assurance. 

The  Dale  Carnegie  Course®  is  designed  to 
lelp  men  and  women  discover,  develop  and 
ise  more  of  their  untapped  inner  resources, 
t  helps  them  build  on  these  innate  human 
alents  and  capabilities  and  draw  upon  them 
>very  day  to  meet  the  challenges  in  their 
tfork,  in  their  lives.  That's  why  thousands 
)f  companies  from  the  small  business  to  the 
arge  corporation  choose  Dale  Carnegie® 
training  to  bring  out  the  best  in  their  people, 
n  fact,  400  of  the  Fortune  500  companies 
.ise  Carnegie  Training? 

In  the  Dale  Carnegie  Course,®  you  leam  to 


communicate  with  clear,  concise  language 
that  gains  the  attention  of  others  and  reduces 
misunderstanding.  You  learn  how  to  deter- 
mine what  motivates  people,  what  makes 
them  think  and  act  as  they  do.  And  you 
become  better  able  to  interact  with  others 
with  greater  harmony  and  cooperation. 

Participants  soon  feel  a  positive  differ- 
ence in  themselves.  Their  self-image  is 
enhanced,  their  self-confidence  grows.  They 
become  more  e*  thusiastic,  more  alert,  more 
energetic  and  ^lf-reliant.  Their  personalities 
become  more  vibrant,  more  interesting  and 
attractive  to  others.  And  they  are  better 
able  to  control  tension  and  stress.  They 
discover  a  new  vitality  a  new  excitement 
as  they  begin  to  use  their  newly  developed 
skills  and  abilities  to  reach  the  goals  they 
set  for  themselves. 

Find  out  how  the  Dale  Carnegie  Course" 
can  help  you  become  even  better  at  what 
you  do.  For  more  information  about  Dale 
Carnegie®  Training,  ask  for  your  free  copy 
of  our  quick-reading  booklet  that  outlines 
the  courses  in  greater  detail.  Call  toll-free 
800  231-5800  or  write  directly  to  the 
address  below. 


"Dale  Carnegie  Courses'  Bring  Out  the  Best  in  People:'' 

DALE  CARNEGIE  &  ASSOCIATES,  INC 

SUITE  229  B     •  6000  DALE  CARNEGIE  DRIVE  (PVT.)  •  HOUSTON,  TEXAS  77036 
ACCREDITED  BY  THE  ACCREDITING  COUNCIL  FOR  CONTINUING  EDUCATION  &  TRAINING,  INC.,  ACCET 
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THE  BEST  MUTUAL  FUNDS 

Want  to  take  the  guesswork — and  a 
lot  of  the  legwork — out  of  picking  a 
fund?  BUSINESS  WEEK  provides  a 
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The  production  index  rose  for  the  week  ended  Jan.  28.  The  seasonally  adjusted 
output  of  autos,  lumber,  steel,  paperboard,  paper,  and  rail-freight  traffic  increased. 
Production  of  electric  power  and  crude-oil  refining  dropped.  Truck  production  was 
unchanged  for  the  week,  and  data  on  coal  output  were  unavailable.  Prior  to 
calculation  of  the  four- week  moving  average,  the  index  declined  to  175.7  from 
176.3.   In  January,  the  index  increased  to   176.8  from   175.7  in  December. 

BW  production   index   copyright    1989  by   McGraw-Hill   Inc. 


Sept. 
1988 

The  leading  index  increased  for  the  week  ended  Jan.  28.  Higher  stock  pried 
lower  bond  yields,  and  faster  M2  growth  offset  slower  growth  rates  in  materials  ail 
real  estate  loans.  Data  on  business  failures  were  unavailable.  Before  calculation  " 
the  four-week  moving  average,  the  index  dropped  to  207.3  from  207.7,  its  fitj 
decline  in  seven  weeks.  For  January,  the  index  stood  at  206.3,  an  increase  fr< 
December's  level  of  204.8. 

Leading  index  copyright    1989  by  Center  for  International  Business  Cycle  Research 
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Latest 
week 

Week     %  Change 
ago      year  ago 

STEEL  (2/4)  thous.  of  net  tons 

1,996 

2,032  # 

5.4 

AUTOS  (2/4)  units 

149,350 

161,350r# 

12.8 

TRUCKS  (2/4)  units 

91,285 

94,801  r# 

12.8 

ELEQRIC  POWER  (2/4)  millions  of  kilowatt-hours 

53,749 

53,720  # 

0.1 

CRUDE-OIL  REFINING  (2/4)  thous.  of  bbl./day 

13,371 

13,371r# 

3.4 

COAL  (1/28)  thous.  of  net  tons 

NA# 

NA 

NA 

PAPERBOARD  (1/28)  thous.  of  tons 

762.9  # 

757.2r 

3.2 

PAPER  (1/28)  thous.  of  tons 

760.0  # 

748.0r 

1.3 

LUMBER  (1/28)  millions  of  ft. 

498.1  # 

480.8 

-0.4 

RAIL  FREIGHT  (1/28)  billions  of  ton-miles 

20.0  # 

20.0 

4.7 

■  m  i^i  i -;,,,'  .  —  in »>*>,.     m 

Latest 
week 

Week 
ago 

%  Cha 
yean 

STOCK  PRICES  (2/3)  S&P  500 

296.67 

289.53 

1 

CORPORATE  BOND  YIELD,  Aaa  (2/3) 

9.56% 

9.56% 

INDUSTRIAL  MATERIALS  PRICES  (2/3) 

102.0 

103.6 

BUSINESS  FAILURES  (1/27) 

NA 

NA 

1 

REAL  ESTATE  LOANS  (1/25)  billions 

$330.1 

$330.1 

i:> 

MONEY  SUPPLY,  M2  (1/23)  billions 

$3,086.3 

$3,079.6r 

* 

INITIAL  CLAIMS,  UNEMPLOYMENT  (1/21)  thous. 

279 

312 

-2l| 

Sources:  Standard  &  Poor's,  Moody's,  Journal  of  Commerce  (index:  1980=  100),  Dunl 
Bradstreet  (failures  of  large  companies),  Federal  Reserve  Board,  Labor  Dept.  CIBCR  seascJI 
ally  adjusts  data  on  business  failures  and  real  estate  loans. 


Sources:  American  Iron  &  Steel  Inst.,  Ward's  Automotive  Reports,  Edison  Electric  Inst.,  Amer- 
ican Petroleum  Inst.,  Energy  Dept.,  American  Paper  Inst.,  WWPA1,  SFPA2,  Association  of 
American  Railroads. 
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latest 
week 

Week 
ago 

Year 
ago 

JAPANESE  YEN  (2/8) 

129 

130 

129 

GERMAN  MARK  (2/8) 

1.87 

1.86 

1.69 

BRITISH  POUND  (2/8) 

1.74 

1.75 

1.76 

FRENCH  FRANC  (2/8) 

6.37 

6.35 

5.71 

CANADIAN  DOLLAR  (2/8) 

1.18 

1.19 

1.27 

SWISS  FRANC  (2/8) 

1.59 

1.59 

1.38 

MEXICAN  PESO  (2/8)3 

2,319 

2,310 

2,259 

Sources:  Major  New  York  banks.  Currencies  expressed  in  units  per  U.  S.  dollar,  except  for 
British  pound  expressed  in  dollars. 
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Latest 
month 

Month 
ago 

%  Chan; 
year  a; 

BUSINESS  WEEK  PRODUCTION  INDEX  (Jan.) 

176.8 

175.7 

4 

BUSINESS  WEEK  LEADING  INDEX  (Jan.) 

206.3 

204.8 

5 

EMPLOYMENT,  CIVILIAN,  MILLIONS,  (Jan.) 

116.7 

116.0 

2. 

UNEMPLOYMENT  RATE,  CIVILIAN  (Jan.) 

5.4% 

5.3% 

-6. 

Sources:  BW,  CIBCR,  BLS 

r^nl.lhVn^aHMHflHIl 

Latest 
week 

Week 
ago 

"oChangi 
year  09c 

MONEY  SUPPLY,  Ml  (1/23) 

$785.8 

$783. 6r 

2.'. 

BANKS'  BUSINESS  LOANS  (1/25) 

305.7 

304.3r 

5.C 

FREE  RESERVES  (1/25) 

450r 

283r 

-59.5 

N0NFINANCIAL  COMMERCIAL  PAPER  (1/25) 

105.2 

104.2 

23.5 

Sources:  Federal  Reserve  Board  (in  billions,  except  for  free  reserves,  which  are  expressed  foi 
a  two-week  period  in  millions). 


Latest 
week 

Week 
ago 

%  Change 
year  ago 

GOLD  (2/8)  $/troy  oz. 

390.550 

392.800 

-11.5 

STEEL  SCRAP  (2/7)  #  1  heavy,  $/ton 

121.50 

120.00 

2.1 

FOODSTUFFS  (2/6)  index,  1967=  100 

232.1 

230.5 

4.8 

COPPER  (2/4)  ,  /lb. 

147.3 

161.0 

35.9 

ALUMINUM  (2/4)  c/lb. 

103.5 

107.3 

11.3 

WHEAT  (2/4)  #2  hard,  $/bu. 

4.38 

4.44 

33.9 

COTTON  (2/4)  strict  low  middling  1-1/16  in. 

c/lb. 

56.26 

56.29 

-0.6 

Sources:  London  Wed.  final  setting,  Chicago  mkt..  Commodity  Research  Bureau,  Metals 
Week,  Kansas  City  mkt.,  Memphis  mkt. 
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Latest 
week 

Week 
ago 

Year 
ago 

FEDERAL  FUNDS  (2/7) 

9  00". 

9.14% 

6.38% 

PRIME  (2/8) 

10.50 

10.50 

8.50 

COMMERCIAL  PAPER  3-MONTH  (2/8) 

9.17 

9.07 

6.52 

CERTIFICATES  OF  DEPOSIT  3-MONTH  (2/8) 

9.40 

9.20 

6.58 

EURODOLLAR  3-MONTH  (2/1) 

9.26 

9.26 

6.81 

Sources:  Federal  Reserve  Board,  First  Boston 


#  Raw  data  in  the  production  indicators  are  seasonally  adjusted  in  computing  the  BW  index  (chart);  other  components  (estimated  and  not  listed)  include  machinery  and  defense  equipment. 
1  —  Western  Wood  Products  Assn.  2  =  Southern  Forest  Products  Assn.  3  —  Free  market  value  NA  =  Not  available  r  =  revised  NM  =  Not  meaningful 
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Probably  the  most  exclusive  Business  Club  in  Hong  Kong 

The  12th.  and  13th.  floors  of  the  completely  renovated  Ambassador  Hotel 
make  up  the  Ambassador  Club.  Membership  is  limited  to  the  occupants  of  the 
thirty-three  rooms  and  suites  on  these  two  floors,  rooms  much  larger  than  in  so 
many  of  today's  hotels. 

The  Ambassador  Club  has  its  own  Reception,  Lounge  and  Bar,  Board  Rooms 
and  Business  Centre.  Membership  privileges  include  quick  check-in  and  check- 
out with  the  Club  Receptionist,  complimentary  Continental  breakfast,  evening 
cocktail  and  after  dinner  snacks,  laundry  and  pressing  services. 

Regular  travelers  to  Hong  Kong  appreciate  the  location  of  Ambassador  Hotel; 
right  in  the  business  and  shopping  heart  of  Tsimshatsui,  a  tew  steps  from  the 
MTR  subway,  a  short  walk  from  the  Star  Ferry  and  a  brief  taxi  ride  from  the 
Cross  Harbour  Tunnel. 

Why  not  make  the  Ambassador  Club  your  home  and  office  on  your  next  visit 
to  Hong  Kong.' 


I 


SlmlraMadtyL— 

The  new  place  to  do  business  m  Hong  Kong 


irthei  information  and  reservao 
Ambassadoi  Hotel,  -<x  Nathan  Road,  Kowloon,  Hong  Kong, 
rel.  (3)666321,  telex  43840  AMHOC  1 IX.  Fax  I 
Cable  AMI  KX  OKI 

China  Exprea  ln<  .  rel    (800)663  9329,  (415)397  B811,  Telex 
140223  CC  CHINA   China  Express  ["ours  (  anada  Inc.,  Tel. 

I  ,x  (604)684  l'^s   I'THLL  International,  Tel. 
(800)  44  I   II I  I  .  i   unada  (800)  Majot  Airline 

Resen  ation  Systems 
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A  new  Geo-Logical  evolution  in 
imported  automobiles.  A  new  kind 
of  agile,  economical,  smart  city  car. 
Now,  at  selected  Chevrolet  dealers. 


THE  LOGIC  OF  GEO-LOGIC 

As  times  change,  things  change. 

Scientists  call  it  logical  evolution.  The  survival — and  dominance — of  the 
fittest. 

Where  each  new  species  fills  its  role  in  its  time. 

And  now,  there's  the  next  logical  step  in  the  logical  evolution  of  quality 
automobiles. 

A  sleek,  agile,  affordable  import  called  the  Geo  Metro. 

The  highest  mileage  (EPA  estimated  MPG  city  53  and  highway  58)  low  price 
car  in  America.  With  the  cut-and-thrust  agility  to  blaze  new  trails  through 
congested  urban  areas.  And  the  power  to  stream  right  along  with  hurtling 
freeway  traffic. 

The  evolutionary  new  Geo  Metro  is  just  one  of  a  full  line  of  logical  new 
imports  coming  this  year  to  selected  Chevrolet  dealers. 

Experience  the  quality,  performance  and  value  of  Metro  today. 

It 's  the  logical  new  way  to  go.  Just  about  anywhere. 


CREDIBILITY 


The  Genius  of 
Advanced  Technology 

The  Geo  Metro  is  produced  by  a  unfa 
combination  of  dedicated  workers 
advanced  robotics.  Yet,  crafted  with  utnfc 
concern  for  human  quality.  From 
precision-fit  ot  doors  and  panels  to  the  d<j 
napped  comfort  of  orthopedically-desij 
seats  to  the  engineering  excellence  of  its'hl 
performance,  high-economy  fuel-injeq 
overhead  cam  engine,  each  Geo  Metro  is 
unprecedented  blend  of  tomorrow's  c<| 
puter  intelligence  and  ages-old  hur 
craftsmanship.  Innovation.  Imaginati| 
Exhilaration.  Geo  Metro  is  remarka 
automotive  craftsmanship. 


STRONG  POIN1 


The  Creature 
Comforts  of  More 
Expensive  Imports. 

The  Geo  Metro  is  not  just  another  litt 
economy  car,  stripped  to  bare  essentials  for 
low  starting  price.  Fourteen  separate  instn 
ments  and  operating-condition-monitorin 
devices  are  contained  within  the  wraparoun 
instrument  panel.  Durable  high-fashio 
fabrics  cover  orthopedically-designed,  recli 
ing  seats.  A  full  air-mix  heating  an 
ventilating  system  assures  all-weather  control 
And  there  are  a  score  more  thoughtfu 
advanced  comfort  and  convenience  feature 
from  standard  dual  front  speakers  to  a  wide 
access,  low  sill  hatchback  in  both  three  anc 
five  door  models.  The  evolution  of  higher- 
priced  convenience  and  comfort  in  economy 
cars  is  now  here 


Nab 


% 


OWERED 
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GEO  METRO  LSi 


! 


EVIDENCE 


The  Sustained  Support 

of  3-Year/  50,000  Mile 

Bumper-to-Bumper 

Backing  by 

General  Motors. 

'arranties  on  some  new  vehicles  protect 
ilv  certain  parts  hut  General  Motors' 
rpnsmgly  complete  new  warrant)  on  every 
Bo  Metro  basically,  covers  the  entire  vehicle. 
Bom  headlights  in  front  to  the  jack  in  the 
ank.  this  long,  strong  warranty  even  covers 
wing  plus  all  labor  and  itemized  parts  that 
il  tlue  to  delect  in  materials  or  workman- 
lip  (tires  are  covered  by  their  manufacturer). 
omplete  terms  ol  this  limited  warranty  are 
ailable  at  selected  Chevrolet  dealers  offer- 
|Geo. 


sure-footed  stance  and  tracking.  Technolog- 
ically-advanced front  and  rear  independent 
strut  suspension  is  actually  vibration  "tuned" 
to  dampen  harsh  road  irregularities  and 
provide  smooth,  stable  going  on  all  types  of 
surfaces.  Close  ratio  steering  assures  mastery 
of  tight  situations  with  remarkable  control. 
And  the  over-sized,  precision-acting  brakes 
snub  forward  movement  with  consistently- 
reassuring  efficiency.  Combination  sports 
car,  family  car,  economy  car,  that's  part  of 
the  evolution  created  by  Geo. 


even  with  its  extraordinary  fuel  savings.  Geo 
delivers  strong,  vigorous  performance  in  all 
gears. 

Value  starts  when  you  buy  a  Geo  Metro.  It 
continues  as  you  drive  it.  For  all  oi  its 
newsmaking  technology,  stability,  comfort, 
handsomeness,  and  durability.  Metro  is  one 
of  the  lowest  priced  imports  in  America. 
Starting  at  $5,995.00  for  a  surprisingly 
complete  three-door  hatchback  and  ranging 
up  to  the  top-of-the-line.  extra-featured 
Metro  I  Si  at  onlj 
$6,895.00*  as 
shown.  The  Geo 
evolution  in 
imported  automo- 
biles is  also  t  he 
evolution  in  value  of 
today's  American 
dollar.  Experience 
both  today. 
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BUMP€R  TO  BUMPER  PLUS 

3  YEAR/50,000  MILE  WARRANTY 


RATIONALE 


The  New  Standards 

of  Agility  for 

Today's  Traffic, 

arge  enough  to  lend  loi  itselt  but  compact 

nought  to  create  its  own  tast  moving  oppor- 
imities  in  congested  traffic,  the  Geo  Metros 

volutionaiv  chassis  design  locates  the  wheels 

t   the   lour  coiners   ol    the   automobile   to 
linunate  overhang  and  help  pi  ovule  secure. 


REASON 


The  Highest  Mileage 

Low  Price  Car  in 

America. 

Mosi  imported  economy  cars  boast  good 
fuel  mileage  but  only  the  evolutionary  new 
Geo  Metro  base  model  has  proven  EPA 
estimated  MPG  city  53  and  highwav  58. 
Behind  this  exceptional  fuel  economy   is 

advanced  evolution  in  engine  design,  com- 
bining single-point  throttle  bod)  fuel  injection 

with  a  direct-acting  valve  nam  system  loi 

considerable  elimination  ol  the  mechanical 
drag  which  iobs  othei  cars  ol  mileaj 


'Manufaci  s  foi  vehicles  dcscnhcO 

including  dealer  prep  \<  -.indoihcr 

equipment  add 


Imports 

At  selected 
Chevrolet  dealers. 

For  dealer  nearest  you:  Call  1-800-Dial-Geo. 
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Small  miracles  are  easily  missed. 

A  certain  eye, 

a  certain  perspective 

is  needed  to  notice. 

Attending  to  the  finer  aspects 

is  part  of  our  nature. 

At  China  Airlines  we  have 

a  passion  for  detail. 


A  Passion  For  Detail 


(A*r^ 


CHINA  AIRLINES 

TAIPEI,  TAIWAN,  ROC 


Amslerdam  •  Ancnotage  •  Bangkok  •  Dhahran  •  Fukuoka  •  Hong  Kong  •  Honolulu  •  Jakarta  •  Kaohsiung  •  Kuala  Lumpur  •  Los  Angeles  •  Manila  •  New  York  •  Okinawa  •  Son  Francisco  •  Seoul  •  Singapore  •  Taipei  •  Tokyo 
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I  can't  afford  a  tax  return  that  isn't  accurate. 

Neither  can  you. 


I  prepare  tax  returns.  Lots  of  them.  So  I  considered 
buying  tax  software  for  my  computer.  But  when  I 
found  that  most  professional  packages  cost  well 
over  $1,000,  with  a  hefty  annual  charge  to  match,  I 
was  a  bit  surprised.  For  an  investment  like  that,  I'd 
seriously  consider  staying  with  my  service  bureau. 

"Then  I  saw  an  ad  for 
HowardSoft's  Tax  Preparer9' 

I  was  skeptical.  First,  Tax  Preparer  only  costs 
$295 ,  and  updates  are  less  than  $  100  a  year. 

Second,  I  know  that 
a  lot  of  people  use  Tax 
Preparer  to  do  their  own 
personal  taxes.  So  when 
I  read  that  the  same  soft- 
ware was  supposed  to  do 
the  job  for  us  pros,  I  had  to 
put  it  to  the  test. 

I  plugged  in  the 
numbers  for  one  of  my  toughest 
clients.  We  have  to  file  Form  8582  for  this 
guy.  He's  got  real  estate,  limited  partnerships,  bank 
accounts  for  his  kids  . . .  you  name  it. 

Getting  started  was  simple.  My  computer- 
phobic  partner  and  I  did  it  on  the  first  try. 

But  the  big  surprise  came  when  I  found  out 
we  didn't  have  to  complete  any  passive  worksheets. 
In  fact,  we  didn't  have  to  enter  anything  on  Form 
8582  ourselves,  or  even  tell  the  computer  we 
needed  it!  Instead,  Tax  Preparer  generated  it  auto- 
matically. 

Its  execution  of  the  Passive  Activity  Rules 
was  nothing  short  oi  brilliant.  When  I  did  it  by 
hand  1  had  to  calculate  the  whole  return  with  and 
without  the  passive  activities  to  get  it  right.  Tax 
Preparer  transfers  hundreds  of  numbers 
among  IRS  forms,  and  recomputes 
AG1  as  often  as  necessary  to  get  an 
accurate  return.  Automatically.  It  all 
happened  so  fast,  I  almost  missed 
it.  And  the  results  were  clear,  and 
right  to  the  penny. 

Next,  I  gave  it  a  return  that 
even  had  the  $  1 ,000  packages 
<.  (  infused  last  year.  In  tact,  the 

IRS  had  to  issue  Special 
Announcement  88-38  to  show 
people  how,  it  you  have  an  IRA 


HowoidSqft,  EuPmuT  ftmnmJtfp  Edtaon   l.« 

•    i  .lii/.>inul  I  Jidi'ii.  Old  Ki-.l]  EsttW  AimJ\;d  an  ">ki*- 

nMraj ,./ Hownd  Softwan  Stmtce;  fH\l .■; bictnuiiondl  Bwrinm 


deduction,  you  have  to  compute  the  taxable  part  of 
social  security  twice  to  get  the  right  result.  Howard- 
Soft  was  way  ahead  of  these  guys.  Their  software 
performed  flawlessly. 

Tax  Preparer  even  understood  about  limiting 
investment  carryovers  to  17.5%  of  the  total  car- 
ryover, long  before  IRS  Announcement  88-52. 

I  tried  everything  to  trip  it  up.  It  blocked  ille- 
gal combinations  of  dates,  methods,  and  recovery 
periods  from  my  depreciation  entries.  It  kept  my 
itemized  lists  accurate  to  the  penny,  but  rounded  to 
the  dollar  on  the  form,  just  like  the  IRS  says  to  do. 
It  even  cross-referenced  my  supporting  statements 
to  the  forms  they  supported,  automatically. 

"HowardSoft's  attention  to  detail 
made  all  the  difference." 

I  was  impressed.  So  impressed,  I  bought  it. 
And  I've  used  it  all  year,  both  to  prepare  returns, 
and  to  plan  taxes  using  its  built-in  projections  into 
the  1990's. 

So,  look.  You  can  keep  fooling  around  with  a 
service  bureau.  Or  you  can  pay  five  to  ten  times  as 
much  for  software  with  no  more  tax  knowledge.  Or 
you  can  even  chance  one  of  those  cheapies  if  you 
plan  to  do  the  complicated  calculations  yourself. 

But  why  risk  it?  Just  fill  out  the  coupon,  or 
pick  up  the  phone  and 


call  HowardSoft.  Get 
the  tax  software  that 
gives  you  just  what  you 
need,  at  a  price  you  can 
afford. 


Tax  Preparer  by 

HowardSoft? 

Professional  software  at 
a  personal  price. 

1224  Prospect  Street,  Suite  150 
La  Jolla.CA  92037 


HowardSoft's  professional  software  at  personal  prices  includes  our 
California  Supplement™  for  preparing  the  state  return  starting  with 
Federal  data,  and  Real  Estate  Analyzer*  for  analyzing  income  property 
before  and  after  taxes.  For  more  information,  or  a  dealer  near  you, 
call  us  at  (619)  454-0121. 


re  right!  I  can't  afford  inaccuracy,  either.  Please  send  me  my  copy  of  the 
1989  Edition  of  Tax  Preparer  (for  1988  taxes). 


Zip 


"~1 


IBM-PC  or  MS-DOS  compatible  ©  $295   $ 

.Apple  II  series  ©$250  $ 

My  check  it  enclosed,     im*"™  i*.»v.»iir- 

Please  charge  to  my  D  Visa    DMtatei* 

Acct.  No 

Signature 


:J 
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tote  you  raise  your  glass, 
the  more  you  may  be 
raising  your  Hood  pressure. 

If  you  have  high  blood  pressure, 

your  blood  pressure  can  go  up  with  the 

amount  of  alcohol  you  consume. 

So  remember,  take  it  easy  on  the  alcohol . . . 

if  you  want  your  high  blood  pressure 

to  take  it  easy  on  you. 


n 


The  National  High  Blood  Pressure  Education  Program;  The  National  Heart,  Lung,  and  Blood  Institute; 
National  Institutes  ol  Health;  Public  Health  Service;  U.S.  Department  of  Health  and  Human  Services 
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ADD  A  CHILL  FACTOR 

TO  THOSE  COLD  STATISTICS 

Your  magazine  has  an  extraordinary 
and  informative  Bet  of  statistics  and 
indexes  in  each  issue.  Hut  in  light  of  the 
sentimentality  being  used  in  praising 
Reagan's  years  of  service,  especially 
"The  Presidency  stands  tall  again"  (Edi- 
torials, Jan.  23),  I  believe  an  index  is 
missing.  Just  as  in  the  reporting  of  the 
weather,  where  we  now  often  have  a 
wind-chill  factor  as  well  as  the  literal 
temperature  reading,  we  need  a  "com- 
passion chill  factor"  to  moderate  the 
[economic]  statistics. 

Two  examples:  The  unemployment  fig- 
ures no  longer  count  those  who  have 
given  up  looking  for  work;  had  this  sys- 
tem been  used  in  the  Depression,  the 
figure  would  have  looked  good  even 
then!  And  if  we  accept  that  the  "average 
American"  seems  to  be  doing  fairly  well, 
the  average  income  of  a  millionaire  and 
a  homeless  person  also  looks  good — but 
one  of  them  is  in  great  trouble. 

Ward  McCabe 
San  Jose,  Calif. 

HOW  TO  MAKE  THE  WORKPLACE 
LESS  CRIPPLING 

I  enjoyed  reading  your  article  "An  in- 
visible workplace  hazard  gets  harder 
to  ignore"  (Labor,  Jan.  30),  which  brings 
to  light  some  of  the  problems  of  cumula- 
tive trauma  injury  in  the  workplace.  We 
provide  assessment  services  to  help  em- 
ployers identify  and  correct  ergonomic 
deficiencies  in  the  workplace — before  in- 
juries occur,  we  hope. 

Your  article  might  lead  readers  to  the 
conclusion  that  changes  in  technology 
are  the  sole  cause  of  injuries  arising 
from  repetitive  motion  and  cumulative 
trauma.  But  additional  factors  contrib- 
ute, including  an  aging  work  force  and 
poor  workplace  design. 

Back  injuries  have  been  an  even  more 
significant  problem  than  carpal  tunnel 
syndrome.  Recent  research  indicates 
that  about  42%  of  all  industrial  handling 
tasks  exceed  the  National  Institute  for 
Occupational  Safety  &  Health's  action 
limit.  Lifting  and  handling  tasks  that  are 
below   the   action   limit  are   considered 


for  in"  I  worl  er    The  point  i    thai 
there  ii  room  for  improvement 
Ergonomic  improvements  in  the  work 

place  can  pay  big  dividends  111  reduced 
injury  costs,  improved  morale,  higher 
productivity,  and  improved  quality. 

Ronald  I,    Castle 

President 

Castle  Industrial  Marketing  Inc. 

McMinnville,  Tenn. 

■  appreciated  your  article  about  repeti- 
tive motion  injuries.  I  had  surgery  in 
June  for  carpal  tunnel  syndrome  in  my 
right  hand.  The  doctor  said  I  would  be 
back  in  three  months  for  an  operation  on 
the  other  hand.  After  surgery,  I  discov- 
ered Dr.  John  M.  Ellis'  book  Free  of 
Pain,  where  he  prescribes  a  vitamin  and 
mineral  compound,  B6,  for  carpal  tunnel 
and  other  soft-tissue  rheumatism  disor- 
ders. Since  taking  B6,  I  have  not  had  to 
return  to  the  doctor  and  have  had  no 
more  pain. 

Phylis  Thayer 
Dallas 


LATIN  DEBTORS  SHOULD 
GET  THEIR  HOUSES  IH  ORDER 

Regarding  "Go  easier  on  Latin  debt- 
ors" (Editorials,  Jan.  16):  Relief  of 
Latin  American  accumulated  external 
debt  is  not  a  viable  alternative,  for  sev- 
eral reasons. 

First,  debt  relief  would  give  sanction 
and  justification  to  those  ruinous  finan- 
cial and  developmental  policies  that  be- 
gan the  debt  crisis.  Second,  any  large- 
scale  write-downs  of  loans  by  Western 
(particularly  U.  S.)  creditors  would  run 
the  risk  of  damaging  various  parts  of 
the  Western  financial  structure  and 
would  also  negatively  affect  the  debt  sit- 
uation in  other  areas  of  the  developing 
world.  Third,  simple  relief  without  any 
concessions  or  adjustment  on  the  part  of 
the  Latin  debtors  threatens  the  integrity 
of  the  international  system  and  estab- 
lishes financial  irresponsibility  as  guid- 
ing principle. 

Instead  of  recommending  that  we  "go 
easy"  on  Latin  debtors,  we  should  do 
quite  the  opposite  and  demand  that 
these  countries  get  their  economic 
houses  in  order. 

Chile  is  one  of  the  few  countries  that 
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The  big, elegant  Bugattis  and  THE  BMW 7-SERIES.  ANEW  azine  calls  a  BMW  7-Series  tl 
Duesenbergs  from  the  GOLDEN  AGE  OF  MOTORING  FOR  THOSE  kind  of  automobile     , 

20s  and  30s  combined  luxury,  WHO  MISSED  THE  FIRST  ONE.  that  Bugatti  would  build  if  h, 
Derformaru  e,  and  prestige  in  a  way  that  simply        created  "a  twenty- first  century  Royale." 
rasn't  been  seen  in  the  decades  since.  From  its  flawless  body  panels  to  a  sculpturec 

So  it  is  a  tribute  indeed  when  Automobile  Mag-      engine  that  mechanics  have  waited  in  line  just  t< 


I  1988  BMW  of  Norlh  Amenta,  ln<    T  In  BMW  trademark  and  logo  arc  registered 


ok  at,  this  car  is  crafted  to  almost  otherworldly 
andards.  And  that  craftsmanship  is  focused  on 
send:  to  provide  the  most  undistracted,  enjoy- 
le  driving  experience  available  today 

In  the  hush  ol  us  leather  interior,  your  needs 
tticipated  by  an  unseen  stall  ol  computers,  you 


have  smooth-riding  mastery  of  "the  most  com- 
plete luxury  sedan  money  can  buy"  (Automobile). 

The  cars  of  motoring's  first  golden  age  are  in 
museums  now.  But  your  BMW  dealer  can 
arrange  a  test  drive  ol  their  successor. 

THE  ULTIMATE  DRIVING  MACHINE. 
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has  done  so.  Having  hit  bottom  in  the 
middle  of  the  decade,  its  government 
adopted  a  policy  of  market-oriented  re- 
forms, privatization,  stimulation  of  ex- 
ports, encouragement  of  foreign  invest- 
ment, and  a  sophisticated  program  of 
debt-to-equity  conversions.  Chile  is  turn- 
ing the  tide  on  its  own  debt  crisis,  with- 
out Western  relief.  Your  editorial,  how- 
ever, would  seek  to  reward  states  like 
Mexico,  whose  incompetent  and  corrupt 
leaders  have  plundered  and  squandered 
their  nation's  economic  wealth  to  the 
point  of  insolvency. 

Drage  Vukcevich 
Columbia,  Md. 

AVOIDING  CONFUSION 

OVER  THE  1CI  NAME 

In  your  sidebar  "Investors  Center  call- 
ing— with  a  'really  exceptional'  deal" 
(Cover  Story,  Jan.  23)  you  refer  to  Inves- 
tors Center  Inc.  several  times  as  ICI. 
We'd  like  BUSINESS  week  readers  to 
know  that  Investors  Center  Inc.  has  no 
connection  whatsoever  with  ICI  Americas 
Inc.,  headquartered  in  Wilmington,  Del., 
and  often  referred  to  in  print  as  simply 
ICI.  In  fact,  our  British-based  parent 
company,  Imperial  Chemical  Industries 


PLC  and  the  worldwide  ICI  group  of  com- 
panies are  known  as  ICI. 

The  ICI  designation  is  an  important  as- 
pect of  our  overall  corporate  image  pro- 
gram. It  is  a  registered  U.  S.  trademark. 
And  these  are  the  only  letters  appearing 
in  our  logo.  So  you  can  understand  the 
concern  about  possible  confusion  when 
you  refer  to  another  company  as  ICI. 

William  C.  Adams 

General  Manager 
Public  Affairs 

ICI  Americas  Inc. 

Wilmington,  Del. 
Editor's  note:  Investors  Center  Inc.  is 
owned  by  ICI  Holdings  Co.  and  uses  the 
abbreviation  ICI  in  its  promotional  lit- 
erature. 

HMOs:  SHAVING  PENNIES 
RATHER  THAH  SERVING  PATIENTS 

Regarding  "Can  insurers  nurse  their 
HMOs  back  to  health?"  (Finance, 
Jan.  16):  The  emphasis  of  the  article  and 
the  HMOs  on  the  cost  side  of  the  busi- 
ness is  part  of  the  problem.  As  a  pur- 
chaser of  HMO  services,  it  seems  to  me 
that  they  have  made  price  and  their 
locations  the  only  variables  to  choose 
from. 
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What  I  want  to  buy  is  health, 
shows  statistically  adjusted  mortalit 
bles.  I  would  gladly  trade  off  a  hi 
price  for  better  performance,  but 
consumer  need  is  not  recognized, 
wonder  the  business  has  low  margirjp 

I  look  forward  to  seeing  HMOs  re 
on  physician  longevity  (a  stable  sta 
desirable),  patients  seen  per  physi 
per  day  (fewer  is  better),  or  even  thil 
as  minor  as  average  telephone-  or  ofij|fc 
waiting  times.  I  now  request  nnani 
data  as  well:  I  don't  want  to  be  treal 
by  someone  shaving  pennies  to  brl 
even. 

My  fear  is  that  an  oligopoly  of  hedj 
care  providers  may  become  profitai 
without  any  incentive  to  serve  custj 
ers  better. 

Charles  B.  JamesJ 
Evanston, 

NOT  EVEN  HYDROGEN  CAN 
GET  AWAY  WITHOUT  A  TRACE 


The  Editor's  Note  after  Sam  Shelto 
letter,  "Is  cheap  hydrogen  fuel  jus 
fantasy?"  (Readers  Report,  Jan.  16), 
plied  acceptance  of  the  widespread  bel 
that  hydrogen  is  a  clean  fuel  envin  |e 
mentally.  This  is  a  fallacy.  Hydrogen 


Some  people  claim  you 
can't  see  the  future,  but 
they're  not  spending  $600 
million  a  year  on  R&D. 

We  see  computers  you 
converse  with,  computers 
capable  of  independent 
thought,  computers  made 
of  organic  material.         . 

And  we're  seeing  them 
more  clearly  every  day. 

Get  your  order  in  now. 


tit   clean    with    respect    to    releasing 
enhouse   j^ascs"    into    the    sit  mo 

Most  hydrogen  is  produced  by  reform 

g  a  fossil  hydrocarbon,  such  as  meth 

with  steam  over  a  catalyst.    Prod 

•     of   the    reaction    are    hydrogen, 

ion  monoxide,  water  vapor,  and  car 

>ii  dioxide.  To  maximize  hydrogen  pro- 

tion,  the  carbon  monoxide  is  "shift- 

I"  to  yield  more  hydrogen  and  carbon 

oxide  The  carbon  dioxide  goes  into  the 

Unisphere.  Even  if  the  hydrogen  were 

•minced    by    electrolysis,    the    electric 

iwer  would  probably  be  produced  us- 

g  fossil  fuel. 

Further,  all  the  materials  and  equip- 
it    used    to    produce    the    hydrogen 
ild  probably  have  been  made  using 
il  fuels  that  produced  carbon  diox- 
If  the  electricity  came  from  solar 
iwer,  the  same  secondary-emissions  ar- 
gument applies  unless  all  the  equipment, 
1  the  manufacture,  and  all  the  chemi- 
ils  were  produced  using,  say,  hydro- 
•ectric  power. 

Examination  of  the  entire  flowsheet 

iioihows  that  nuclear  power  is  unclean  en- 

ronmentally  for  the  same  reasons,  in 

j  ddition  to  the  horrible  waste  disposal 

problems  that  are  becoming  apparent. 

hen  such  problems  are  examined,  the 

henomenal  difficulty  of  minimizing  at- 


mospheric warming  bj  reducing  carbon 

dioxide  emissions  is  truly  dificlo  led 

Rex  T.  Ellington 

Professor  Emerilu.-. 

University  of  Oklahoma 

Norman,  Okla. 

THE  STEALTH  BOMBERS  PRICE 
DIDH'T  SHEAK  PAST  UHHOTICED 

Ikrot  sick  when  I  read,  in  "Defense's 
gravy  train  nears  the  end  of  the  line" 
(Manufacturing,  Jan.  9),  that  the  Air 
Force  Stealth  bomber  had  a  $500  million 
price  tag. 

Michael  P.  O'Donnell 

Publisher 

American  Journal  of  Health 

Promotion 

Birmingham,  Mich. 


IS  AMERICAN  BUSINESS 
'PREOCCUPIED  WITH  FLUFF? 

I  continue  to  deceive  myself  into 
thinking  I  read  about  BUSINESS  every 
WEEK,  but  as  epitomized  by  your  "Hip 
Parade"  (Top  of  the  News,  Jan.  16),  the 
subject  seems  to  be  redefining  itself. 

Business  always  used  to  be  built 
around  a  product  or  service,  but  your 
list  suggests  that  it  consists  of  trends, 
finance,   management,   and   politics/eco- 


nomic      Busim  icce      onc< 

ba  led  on  innovation,  productivity,  and 
todaj  i'    eem    to  depend 
on  leveraged  buyoul  .  des 

and  fad 

I    iearch  in  vain  in  your  page  i  for 

new.-,  of  corporate  leaders  creating  I 
quality  new  produi  'I  of  spinning 

off  subsidiaries,  of  management  enhanc 

inK  productivity  instead  of  manipulating 
finances,  and  of  America  exporting 
something  the  world  will  want  to  pay  for 
instead  of  demonstrating  a  preoccupa- 
tion with  fluff  and  entropy  that  m 
mines  its  world  trade  and  its  domestic 
economy. 

James  E.  Dierks 
Suwa,  Japan 

CORRECTION 

"Can  Ms.  Fashion  bounce  back?"  (Cover 
Story,  Jan.  16)  stated  that  Liz  Claiborne 
Inc.'s  stock  price  was  now  about  17, 
"down  from  35  just  last  summer."  The 
stock  was  at  35  during  the  summer  of 
1987,  not  1988. 


Letters  to  the  Editor  should  be  sent  to  Readers 
Report,  Business  Week,  1221  Avenue  of  the  Ameri- 
cas. New  York.  NY  10020.  Fax:  (212)' 512-6875. 
Telex:  12-7960,  Intl.  4998204.  All  letters  must  in- 
clude an  address  and  daytime  and  evening  tele- 
phone numbers.  We  reserve  the  right  to  edit  letters 
for  clarity  and  space. 
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pable:  another 
word  for  cool  under  fire. 

Capable  of  jobs  like 
automating  Europe's  larg 
caflaker  Running  a  net- 

Tnrough  the  Australian 
Outtjack.  Computerizing 
the  health  records  of  every 
schoolchild  in  England. 

The  pressure  cookers. 

The  jobs  they  said 
couldn't  be  done.  By  any 
other  computer  company. 
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INNUMERACY:  MATHEMATICAL  ILLITERACY  AND  ITS  CONSEQUENCES 

By  John  Allen  Paulos 

Hill  and  Wang  •  135pp  •  $16.95 


AMERICA  +  MATH  PHOBIA 
BIG  TROUBLE 


Are  you  a  math  illiterate?  Here's  a 
quick  test  (answers  on  page  15). 

1)  When  the  leaders  of  eight  coun- 
tries get  together  to  be  photographed, 
how  many  ways  can  they  be  lined  up? 

2)  Judy  is  33,  single,  and  quite  asser- 
tive. A  political  science  major  in  col- 
lege, she  was  deeply  involved  in  cam- 
pus affairs,  especially  in  antidiscri- 
mination and  antinuclear  issues,  and 
graduated  magna  cum  laude.  Which 
statement  is  more  probable? 

A)  Judy  works  as  a  bank  teller. 

B)  Judy  works  as  a  bank  teller  and 
is  active  in  the  feminist  movement. 

John  Allen  Paulos'  Innumeracy: 
Mathematical  Illiteracy  and  its 
Consequences  is  an  entertaining  ex- 
cursion into  many  such  math  trivia  ques- 
tions and  logic  puzzles.  Both  the  math 


and  the  logic  lessons  are  cleverly  illus- 
trated with  real-world  examples— stock 
scams,  gambling  tips,  medical  frauds, 
and  polling  techniques,  to  name  a  few. 
Even  math  phobics  will  find  this  short, 
breezy  book  a  painless  read. 

But  Innumeracy  is  a  serious  polemic, 
too.  Many  Americans  are  unable  to 
grasp  the  significance  of  very  large 
numbers  and  other  quantitative  con- 
cepts, according  to  Paulos,  and  the  social 
costs  range  from  unfounded  governmen- 
tal policies  to  belief  in  all  kinds  of  pseu- 
dosciences.  He  writes:  "I'm  distressed 
by  a  society  which  depends  so  complete- 
ly on  mathematics  and  science  and  yet 
seems  indifferent  to  the  innumeracy  and 
scientific  illiteracy  of  so  many  of  its  citi- 
zens; with  a  military  that  spends  more 
than  a  quarter  of  a  trillion  dollars  each 
year  on  ever  smarter  weapons  for  ever 


more  poorly  educated  soldiers; 
the  media,  which  invariably  becomes 
sessed  with  the  hostage  on  the  airlij 
or  that  baby  who  has  fallen  into  a 
and  seems   insufficiently  passion 
when  it  comes  to  addressing  problej 
such  as  urban  crime,  environmental 
terioration,  or  poverty." 

The  publication  of  Paulos'  book  co 
cides  with  the  release  of  a  joint  repi 
by  the  National  Science  Foundation  a 
the  Education  Dept.  comparing  the  ma 
and  science  skills  of  13-year-old  studer 
in  six  nations.  U.  S.  students  we 
among  the  worst  performers.  And  th 
is  only  the  latest  in  a  depressing  strii 
of  studies  exposing  the  glaring  inac 
quacies  of  American  math  education 

Paulos  also  puts  the  onus  on  the  ec 
cation  system.  Math  as  a  useful  tool 
as  a  way  to  think  through  problems 
an  alien  concept  to  many  teachers  ai 
textbook  publishers,  he  writes.  In  o? 
chapter,  Paulos  puts  forward  a  numb 
of  sensible  ideas  for  bettering  math  ed 
cation.  He  recommends  paying  more 
attract  good  teachers  and  suggests  ge 
ting  rid  of  texts  full  of  formulas  such  i 
(a  +  b)  +  c  =  a  +  (b  +  c) — symbols  w 
all  remember  manipulating  while  wo 
dering  how  we  could  possibly  use  sue 
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To  understand  the 
advantages  of  compatibility, 
simply  consider  the  conse- 
quences of  incompatibility. 
Somebody  get  me  some 
Pirin." 

fcou  knoiovhy 
Lfajjjmcs  about 
compatibility. 


formation.    The    only 

~  rig   wrong    with    his 
emiad  is  the  chilling 

,j;  ilization    that    the 

'!j  iblem  is  not  a  dearth 
i  good  ideas,  but  a 
k  of  the  will,  and  the 
mey,  to  act. 
Dne  consequence  of 
humeracy,  writes 
ulos,  is  an  ominous 
p  between  scientists' 
;essments  of  various 
ks  and  the  popular 
rceptions  of  those 
J.ks,  a  gap  that 
•eatens  to  lead  "ei- 
>r  to  unfounded  and 
ppling  anxieties  or 
impossible  and  eco- 
mically  paralyzing 
mands  for  risk-free  guarantees."  For 
ample,  terrorist  bombings  of  jets  are 
ghtening  and  get  massive  media  cov- 
age,  and  as  a  consequence  many  peo- 
j  are  terrified  to  fly.  But  while  most 
ople  aren't  nearly  as  terrified  of  smok- 
l,  according  to  Paulos,  the  annual 
mber  of  premature  deaths  caused  by 
^arette  smoking  is  equivalent  to  three 

'  mbo  jets  crashing  every  day. 
It's   a   stunning   comparison,    and   it 
monstrates  that  quantitative  skills  are 


- 
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useful  for  asking  informed  questions 
and  for  offering  a  framework  for  debat- 
ing public-policy  responses.  What  Paulos 
at  times  seems  to  gloss  over,  however,  is 
that  numbers  alone  cannot  reveal  appro- 
priate solutions.  It's  rational  for  travel- 
ers to  fret  over  terrorist  bombings  and 
to  demand  that  governments  around  the 
world  do  something  about  them.  The  re 
lationship  between  innumeracy  and  de- 
fective logic  is  not  as  simple  as  he 
suggests. 


3  Still,  one  area  where 
thai  relation  ihip  it 
manifest  ii  in  tuacepti 
bility  tO  B 
parapsychology,  and 
f  such  DOS 
Paulos'  assault 
these  pseudoseiences 
are  fun  to  mull  over. 
Take  the  notion  that 
dreams  can  predict  the 
future.  Yes,  the  coinci- 
dence between  dreams 
and  later  events  is  of- 
ten eerie.  But  using 
probability  theory  and 
some  reasonable  as- 
sumptions, Paulos  cal- 
culates that  96.4%  of 
people  who  dream  ev- 
ery    nightwon't    get    a 

dream-reality  matchup.  Still,  3.6%  of 
them  will  have  a  predictive  dream — and 
in  the  U.  S.,  that's  a  lot  of  people. 

Reading  Innumeracy  is  like  carrying 
on  a  conversation  with  an  engaging,  ar- 
ticulate math  whiz  who  easily  shifts 
from  the  profound  to  the  funny.  Those 
who  wish  to  can  read  slowly,  with  pencil 
and  paper  at  hand,  attempting  to  work 
out  Paulos'  problems.  But  even  readers 
who  zip  through  the  text  will  come  away 
with  a  new  appreciation  of  the  beauty  of 
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A  small  world? 

A  global  village? 

Not  to  someone  trying  to 
do  business  overseas. 

If  your  computer  prob- 
lems are  large,  farflung, 
and  international,  give  us  a 
call.  So  are  we. 


I 


Who  do  you  want  standing  beside  you  when 
met  hing  gets  wrapped  a  round  the  axle? 
J      A  company  that  merely  sells  computers? 

f  one  that  knows  how  to  use  them  ? 
I       Bull  has  guided  customers  on  five  continents 
:hrough  some  of  the  biggest,  most  complex 
orojects  ever  undertaken. 

Our  people  are  problem-solvers,  not  salesmen. 
Our  technology  is  real -world,  field -proven, 
and  practical. 

f       Our  approach  is  total  involvement. 
I       In  a  business  environment  that's  harder,  faster, 
nd  more  punishing  every  year,  traditional  ideas 
o  longer  work.  You  need  a  different  kind 
jf  computer  company. 

You  need  a  new  computer  company. 
Know  Bull. 
1-800-543-6699.  Call  for  our  corporate  brochure. 


Worldwide 


Information 


Systems 
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BY  GIORGIO  ARMANI 
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gjc  and  a  »ense  that  math  may  be  too 
iportanl  to  be  left  to  mathematicians. 

BY  CHRISTOPHER  FARRI  I  I 
v  Finance  Editor  Farrell,  a  college 
major,  began  battling  his  innumer 
■i  he  turned  to  business  writing. 

nth  answers:  !)  The  number  of  ways  the 
immit   participants   can    line    up    is 

or  #x7x6"xdx4x./x.A7. 
A.  Judy  ts  more  likely  to  be  a  bank  teller 
.1  single  statement  is  always  more 
robable  than  both  of  tiro  statements. 
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HE  LAST  DAYS  OF  THE  NEW  YORKER 

ji  Mahon 

i'cGraw-Hill  •  358pp  •  $18.95 


goes  the  world  need  another  book 
about  The  New  Yorker1.  The  64- 
year-old  magazine  seems  to  be 
I  ibject  to  constant  scrutiny.  But  The 
'  'eu-  Yorker  has  always  been  a  mysteri- 
is  institution,  its  literary  highminded- 
sss  and  tony  ads  giving  it  an  aura  of 
tegrity  and  old  money.  And  like  old 
oney,  the  magazine,  which  produces 
iccellent  reporting  on  others,  is  notori- 
ttsly  close-mouthed  about  itself. 

The  magazine's  1985  purchase  by  pub- 
sher  S.  I.  Newhouse  has  created  even 
reater  curiosity.  The  Last  Days  of  The 
'ew  Yorker,  by  Gigi  Mahon,  formerly  a 
inior  editor  at  Barron's,  culminates  in 
ie  sale  to  Newhouse's  multibillion-dol- 
ir  Advance  Publications,  which  also 
was  Conde  Nast  Publications,  Random 
ouse,  and  numerous  regional  papers. 

Mahon's  depiction  of  The  New  York- 
r  fe  early  years .  is  comprehensive  and 
ossipy,  qualities  that  fade  as  she  moves 
)rward  in  time.  But  her  account  of  the 
usiness  circumstances  leading  to  the 
ile — soft  ad  and  subscription  sales,  ill- 
dvised  acquisitions,  and  unhappy  share- 
olders — is  fast-paced  and  compelling. 

Mahon's  sympathies  clearly  lie  with 
/illiam  Shawn,  who  at  80,  after  25 
ears  as  editor-in-chief,  was  pushed  out 
I  Newhouse.  He  was  replaced  by  Rob- 
rt  Gottlieb,  previously  editor-in-chief  at 
.lfrt'd  A.  Knopf,  also  owned  by  Ad- 
pance.  Mahon  concludes  with  a  descrip- 
.on  of  Shawn,  now  an  editor  at  Fairar. 
trans  &  Giroux,  Beeming  ''diminished." 

Perhaps.  But  for  the  magazine,  the 
pange  seems  less  tragic  than  Mahon 
uggests.  The  cartoons  and  fiction  are 
■Cier,  and  the  nnnliction  is  shorter  and 

■ss  esoteric.  The  business  Bide  is  still 
ig^inu  Advertising  pages  dropped 
■  >-    in  1988  But  Gottlieb's  more  acces 

ihle,    more  youthful   approach   may   yet 

\ake  The  New  Yorker  as  beloved  by  a 
feneration  as  it  was  by  the  old. 

BY  i 


FIDELITY  EQUITY-INCOME  FUND 


Focus  on 

High-Yielding 

Stocks 

A  Conservative  Stock  Approach 

IMPRESSIVE  RESULTS! '  Fidelity  Equity-Income  Fund 

has  followed  an  income-man- 
aged approach  since  1966, 
emphasizing  dividend  paying 
stocks  for  income  and  the  poten- 
tial for  long-term  growth. 

By  investing  in  income- 
producing  stocks  Equity-Income 
Fund  has  delivered  impressive 
long-term  returns  over  the  last 
10  years,  as  the  chart  illustrates. 
Of  course  past  performance 
is  no  guarantee  of  future  results 
and  the  fund's  share  price  and  return  will  fluctuate,  so  that  you  may  receive 
more  or  less  than  your  original  investment  when  you  redeem. 

'  Returns  include  change  in  share  price,  reinvestment  of  dividends  and  capital  gains,  and  the 
effects  of  the  2°.,  sales  charge  Average  annual  returns  for  5  and  10  years  ( periods  of  gen- 
erally rising  stock  prices)  assume  a  steady  compounded  rate  of  return  and  are  not  the 
Fund's  vear-hv-vear  results,  which  varied 


000-,    Value  on  12/31/88 
of  historical 
$10,000 
investments: 
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1YEAR       5  YEAR     10  YEAR 
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Annual    20.04% 
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13.83%      20.19% 
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1-800-544-6666    24  hours 


Fidelity  Equity-Income  Fund.  For  more  complete 

information,  including  management  fees  and  expenses,  call  or « rite  for  a  free 
prospectus.  Read  it  careful))  before  you  invest  or  send  money  Fidehu  Distributors 
Corporation  (General  Distribution  Agent),  P.Q  Box  660603,  Dallas,  f  \  73266-061 13 
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Geor^Padficismaldi^  market 


<S)  1989  Georgia-Pacific  Corporation 
All  Rights  Reserved. 


Very  big  waves  if  you  consider  that  this  year, 
Georgia-Pacific  will  export  nearly  three-quarters  of  a 
million  tons  of  market  pulp  to  foreign  customers. 
Enough  to  make  us  the  largest  exporter  in  America. 
And  the  future  is  looking  even  brighter,  as  we  continue 
to  increase  productivity  at  every  opportunity. 

But  pulp  is  only  a  part  of  Georgia-Pacific  s  flourishing  paper 
business.  A  business  that  is  generating  well  over  50%  of  our  cash 
flow.  And  this  year  we  should  reap  the  benefits  of  over  $2  billion 
invested  in  pulp  and  paper  projects  in  the  last  five  years. 

So  while  we're  making  a  lot  of  waves  right  now,  just  wait 
until  our  ship  really  comes  in. 

Georgia-Pacific     ^ 

Savvy™  From  the  ground  up. 


IS  THE  DEFICIT 
TOO  HIGH?  YES. 

SHOULD  IT  BE 
HIGHER?  MAYBE 


BY  ALANS  BLINDER 


The  obsession  with  a 

balanced  budget  can  do  more 

harm  than  good.  Neglecting 

investment  in  education, 

child  care,  and  infrastructure 

will  cost  us  much  more  later 

than  we  can  save  now 


MtMOHIAI 

.  AND 


ore   and    mora   talk    is    being 

heard  these  days  that  the  feder 

al  budget  deficit  is  nol  such  a 
problem   after   all.   Should    Amerii 

learn  to  Btop  worrying  and  love  the  deli 
cit'.'  I  think  not.  But  neither  should  we 
view  it  as  a  sword  of  Damocles.  A  bloat 
ed  deficit  is  more  like  having  a  few  ter 
mites  in  the  house:  It's  better  to  clean 
them  out  right  away,  but  a  little  procras- 
tination will  do  only  a  little  damage,  and 
an  excessively  toxic  pesticide  might  do 
more  harm  than  good. 

Let  me  begin  with  a  few  elementary 
points  that  should  never  have  been  in 
doubt.  First,  budget  deficits  (unlike  ter- 
mites) are  not  always  bad.  Especially 
when  the  economy  is  weak,  a  larger  defi- 
cit may  be  just  what  the  doctor  ordered. 
Second,  there  is  nothing  sacred  about  a 
balanced  budget,  especially  when  so 
many  arbitrary  (and  some  incorrect)  pro- 
cedures are  embedded  in  the  govern- 
ment's accounting  system.  Some  deficit 
in  the  official  accounts  is  certainly  nor- 
mal and  probably  desirable.  Third,  the 
"right"  federal  deficit  depends  both  on 
what  state  and  local  governments  are 
doing  and  on  the  balance  of  saving  and 
investment  in  the  private  sector.  High- 
saving  countries  like  Japan  can  tolerate 
larger  government  deficits  (relative  to 
gross  national  product)  than  we  can. 

Having  said  that,  I  hasten  to  point  out 
that  the  U.  S.  today  is  a  low-saving  soci- 
ety with  an  economy  that  must  be  fairly 
close  to  full  employment — precisely  the 
circumstances  under  which  relatively 
small  deficits  are  warranted.  Ours 
seems  too  big.  But  so  what?  What  harm 
is  it  doing'.' 

silent  mischief.  In  the  old  days — that 
is,  before  1984 — economists  who  fretted 
over  deficits  were  usually  concerned 
about  either  inflation  or  "crowding  out" 
of  business  investment.  If  the  Federal 
Reserve  Board  reacted  to  higher  deficits 
by  easing  monetary  policy  to  hold  inter- 
est rates  down,  inflation  would  rise. 
That,  obviously,  did  not  happen  during 
the  1980s.  If,  on  the  other  hand,  the  Fed 
tightened  monetary  policy  to  prevent  in- 
tlation,  real  interest  rates  would  rise, 
and  investment  would  be  crowded  out. 

That  half-happened.  Real  interest 
rates  during  the  Reagan  years  were  un- 
usually high.  But  investment  held  up 
surprisingly  well,  perhaps  because  of 
the  business  tax  cuts  of  1981.  The  big 
surprise  was  that  budget  deficits  crowd- 
ed out  exports  and  pulled  in  imports  in- 
stead of  investment  That  kept  the  ter- 
,  mites  invisible — except  in  the  trade 
statistics.  Hut  they  were  doing  their  mis- 
chief nonetheless. 

Or  were  they'.'  The  buoyancy  of  the 
l.  S.  economy  today  casts  doubt  on  the 
facile   assumption    that    foreign    borrow- 


ing i     Nov.  1. e    Maybe  boi  i  from 

abroad  i..  good  for  your  economic  h' 

\     a  matter  of  fact,  it    i-.     under  either 

of  two  circumstani  if  the 

nation  never  hafl  to  repay  its  loan-,.  Bill 
somehow  1  have  a  hard  time  imagining 
an  international  debt -forgi  verier  pro- 
gram for  the  1 

The  second  is  if  the  borrowing  nation 
invests  the  funds  wisely,  earning  r 
of  return  that  exceed  the  interest  rate  it 
must  pay.  That  is  precisely  what  the 
U.  S.  did  during  the  Washington  and  Jef- 
ferson Administrations.  But  during  the 
Reagan  Administration,  we  used  the 
borrowed  money  to  raise  the  share  of 
consumption  in  GNP  instead.  But  the 
VCRs  and  microwave  ovens  we  bought 
are  not  producing  the  income  we  will 
need  to  pay  the  interest  and  principal  on 
our  loans  when  they  come  due.  Instead, 
our  national  consumption  binge,  like  a 
nest  of  termites,  has  been  digging  us  a 
hole.  That  is  the  main  reason  people  like 
me  think  the  deficit  should  be  reduced. 
CRUEL  myopia.  Massive  foreign  borrow- 
ing by  the  U.  S.  creates  other  problems 
as  well.  .One  is  that  there  is  something 
unseemly  about  a  wealthy  nation  hog- 
ging the  international  capital  market 
when  so  many  poorer  nations  need  in- 
vestment funds  so  desperately.  Another 
is  that  our  persistent  trade  deficit  may- 
yet  engender  an  outbreak  of  protection- 
ism that  could  imperil  the  global  trading 
system.  And  finally,  who  doubts  that  be- 
ing the  world's  most  indebted  nation  re- 
duces our  clout  and  moral  authority  in 
international  negotiations? 

There  are  purely  domestic  costs  as 
well.  It  seems  unlikely,  for  example,  that 
fiscal  policy  will  be  a  useful  counter- 
weight to  the  next  recession — because 
that  recession  will  push  the  deficit  over 
$200  billion.  In  addition,  the  budget  has 
become  an  obsession  that  ties  Congress 
up  in  knots.  More  subtle  but  more  im- 
portant, the  perpetual  budget  crisis  fos- 
ters a  cruel  myopia  in  public  policy. 

With  unemployment  low  but  produc- 
tivity growth  lagging,  America  should 
now  be  looking  for  policy  initiatives  that 
raise  future  standards  of  living.  But  the 
deficit  biases  decision-making  against 
such  future-oriented  policies  because 
they  almost  always  involve  a  trade  of 
current  expenditures  for  future  bene- 
fits— which  raises  today's  deficit. 

Because  we  allegedly  cannot  afford  to 
do  more,  America  is  now  underinvesting 
in  education,  in  the  care  of  its  poor  chil- 
dren, and  in  our  deteriorating  public  in- 
frastructure. The  truth  is  we  cannot 
ford   not   to  do  more,  even   if  it  n 
tolerating  larger  deficits  at  first.  The  al- 
ternative is  to  continue  to  shorten! 
our  future,   in   which  case  the  termites 
surely  will  get   us  in  the  end.  - 
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Call  your  travel  consultant  or  800-228-3000. 

Acapulco  ■  Atlanta  •  Atlanta  IBuckhead)  ■  Boston  •  Calgary  ■  Cancun  •  Chicago  •  Chicago  lO'Harel  •  Cincinnati  •  Dallas  •  Denver  •  Detroit  •  Edmonton  •  El  Paso  •  Ft.  Lauderdale  •  Guacj 
Kansas  Cat  v  •  Kauai  •  Kyoto  •  Los  Angeles  •  Manila  •  Manzanillo'  Maui  ■  Mazatlan  •  Mexico  City  •  Monterrey  •  New  Orleans  •  New  York  •  Orange  County  •  Orlando  •  Ottawa  •  Phoenix-  Pitt^ 
Seoul  •  Shanghai  •  Singapore  •  Stamford,  CT  •  Tokyo  •  Toronto  •  Tucson  ■  Tulsa  •  Vail  •  Vancouver  •  Washington.  DC.  •  Winnipeg  •  Members  of  United  Mileage  Plus.  Air  Canada  Aeroplan  and  I 


Mushroom  omelet  coffee  and 

fresh  strawberries,  3:30  am 

The  Westin  HoteLWashington,  DC 


In  one  respect,  it  is  simply  a 
room  service  delivery  at  an  early 
morning  hour.  But  at  this  crucial 
moment,  one  determines  whether 
a  hotel's  performance  equals  its 
promise. 

At  Westin  Hotels  &  Resorts,  we 
consider  this  the  moment  of  truth. 

What  sets  Westin  apart  are  the 
dedicated  people  who  aim  not  only 
to  fulfill  your  needs,  but  to  anticipate 
them.  People  who  respond  promptly 
to  your  every  request,  at  any  hour. 

Because  at  Westin.  we  are  com- 
mitted to  accommodating  your 
special  needs  in  a  manner  that  is 
at  once  caring,  comfortable,  civilized. 

Even  if  it's  breakfast  at  3:30  in 
the  morning. 


hotels  &.  Resorts 


n.ii.i  City  Hilton  I  lead  Island  ■  I  long  Kong  ■  I  touston  •  Indianapolis  ■  Wand  ol  I  lawail  ■  Ixtapa 
d  ■  Puerto  V.iii.in.i  •  Pusan  •  Salllllo  •  S.in  Francisco  ■  San  Frant  isco  Airport  •  San  Salvadoi  ■  Seattle 


it  7rj»,/,r  ptognmttam  mill  it  participating  Matin  Holabai  Hawaii 


■m 


- 


ONLY  22,463  DAYS 
UNTIL  RETIREMENT. 


\ 


Seems  like  an  eternity. 

But  the  fact  of  the  matter  is  today  people  are  retir- 
ing sooner  than  ever. 

The  average  retirement  age  is  now  61 .5,  not  65. 
And  it's  getting  even  lower. 

It's  a  trend  that  has  employers  worried. 

Because  as  more  and  more  workers  retire,  employ- 
ers end  up  paying  more  and  more  in  post-retirement 
benefits. 

At  the  CIGNA  companies,  we  have  a  solution. 

We've  developed  a  variety  of  voluntary,  portable 
payroll  deduction  plans  that  help  relieve  the  employ- 
er's post-retirement  financial  burden. 

In  each  of  these  programs,  employees  are  given 
the  opportunity  to  plan  for  a  financially  secure  retire- 
ment at  economical  group  rates. 

They  can  choose  from  contemporary  insurance 
programs  like  Group  Universal  Life  that  not  only 
provide  benefits  at  retirement,  but  allow  access  to 
accumulating  funds  during  working  years  as  well. 


There  are  also  other  options  available. 

Like  savings  and  investment  vehicles. 

Family  insurance  coverages. 

Supplemental  disability  plans. 

All  these  employee-paid  benefits  supplement, 
and,  in  some  cases,  replace  existing  programs,  helping 
to  reduce  an  employer's  post-retirement  costs. 

We'll  handle  initial  enrollment,  ongoing  plan 
management,  and  all  employee  communications, 
tailoring  each  program  to  minimize  employer 
administrative  time.  We've  even  implemented  a  toll- 
free  hotline  to  answer  employee  questions. 

For  more  information  about  how  we  can  help  with 
the  post-retirement  cost  problem,  write  CIGNA  Corp., 
Dept.  R12,  One  Logan  Sq.,  Phila,  PA  19103. 

Employee  Marketing  will  benefit  you  and  your  employ- 
ees now.  And  22,463  days  from  now. 

It's  one  more  example  of 
CIGNA's  commitment  to  person- 
alized service  to  business. 
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Benefits  are  provided  by  Connecticut  General  Life  Insurance  Company,  Life  Insurance  Company  of  North  America  and  INA  Life  Insurance  Company  of  New  York.  CIGNA  companies. 
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I0W  THE  HISPANIC 
POPULATION  BOOM  WILL 
IIT  THE  WORK  FORCE 


tk  s   labor-force  growth  continues  to 

P^sluw  in  the  years  ahead,  the  skills 

id   productivity    of   Hispanic   workers 

-e  likely  to  be  an  increasingly  impor- 

I  int  element  in  determining  America's 

iture  prosperity.  Indeed,  according  to  a 

1  scent  Population  Reference  Bureau  re- 

jrt,    Hispanics   are   now   the   nation's 

,  rgest  minority  after  blacks,  and  their 

jambers  are  increasing  far  more  rapid- 

'1.  Recent  data  tell  the  storv: 

1  From  1980  to  1988  the  number  of  His- 

jinics  in  the  U.S.  increased  34%,  from 

p.6  million,  or  6.4%  of  the  population,  to 

,).4  million,  or  8.1%  of  the  population. 

U.S.  HISPANICS:  THEIR 
NUMBERS  ARE  TAKING  OFF 
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▲  PERCENT  OF  TOTAL  US  POPULATION  "PROJECTED 

(DOES  NOT  INCLUDE  RESIDENTS  OF  COMMONWEALTH  01  PUERTO  RICO) 
DAW  CENSUS  BUREAU,  BW  AND  POPULATION  REFERENCE  BUREAU  PROJECTIONS 


■  by  the  turn  of  the  century,  bringing 
leir  share  of  the  total  U.  S.  population 
t  10.7%  in  the  year  2000  (chart).  In  con- 
<ast,  recent  Census  Bureau  projections 
at  the  increase  in  the  black  population 
Tare  from  1988  to  the  year  2000  at  less 
lan  a  percentage  point. 
The  key  factors  behind  this  remark- 
Be  growth  are  heavy  immigration  and 
high  birthrate  among  U.S.  Hispanic 
eidents.  At  least  a  third  of  immigrants 
i  the  1 1.  S.  in  the  l(.)W)s  have  come  from 
aim  America.  And  the  fertility  rate 
Bong  Hispanic  women  in  1987  was  96 
irths  per  1,000  women  of  chQdbearing 
B,  compared  with  83  for  U.S.  black 
omen  and  69  for  white  women. 

The    Hispanic   population   explosion    is 

heady  reverberating  in  labor  markets. 

roni    1980  to    1987   the  number  of  His- 

mies  at  work  jumped  bj    18%,  or  '-.;> 
ullion,  accounting  for  nearly  20    of  the 


nation's  employment  growth,  compared 
with  l")';  for  blacks.  Looking  ahead,  His 

panics  BTI  'I  to  account   for  about 

of  the  growth   of   the    labor   force 

between  now  and  the  year  2000. 

The  trouble  is  thai  most  Hispanic  im- 
migrants entering  the  U.  S.  have  little 
education  and  few  job  skills — traits  that 
tend  to  persist  among  their  offspring. 
And  with  the  baby-boom  generation  en- 
tering middle  age  and  U.  S.  job  markets 
increasingly  dependent  on  minorities  for 
new  workers,  the  deprived  backgrounds 
and  low  educational  levels  of  Hispanics 
will  pose  increasing  problems  for  U.  S. 
employers.  That's  already  happening  in 
some  areas  of  the  Southwest  (page  151). 

While  some  Hispanics,  notably  those 
of  Cuban  origin,  boast  incomes  and  edu- 
cational achievement  close  to  U.  S. 
norms,  that's  not  true  of  the  Hispanic 
population  in  general.  High  Hispanic 
poverty  rates  are  somewhat  below  those 
of  blacks,  but  their  educational  deficien- 
cies are  far  more  serious.  Nearly  407c  of 
Hispanic  youngsters  drop  out  of  high 
school,  for  example,  compared  with 
about  17%  of  blacks  and  14%  of  whites. 

"As  is  the  case  with  blacks,  action  by 
both  the  public  and  private  sectors  is 
needed  to  break  the  cycle  of  under- 
achievement  and  poverty  plaguing  so 
many  Hispanics,"  says  Rafael  Valdivieso 
of  the  Hispanic  Policy  Development 
Project.  "What  is  at  stake  is  the  quality 
of  our  future  labor  force." 


UNCLE  SAM  IS 
RAKING  IN  TAXES  AT 

A  SURPRISING  RATE 


Don't  look  now,  but  federal  tax  reve- 
nues so  far  in  fiscal  1989  are  ad- 
vancing at  a  clip  appreciably  faster  than 
the  pace  projected  only  a  month  ago  by 
the  Office  of  Management  &  Budget  for 
the  full  fiscal  year.  Economist  William 
V.  Sullivan  Jr.  of  Dean  Witter  Reynolds 
Inc.  notes  that  total  unified  budget  re- 
ceipts in  fiscal  1989's  first  quarter, 
which  ended  in  December,  were  up  8.3' "< 
over  the  year-earlier  level.  Yet  OMB's  re- 
cent projections,  which  many  felt  were 
too  optimistic,  put  the  rise  in  revenues 
for  the  total  fiscal  year  at  only  7 

"Last  quarter's  strong  revenue 
growth  was  surprisingly  widespread," 
says  Sullivan,  noting  that  withheld  per- 
sonal income  taxes  and  corporate  tax 
collections  were  up  7.2' "•  and  19.4'  ^  it 
spectively,  compared  with  full  fiscal-year 
projected  trains  of  (>'•  and  13.2%.  Excise 
and  estate  taxes  are  far  exceeding  gov- 
ernment projections,  too.  The  only  area 
Of  "relative  weakness"  is  Social  Security 
taxes,    which    were    up    ti.2'    .    compared 


with  a  full  year  projected  gain 
"(liven  the  huge  size  of  the  budgi 
Sullivan,  "a  continuation  of  the  cur 

rent    8 .:',' ;    rise    in    tax    collections    would 

raise  total  fiscal  1989  revem 

billion  above  recent  project:. 


WHY  PRODUCERS  HAVE 
THE  WHIP  HAND 
IN  THE  OIL  MARKET 


Although  oil  prices  will  inevitably 
bounce  around  a  bit,  their  307'  rise 
since  October  will  be  sustained  through 
most  of  1989,  predicts  economist  Philip 
K.  Verleger  Jr.  in  the  current  issue  of 
CRA  Petroleum  Economics  Monthly. 
Verleger  points  out  that  oil  exporters 
are  benefiting  from  strong  demand  gen- 
erated by  the  worldwide  economic  boom, 
which  raised  consumption  an  unexpected 
1.3  million  barrels  per  day  in  1988  and  is 
likely  to  result  in  a  further  increase  of 
1  million  barrels  per  day  this  year. 

Meanwhile,  non-OPEC  production  is  off 
sharply  because  of  several  accidents  in 
the  North  Sea  that  are  unlikely  to  be 
fully  remedied  before  midyear.  As  a  re- 
sult, demand  for  OPEC  oil  is  rising  to 
about  19.5  million  barrels  per  day  in  the 
first  quarter — slightly  above  the  19.4 
million  that  the  International  Energy- 
Agency  says  OPEC  produced  in  January. 

Finally,  Verleger  notes  that  oil  export- 
ers are  not  intervening  in  the  commod- 
ities markets  to  prop  up  prices,  as  he 
thinks  they  did  in  early  1988.  "Their  cur- 
rent absence,"  he  says,  "suggests  that 
they  have  the  buying  capacity  to  come 
back  and  stabilize  prices  for  at  least  a 
month  if  demand  should  soften." 


BUSINESS  HASN'T 
PUT  ITS  SPENDING 
PIANS  ON  HOLD 


With   business   fixed   investment 
down   in   the   fourth   quarter  of 
1988,    fears    are    growing    that    capital 
spending  is  running  out  of  steam.  Not  to 
worry,  says  economist  Joseph  W.  Dun- 
can of  Dun  &  Bradstreet  Corp.  A  d&b 
survey    of    some    5,000    representative 
U.  S.  companies  conducted  in  late  No- 
vember  indicates   that  more  than 
plan  to  boost  capital  outlays  this 
compared  with  41'  <  in  1988  and 
L987.  More  than  half  of  manufacturing 
companies  and  54'     of  businesses  with 
more    than    5,000    employees    intend    to 
raise  capital  spending  in  1989,  rep 
Duncan,   who  notes   that   strong  export 
demand  is  a  major  factor  underlying  the 
strength  in  spending  plans.  ■ 
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"It  was  always  so  frustrating.  Changing  from  continuous  paper  to  single 
sheets  or  envelopes.  But  not  anymore.  Not  since  I  got  my  Epson  LQ-1050. 


It  changes  the  paper  as  fast  as  I  can  change  my  mind.' 


We  call  this  feature  SmartPark.™  You'll  call  it  sensational.  The 
wide-carriage  LQ-1050  lets  you  switch  from  tractor-feed  to  single  sheet 
printing  and  back  again  in  an  instant.  You  can  do  the  same  with  envelopes 
and  multi-part  forms,  too.  You  can  even  change  from  one  sharply-defined 
typestyle  to  another  with  one  touch  of  our  SelecType  panel. 

For  the  same  letter  quality  performance  in  a  slightly  smaller  size,  choose 

the  unique  mid-carriage  Epson  LQ-950.  It  can  print  8V2  x  11"  paper  sideways 

1 
and  even  handles  oversize  envelopes.  For  printing  standard  business 

correspondence,  there's  our  narrow-carriage  Epson  LQ-850. 

Whichever  I  35  I  >ou  choose,  you  get  the  exceptional 

value,  reliability  and  performance  that's  made  Epson  the  world's  letter 

quality  leader.  It  seems  some  things  never  change. 


EPSON 


WHEN  YOU'VE  GOT  AN  EPSON, 
YOU'VE  GOTA  LOT  OF  COMPANY. 


FREE  INFORMATION 
FOR  READERS  OF 

BusinessWeek 


The  advertisers  listed  here  are  making  information  available 
with  their  compliments.  For  type  of  information,  see 
categories  below.  To  obtain  information,  see  adjoining  page. 


ANNUAL  REPORTS 

1.  Anritsu  Corporation 

2.  Johnson  Controls 

FINANCIAL  PRODUCTS 
AND  SERVICES 

3.  Chicago  Mercantile  Exchange 

4.  Credit  Suisse 
PRODUCTS/SERVICES 

5.  Ambassador  Hotel 

6.  American  Association  of 
Orthodontists 

7.  Ameritech 

8.  ASK  Computer  Systems  Inc. 

9.  BMW  of  North  America,  Inc. 

10.  Canon  Copiers 

1 1 .  Canon  FaxPhone 

12.  CAST 

13.  China  Airlines 

14.  CIGNA  Corporation 

15.  Comshare,  Incorporated 

16.  Conrail 

17.  CorpTech 

18.  CUE  Paging  Corporation  - 
Nationwide  Satellite  Pagers 

19.  Dale  Carnegie  &  Associates, 
Inc. 


20.  Delta  Dental  Plan 

21.  Doubletree  Hotels 

22.  Eastman  Kodak  Copy  Products 

23.  Ebco  Mfg.  Co.  -  Oasis  Water 
Coolers 

24.  EOSAT 

25.  Exide  Electronics 

26.  Four  Seasons  Hotels 

27.  Fujitsu  America,  Inc. 

28.  Fujitsu  Business 
Communication  Systems 

29.  Georgia-Pacific 

30.  Honeywell  Bull 

31.  Johnson  Controls 

32.  Kenworth  Truck  Co. 

33.  MagneTek,  Inc. 

34.  Nikko  Hotels  International 
Hotel  Beijing-Toronto 

35.  Nimlok 

36.  OMNIFAX/Telautograph 

37.  OMNINOTE/ 
Telautograph 

38.  Nissan  Maxima.  The  4-Door 
Sports  Car 

39.  NYNEX  Corporation 

40.  Panasonic 

41.  Puegot  Motors  of  America,  Inc. 

42.  Prime  Computer,  Inc. 

43.  Prince  Hotels 


44.  RACAL 

45.  Schott  Corporation 

46.  Sears  Communications 
Company 

47.  Siemens  Energy  &  Automatio 
Inc. 

48.  Software  Publishing  -  Harvard 
Graphics 

49.  Tandem  Computers 

50.  Turespana  (Spanish  Tourism 
Board) 

51.  United  States  Postal  Service 
Automation 

52.  USWEST  Cellular 

53.  Varco-Pruden  Metal  Buildings  | 
AREA  DEVELOPMENT 

54.  Colorado  Office  of  Economic 
Development 

55.  Commonwealth  of  Puerto  Rico| 

56.  Economic  Development  Board 
of  Singapore 

57.  Florida  Department  of  Indus 
and  Trade 

58.  Iowa  Department  of  Economic 
Development 

59.  Quebec  Department  of 
Industry,  Trade  and 
Technology 

60.  Virginia  Port  Authority 
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SOMEBODY  UP  THERE  LIKES  US. 


In  a  recent  survey  of  frequent 
business  travelers  conducted  by  USA 
TODAY  Alaska  Airlines  was  rated  the 
best  airline  in  America. 

The  results  may  have  stunned 
some  of  our  larger  competitors.  But  it 
hardly  surprised  our  regular  passengers. 


Because  in  survey  after  survey, 
Alaska  Airlines  always  seems  to  get 
high  marks  in  the  categories  that  matter 
most  to  frequent  flyers.  Things  like  on- 
time  performance.  Food  service.  Seat 
comfort.  And  the  all  important  "they- 
treat-me-like-a-human-being"  category. 


So  next  trip  to  or  from  California, 
the  Pacific  Northwest,  Alaska,  Arizona 
or  Mexico,  call  your  travel  agent  or 
Alaska  Airlines.  And  fly  an  airline  that 
frequent  travelers  look  up  to. 
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And  Y)uThought  Selling 


Before  you  buy  a  new 
business  telephone  system, 
first  think  about  why  you're 
unloading  your  old  one. 

If  it's  because  your  old  sys- 
tem can't  accommodate  new 
technology,  add  new  fea- 
tures, or  add  enough  lines, 
consider  the  flexible  phone 


system  that  can  do  all  of  these 
things.  The  Centrex  system, 
from  Pacific  Bell. 

With  Centrex,  there's  no 
expensive  switching  equip- 
ment to  buy  in  the  first  place. 
Instead,  you  plug  into  Pacific 
Bell's  hardware,  located  at 
our  central  offices. 


So  when  new  technolo 
gies  emerge,  you  won't  nee 
new  hardware  or  software. 
Instead,  we'll  simply  updafc 
the  system  at  our  end. 

When  you  need  more 
features  or  lines,  we  can  pre 
vide  those,  too.  It's  all  done  | 
through  our  network. 
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b     As  a  result,  you're  never 
efi  tuck  with  yesterday's  tech- 
t  lology.  Or  left  in  the  position 
>l  trying  to  sell  outdated 
'quipment. 

It  comes  down  to  this: 
r  There  are  two  kinds  of  phone 
it  ystems. 

There's  the  flexible  kind, 


that  can  grow  and  change 
as  business  and  technology 
change.  Pacific  Bell  Centrex. 
And  then  there  are  those 
based  on  the  available  tech- 
nology of  the  day.  For  exam- 
ples of  this  type,  just  consult 
the  classifieds.  Under  the 
heading,  "Bargains!' 


Let  your  computer  demonstrate 
the  advantages  of  Pacific  Bell 
Centrex  for  your  business  with  our 
new,  IBM  compatible  diskette. 
To  get  your  free  copy  call  toll-free 
1-800-622-0735.  extension  317 
Pacific  Bell  Centrex. 
Communications 
For  A  Changing  World. 

PACIFIC  £{  BELL 
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This  is  the  route 

the  US.  Men's  Volleyball  Team  took 

to  the  1984  Olympics. 


II 


i 


They  had  to  wind  their  way  through 
waist-high  snowdrifts  to  get  there. 

You  see,  before  the  U.S.  Men's  Volleyball 
Team  went  on  to  win  the  gold  medal  at  the 
1984  Olympics,  they  went  on  an  Outward 
Bound  winter  adventure.  Previous  to  that 
trip,  they  were  ranked  thirteenth  in  the  world. 
Thirteenth. 

Now,  we  can't  take  complete  credit  for 
this  startling  turnaround.  But  it  is  dramatic 
proof  that  Outward  Bound  helps  bring  out 
the  best  in  its  participants  and  encourages 
them  to  work  with  and  rely  on  others  in  ways 
they  never  thought  possible.  Furthermore, 


it's  also  proof  that  our  programs  not  only 
build  character  but  inspire  self-confidence 
and  leadership. 

But  don't  start  thinking  that  Outward 
Bound  is  for  die-hard  athletes.  It  isn't.  Nor  is 
it  some  "survival  of  the  fittest"  competition. 

Outward  Bound  is,  however,  a  series  of 
exciting  and  challenging  outdoor  adventures 

Outward  Bound 

As  rewarding  as  all  outdoors. 

1  (800)  243-8520 

(Conn,  residents  call  (203)  661-0797) 


is,  I 

ureas 
held  in  some  of  the  nation's  most  breath-      t, ,  fl 

taking  settings.  in  m 

There  are  adventures  designed  to 
accommodate  everyone  from  teenagers  to     h«D 
CEOs  to  grandmothers.  There  are  also  sped;  »oduc 
programs  for  troubled  youth,  substance 
abusers,  the  handicapped— even  the  blind.    f,\<. 

For  more  information,  call  us  at 
1(800)  243-8520  today. 


Now,  we  won't  presume  to  think  that 
when  you  leave  Outward  Bound  you'll  go  on 
to  win  an  Olympic  gold  medal  yourself.  But, 
then  again,  after  discovering  a  new  sense  of 
pride  and  self-reliance,  who  knows? 


BOM 


Outward  Bound  is  a  nonprofit,  nondiscriminatory  organization  Outward  Round  National  Office,  -181  Field  Point  Rd  ,  Greenwich,  CT  06830, 
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FHE  AMERICAN  JOB  MACHINE 
IS  HITTING  ON  ALL  CYLINDERS 


A  NEW  YEAR  JUMP 
IN  HOURS  WORKED 


rhe  labor  markets  make  it  plain:  The  economy  rolled 
into  1989  with  a  full  head  of  steam.  Job  gains  on 
nonfarm  payrolls  were  widespread  in  January,  and 
le  workweek  lengthened,  giving  a  boost  to  overall 
ours  worked  (chart).  That  virtually  ensures  a  big  gain 
>r  real  gross  national  product  this  quarter. 

The  sharp  rise  in  hours 
worked  in  January  put  this 
measure  of  growth  4.59<  ahead 
of  its  fourth-quarter  level,  cal- 
culated at  an  annual  rate.  Even 
if  productivity  remains  stalled, 
as  it  was  last  quarter,  that 
means  nonfarm  GNP  is  starting 
the  first  quarter  on  a  growth 
track  of  about  4%. 

In  addition,  the  government 
estimates  that  the  post-drought 
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bound  in  farm  output,  by  itself,  will  boost  first-quarter 
NP  by  about  two  percentage  points.  If  the  nonfarm 
conomy  holds  its  January  momentum,  overall  growth 
nis  quarter  could  end  up  in  the  neighborhood  of  6%. 

Achieving  that  will  depend  largely  on  continued 
trength  in  manufacturing  and  on  consumers'  willing- 
ess  to  keep  on  spending.  Right  now,  the  outlook  for 
oth  remains  bright.  Factories  added  to  their  payrolls 
nd  to  the  workweek  in  January,  ensuring  that  industri- 
1  production  posted  a  healthy  advance  last  month. 

For  consumers,  incomes  tell  the  story.  In  the  broader 
onfarm  sector,  average  weekly  earnings  jumped  1.2%  in 
anuary,  to  $331.55.  Combined  with  the  month's  job 
puns,  that  means  personal  income  posted  another  strong 
icrease  in  January.  That  should  keep  consumers  willing 
a  spend — and  borrow.  Consumer  credit  jumped  $5.4  bil- 
on  in  December,  the  largest  increase  since  June. 

The  big  negative  in  this  strong  picture  is  still  inflation. 
Pressure  there  continues  to  mount.  Scant  growth  in 
m  I  activity  means  that  there's  little  to  offset  the  recent 
cceleration  in  wages  and  benefits.  That's  causing  a 
peedup  in  unit  labor  costs,  which  producers  will  try  to 
■ass  on  through  higher  prices. 

INDUSTRY        Employment   in  nonfarm  industries  rose 
'SON  bj    108,000  workers  in  January,  to  108 

A  HIRING         million,  a  monthly  gain  even  greater  than 
BIMGI  last    year's    average   of   803,000.    Nearly 

8  of  the  349  industries  surveyed  by  the  government 
(Idol  workers  to  their  payrolls,  a  shade  higher  than  the 

average  for  all  of  1988. 
Unusually    warm    weather   and    other   problems    with 


seasonal  adjustment  exaggerated  the  month's  advance. 
Construction  employment,  for  example,  appeared  to  soar 
by  102,000.  Even  though  some  areas  of  construction 
entered  the  new  year  with  some  momentum,  that  in- 
crease is  hardly  realistic.  Construction  averaged  only 
26,000  new  jobs  per  month  last  year. 

The  133,000  jump  in  retail  employment  also  seems 
overstated.  Seasonal  layoffs  in  January  probably  weren't 
as  great  this  year  because  holiday  hiring  in  December 
was  apparently  less  than  usual.  Still,  even  assuming  less 
exaggerated  gains  in  those  two  areas,  the  January  rise 
in  employment  remains  impressive. 


FACTORY 
ORDERS 
PROVIDE 
THE  FUEL 


That's  particularly  true  given  another  big 
increase  in  manufacturing.  Factory  jobs 
rose  by  46,000  in  January7,  up  from  a 
23,000  gain  in  December  and  a  bit  above 
the  32,000-per-month  average  during  1988.  The  month's 
gains  were  about  evenly  split  between  durable-  and  non- 
durable-goods industries.  Manufacturing  employment  be- 
gan 1989  at  its  highest  in  seven  years. 

Factories  seem  likely  to  keep  adding  workers  as  the 
year  wears  on.  The  workweek  in  manufacturing,  up  to 
41  hours  in  January  from  40.9  hours  in  December,  is 
about  as  long  as  it  gets  ih  a  business  expansion,  and 
factory  orders  are  still  flowing  in. 

New  orders  in  both  durable  and  nondurable  manufac- 
turing rose  4.1%  in  December,  to  $237.6  billion.  Orders 
last  year  were  up  9.7%  from  the  1987  total,  the  largest 
advance  since  1979.  The  December  order  gain  out- 
stripped the  strong  2.4%  increase  in  factory  shipments. 

That  means  the  backlog  of 
unfilled  orders  in  manufactur- 
ing also  swelled  further  in  De- 
cember, rising  1.6%,  to  $468.3 
billion.  The  backlog  has  risen 
11.2%  during  the  past  year, 
largely  reflecting  huge  book- 
ings for  aircraft.  But  even  ex- 
cluding planes,  unfilled  orders 
are  in  a  steady  upward  climb. 

Inventory  levels  are  another 
plus   in   the   factory   outlook. 


DEMAND  KEEPS 
INVENTORIES  LEAN 
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RATIO  OF  FACTORY 
INVENTORIES  TO  SALES 
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They  have  been  growing  far  more  slowly  than  ship- 
ments. If  demand  stays  as  strong  as  it  has  been,  manu- 
facturers will  have  to  lift  production  just  to  keep  up  with 
orders.  Indeed,  the  ratio  of  factory  stock  levels  to  ship- 
ments fell  in  December  to  1.54  (chart),  the  lowest  since 

the  government  began  keeping  records  30  years  . 
Lower  inventories  wore  partly  responsible  for  the  Jan- 
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uary  drop  in  the  business-activity  index  compiled  by  the 
National  Association  of  Purchasing  Management.  The 
NAPM's  index,  based  on  new  orders,  production,  employ- 
ment, inventories,  prices,  and  delivery  times,  dipped  to 
53.2%  in  the  month  from  57.3%  in  December.  The  index, 
a  good  indicator  of  the  manufacturing  sector's  health,  is 
likely  to  bounce  back  in  coming  months. 

EFFICIENCY  Tightening  labor  markets  in  manufactur- 
IS  SHOWING  ing  and  elsewhere  are  putting  more  up- 
SMALLER  ward  pressure  on  wages.  Hourly  earn- 
ADVANCES  jngS  jn  ^  nonfarm  sector  jumped  0.6%  in 
January,  to  an  average  of  $9.50.  Monthly  gains  averaged 
0.3%  last  year  and  0.2%  in  1987. 

Faster  wage  growth  poses  a  danger  because  of  the 
stagnation  in  nonfarm  productivity.  Output  per  hour  was 
unchanged  in  the  fourth  quarter.  That's  because  the 
3.6%  rise  in  output  roughly  equaled  the  increase  in  hours 
worked.  Productivity  had  risen  2%  in  the  third  quarter, 
but  had  fallen  2.4%  in  the  second  quarter. 

The  productivity  slowdown  is 
clear.  In  1988,  growth  in  output 
per  hour  weakened  in  each  of 
the  last  three  quarters  when 
compared  with  year-ago  levels. 
Over  the  past  four  quarters, 
productivity  edged  up  just  0.7%, 
the  slowest  four-quarter  rise 
since  mid-1987  (chart). 

The  weakness  is  concentrated 
in  nonmanufacturing — mostly 
in  the  service-producing  indus- 


THE  SHRINKING  GAINS 
IN  PRODUCTIVITY 
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▲  PERCENT  CHANGE  FROM  A  YEAR  AGO 
DATA:  LABOR  DEPT 


tries.  Efficiency  in  those  areas  fell  in  the  fourth  quarter 
and  was  essentially  flat  for  all  of  1988. 

Manufacturers,  meanwhile,  increased  productivity  at  a 
0.9%  annual  rate  last  quarter.  Although  that  was  a  sharp 
slowdown  from  the  robust  5.2%  pace  in  the  third,  factory 
gains  have  risen  steadily  over  the  past  three  years.  After 


surging  earlier  in  the  expansion,  manufacturing  pro<j 
tivity  since  early  1986  has  increased  by  about  3.3% 
quarter  when  compared  with  year-ago  levels.   In 
fourth  quarter,  output  per  hour  was  a  healthy 
above  a  year  earlier. 


LABOR 
COSTS  MAY 
SQUEEZE 
SERVICES 

3.7%  in  the 


But  because  productivity  performed  | 
poorly  in  the  rest  of  the  economy,  ovt 
unit  labor  costs  accelerated  to  an  anr 
rate  of  5.6%  in  the  fourth  quarter,  frj 
third  quarter,  reflecting  a  5.6%  jumj 
wages  and  benefits. 

For  all  of  1988,  unit  labor  costs  rose  4%,  measul 
fourth  quarter  to  fourth  quarter,  the  largest  gain  si| 
1982.  If  producers  don't  try  to  raise  prices,  rising1 
labor  costs  will  erode  profit  margins. 

Much  of  the  added  cost  burden  is  falling  on  sen 
producers,  where  industries  face  extremely  tight 
markets.  Compensation — and  unit  labor  costs — in 
vices  will  continue  to  rise  faster  than  labor  costs  | 
factories.  As  a  result,  inflation  in  the  service  side  of 
economy  is  likely  to  be  more  troublesome  than  in 
goods-producing  sector. 

Handsome  gains  in  manufacturing  productivity 
holding  the  lid  on  costs  there.  Unit  labor  costs  in  maj 
facturing  increased  at  an  annual  rate  of  4.4%  last  qi 
ter,  but  for  the  year  as  a  whole  they  rose  a  scant  0. 

However,  maintaining  that  performance  will  be 
cult.  At  this  late  stage  of  a  business  cycle,  the  producj 
ity  gains  necessary  to  balance  wage  increases  are  har<| 
to  achieve.  Tight  factory  capacity  means  that  less 
chinery  and  supplies  are  available  to  boost  output. 

Anticipated  growth  in  capital  spending  will  help, 
the  coming  gains  in  efficiency  are  not  likely  to  outp^ 
the  expected  increases  in  pay.  With  labor  markets 
tight,  factories  will  have  to  raise  wages  to  attract 
keep  workers.  And  that  will  add  further  to  inflations 
pressures. 


THE  WEEK  AHEAD 


RETAIL  SALES 


Tuesday,  Feb.  U,  8:30  a.m. 
Retail  sales  will  probably  post  a  strong 
0.5%  increase  in  January.  Sales  in  De- 
cember rose  a  weak  0.2%,  but  that  fig- 
ure will  most  likely  be  revised  upward. 
New  autos  bought  in  late  December  will 
show  up  in  last  month's  car  sales,  offset- 
ting some  of  the  January  weakness. 
Warm  weather  across  most  of  the  nation 
helped  other  retailers'  sales. 

INDUSTRIAL  PRODUCTION 


Wednesday,  Feb.  15,  9:15  a.m. 
Most  economists  project  that  industrial 
production  rose  0.47"  in  January,  follow- 
ing a  0.3%  advance  in  December.  Last 
month's    increase    is    suggested    by 


healthy  gains  in  manufacturing  jobs  and 
the  factory  workweek. 

CAPACITY  UTILIZATION 

Wednesday,  Feb.  15,  9:15  a.m. 
The  expected  gain  in  industrial  produc- 
tion suggests  that  operating  rates  for 
the  nation's  factories,  mines,  and  utili- 
ties edged  up  to  84.4%  in  January.  In 
December  84.2%  of  capacity  was  used. 

BUSINESS  INVENTORIES 

Wednesday,  Feb.  15,  10  a.m. 
Inventories  held  by  manufacturers, 
wholesalers,  and  retailers  likely  rose  by 
0.47'  in  December,  the  same  as  in  No- 
vember. The  0.77  increase  in  factory 
stockpiles,  already  reported,  will  lead  the 
increase.  December  business  sales  are 


expected  to  post  a  1.5%  jump,  led  \ 
surge  in  manufacturing  shipments, 
vember  sales  advanced  just  0.47>. 

HOUSING  STARTS 


Thursday,  Feb.  16,  8:30  a.m. 
Extremely   warm    weather   in   Janu 
probably  boosted  housing  starts  to 
annual  rate  of  1.65  million.  In  Decern! 
just   1.52   million   homes   were   start 
January's  gain  will  probably  steal  soi 
starts  from  February's  building  activi 

MERCHANDISE  TRADE  DEFICIT 


Friday,  Feb.  17, 
The   consensus    is 


8:30  a.m. 
that   the 


Decemt 


trade  deficit  was  unchanged  from 
vember's  $12.5  billion  gap.  Both  impo> 
and  exports  will  probably  post  declint 
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'I  am  anxious  to  have 
taxes  reduced!' 


We're  "committed 
to  tax  reform!' 


I  stand  for 
lower  taxes." 


/ 


d  by 


"I  believe 
we  can  cut  taxes!' 


7 


"I  will  not 
raise  taxes!' 


"I  want  to  hold 

the  line  on  taxes!' 


WE  CREATED  TAX-FREE  FUNDS. 
THEN  AGAIN,  WE  HAD  A  LOT  OF  INSPIRATION 


Ever  since  modern  income  taxes 
acic  introduced,  administration  after    . 
kdministration  his  been  pledging  to  lower 
hem.  Or,  at  least,  not  to  raise  them. 

Some  were  successful.  And  some 


weren't.  But  why  should  your  savings  and     people  the  first  incorpo- 

(cylus  Smitt'  ("depuration  ••Ui-in  luurtcen  lax -exempt  funds     14  S  2ot  > 


investment  income  be  subject  to  the  ups    rated  tax-exempt  fund.  Now  you  don't  have 
and  downs  of  economic  policy?  to  wait  and  see  what  happens  with  taxes 

In  1976  we  went  to  Washington ,  D.C.   in  the  future.  Call  us  for  a  prospectus. 
and  lobbied  for  a  bill  that   "W^k  _£*_  And  start  cutting  your 

allowed  I )iv\ lus  lo  o\ fei      lvJFl'1P\7Tl  1  !5    taxes  yourself.  Way 


Etoeyfus 

The  right  fund  at  the  right  time. 


l-800-645-6561.c.xt.  2065. 
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WHO'S  AFRAID 
OF  GEORGE  BUSH? 

NOT  CONGRESS.  IT  THINKS  IT  CAN  HANDLE  THE  PRESIDENT— AND  HIS  BUDGET 


The  moment  he  strode  to  the  podi- 
um, it  looked  as  if  Valentine's  Day 
had  come  early  to  the  jaded  Capi- 
tol. On  Feb.  9  lawmakers  cheered  lustily 
as  President  George  Bush  unveiled  his 
"kinder,  gentler"  budget  to  a  joint  ses- 
sion of  Congress.  The  spirit  of  bonhomie 
was  infectious.  And  why  not?  Bush  had 
spent  weeks  stroking  congressional 
egos,  and  he  devoted  a  fat  chunk  of  his 
first  big  policy  address  to  new  calls  for 
bipartisanship. 

But  appearances  can  be  deceiving. 
Even  as  Bush  was  winning  kudos  for  his 
plan  to  trim  defense,  boost  social  spend- 
ing, and  cut  the  deficit  to  $94.8  billion  in 
1990,  lawmakers  were  exchanging  know- 
ing smiles.  After  three  weeks  of  Admin- 
istration missteps,  Democrats  have  sized 
up  George  Bush  and  decided  that  he'll 
probably  be  more  liked  than  feared. 

Bush  wanted  to  take  Washington  by 
storm — looking  strong,  decisive,  and 
Reaganesque.  But  his  sometimes  wobbly 
first  weeks  in  office  have  given  the  Hill 
the  impression  of  an  unsure  leader. 
"You  have  to  challenge  and  confront 
Congress,"  says  Larry  J.  Sabato,  a  Uni- 
versity of  Virginia  political  scientist. 
"Bush  is  too  inclined  to  a  buddy  system 
with  people  who  are  not  going  to  be  his 
buddies." 

firestorm.  Bush  exposed  his  vulnerabil- 
ity in  a  series  of  early  stumbles.  Under  a 
hail  of  criticism,  he  had  to  withdraw  an 
initial  stab  at  helping  the  ailing  thrift 
industry  with  a  tax  on  depositors.  And 
his  early  pep  talks  on  ethics  were  over- 
shadowed by  embarrassing  disclosures 
that  some  of  his  aides  tried  to  sidestep 
tougher  standards  (page  43).  Most  dam- 
aging of  all  was  the  firestorm  that  en- 
veloped John  G.  Tower,  Bush's  nominee 
to  head  the  Defense  Dept.  Allegations 
about  Tower's  personal  life  and  finances 
have  cost  him  key  Senate  support,  rais- 
ing the  chance  that  Democrats  could  kill 
the  nomination  of  a  top  Bush  adviser. 

Now  that  they  smell  blood,  embold- 
ened Democrats  could  react  by  trying  to 
grab  control  of  a  wide  range  of  domestic 


IS  BUSH  'TOO  INCLINED  TO  A  BUDDY  SYSTEM'  WITH  PEOPLE  WHO  AREN'T  HIS  BUDDIES? 
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mil  foreign  policy  issues.  For  starters, 

awmakers    will    sink    their    teeth    into 

lush's   brand  new   budget,   which   they 

ider  only   a   timid   departure    from 

tonald  Reagan's  conservative  agenda. 

get  Director  Richard  (1.  Darman 

drawn  up  a  blueprint  that  would 

leliver  on    many   of   Bush's    campaign 

iromises.  It  boosts  spending  for  educa- 

ion,  the  environment,  the  war  on  drugs, 

■ml  the  poor.  "It's  a  middle  ground  be 

ween  Reagan  and  Carter,"  says  a  top 

A'hite  House  official. 

To  pay   for  these   modest  increases, 

lush  wants  Congress  to  curb  defense 

spending  and  most  domestic  programs. 

Growth  in  military  outlays  would  be  held 

Jo  the  rate  of  inflation,   a   savings  of 

Lore  than  $2  billion  from  the  Reagan 

pudget. 

Like  Reagan,  Bush  would  cut  medi- 
care growth  by  $5  billion,  slash  sched- 
uled increases  in  farm  aid  by  $2  billion, 
Imd  reduce  benefits  for  federal  employ- 
ees and  retirees  by  more  than  $3.2  bil- 
lion. He  would  get  the  rest  of  the  money 
lie  needs  by  freezing  spending  on  virtu- 
ally all  other  domestic  programs  at  1989 
Svels.  The  only  exceptions:  entitlements 
luch  as  Social  Security  and  other  pen- 
nons and  programs  for  the  poor. 
iew  breaks.  When  it  comes  to  new  tax- 
^s.  Bush's  lips  remain  sealed.  Except  for 
handful  of  narrowly  focused  user  fees 
tad  extending  the  excise  tax  on  long- 
distance telephone  calls,  he  avoids  new 
laxes.  But  Bush  is  offering  a  grab  bag 
If  new  breaks.  He  would  give  tax  incen- 
tives to  oil  and  gas  drillers,  businesses 
lhat   locate    in    economically    depressed 
jenterprise  zones,"  and  companies  that 
Invest  in  research  and  development.  In 
Iddition,    he   wants   to 
pve    poor    families    a 
11,000   tax   credit   to 
|ielp  pay  for  child  care. 
The  President's  most 
tontroversial   proposal 
rould    sharply    reduce 
apital-gains       taxes 
bage  121).  The  scheme 
leeks  to  lower  the  top 
fate     on     investment 
Irofits   from   33      i" 
Beginning   this 
ear,  the  reduced  rate 
WOUld    be   available   on 
Issets    held    for    more 
man     12    months.     In 
1.993,    however,    inves- 
have  to  hold 

at   least  two 

take   advan 

the    break. 

L995,    the 


>rs  would 

bets  i'ov 
to 
of 
Raiting   in 

iniMiinimi  holding  peri 
for  the  gentler  bite 


TOWER:  EVEN  IF  HE  SURVIVES  THE 
CONFIRMATION  FIGHT,  HIS  CLOUT  WON'T 


would  be  three  years.  Bush  would  also 
eliminate  capital-gains  taxes  for  inves- 
tors with  incomes  under  $20,000.  But 
since  few  of  the  "working  poor"  play  the 
market,  the  break  is  largely  symbolic. 

By  the  standards  of  recent  years,  the 
Bush  budget  uses  a  minimum  of  blue 
smoke  and  mirrors.  Yet  there  are  still 
some  dubious  assumptions.  Reagan's 
1990  short-term  interest-rate  projection 
was  raised  from  5.5<;;  to  6.57c.  That  is 
more  realistic  but  still  lower  than  most 
private  forecasters  expect.  And  predict- 
ing that  lowered  capital-gains  taxes 
would  produce  a  $4.8  billion  revenue 
pickup  strikes  many  economists  as  wild- 
ly optimistic.  Moreover,  the  cost  of  bail- 


HOW  BUSH  IS  EDITING 
REAGAN'S  BUDGET 


HE  WOULD  SPEND  MORE  ON... 

Cost* 

EDUCATION 

$0.4 

MEDICAID 

1.7 

DRUG  ENFORCEMENT 

1.0 

AID  TO  THE  HOMELESS 

1.0 

NUCLEAR-WASTE  CLEANUP 

0.4 

...BUT  SPEND  LESS  ON... 

Savings' 

DEFENSE 

2.8 

...AND  MAKE  THESE  TAX  CHANCES 

Revenue  impact' 

CAPITAL-CAINS  RATE  REDUCTION 

+  4.8 

ENTERPRISE  ZONES 

-0.2 

CHILD-CARE  TAX  CREDIT 

-1.0 

OIL  AND  OAS  TAX  CREDITS 

-0.3 

•Billions  oldollors 

DATA  BW 

nd  loan    '-1,11111  be 
far  higher  than  the  budj 
(page  32). 
Even  though  Hill  Democrat*  believe 

they  now  have  the  upper  hand,  they'll 
proceed  cautiously  at  first.  Unlike  Rea- 
gan's  budgets,  which   were  declared 

"dead  on  arrival,"  Congre  ailing 

Bush's  effort  a  worthy  first  step.  "This 
shows  a  recognition  that  there  is  a 
cial-spending  deficit,"  says  House  Major- 
ity Leader  Thomas  S.  Foley  (D-Wash.). 
UPPING  THE  ANTE.  But  even  as  they  dis- 
pense praise,  the  Democrats  are  plan- 
ning to  alter  the  Administration's  priori- 
ties. First  they  will  push  bills  to  raise 
the  minimum  wage,  force  companies  to 
grant  unpaid  parental  leave,  and  up  the 
ante  on  Bush's  child-care  and  education 
proposals.  "They'll  say:  'We  want  to  help 
Bush,'  "  says  Norman  Ornstein,  an 
American  Enterprise  Institute  analyst. 
"Then  they'll  kill  him  with  kindness  by 
going  beyond  what  he's  proposed." 

To  pay  for  higher  social  spending, 
Democrats  will  cut  more  deeply  into  the 
Pentagon  budget.  For  example,  if  de- 
fense spending  were  held  to  two  per- 
centage points  below  inflation,  an  addi- 
tional $2  billion  could  be  freed.  Even  if 
Tower  hangs  on  at  Defense,  he'll  lack 
the  political  clout  to  resist  deeper  cuts. 
Bush's  tax  package  faces  a  crueler 
fat°.  Both  Democrats  and  Republicans 
say  the  capital-gains  idea  is  dead.  And 
House  Ways  &  Means  Committee  Chair- 
man Dan  Rostenkowski  (D-Ill.)  insists 
that  Bush  will  have  to  find  a  way  to  pay 
for  his  other  tax  goodies.  "Congress  can 
throw  the  whole  thing  in  the  trashcan 
and  not  affect  the  deficit,"  says  Stephen 
E.  Bell,  a  former  top  Hill  budget  aide. 
The  bottom  line?  Af- 
ter months  of  partisan 
grappling.  Bush  will 
get  a  budget  that  re- 
sembles only  in  broad 
outline  the  plan  he  un- 
veiled on  Feb.  9.  A 
newly  assertive  Con- 
gress will  shift  many 
of  his  spending  priori- 
ties to  suit  its  activist 
bent.  And  despite  the 
kind  words  now  waft- 
ing from  White  House 
to  Capitol  Hill,  a  Bush 
Administration  that 
has  dazzled  few  in  its 
opening  weeks  may  he 
pushed  ever  farther 
onto  the  defensive. 
By  Richard  Fly,  . 
an!  Gleckman,  and 
Douglas  Harbrechi 
'iths.   in    !'• 
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Commentary /by  Catherine  Yang 


BUSH'S  S&L  PLAN:  FULL  OF  GOOD  INTENTIONS— AND  HOLES 


The  Bush  Administration's  at- 
tempt at  crafting  a  savings  and 
loan  rescue  plan  is  being  greeted 
with  polite  applause  in  Washington. 
The  plan  is  certainly  broad  in  scope:  By 
spreading  the  burden  of  the  $50  billion- 
plus  cleanup  among  thrifts,  banks,  and 
taxpayers,  all  parties  to  the  debacle 
share  the  pain.  Yet  the  plan  contains 
some  disturbing  flaws. 

For  one  thing,  the  Administration  as- 
sumes that  its  approach  will  fix  the 
industry  once  and  for  all  by  closing 
down  or  selling  hundreds  of  insolvent 
thrifts.  And  to  make  cer- 
tain that  the  catastrophe 
isn't  repeated,  the  proposal 
would  subject  surviving 
thrifts  to  the  same  strin- 
gent capital  and  accounting 
rules  that  now  apply  to 
banks.  Trouble  is,  imposing 
these  rules  on  a  financially 
weakened  industry  could 
push  hundreds  more  S&Ls 
over  the  brink.  And  that 
means  the  plan's  cash  esti- 
mate is  already  far  too  low. 

Treasury  Secretary  Nich- 
olas F.  Brady  insists  that 
the  proposal  "will  provide  a 
sound,  long-term  solution 
to  the  S&L  crisis."  But  the 
more  you  look  at  the  fine 
print,  the  more  you  won- 
der. The  Administration 
wants  to  issue  $50  billion  in 
30-year  bonds,  with  the  in- 
dustry and  taxpayers  shar- 
ing an  estimated  $36.4  bil- 
lion in  interest  costs  over  the  first  10 
years.  S&Ls  would  continue  to  pay  a 
special  fee  of  14.7$  per  $100  of  deposits 
on  top  of  their  8.3<t  regular  insurance 
premium.  Banks  would  chip  in  indirect- 
ly by  increasing  deposit  insurance  pre- 
miums from  8.3<fc  to  as  much  as  15<fc 
after  1990. 

ho  goodwill.  The  bond  proceeds  will 
be  used  to  liquidate  or  merge  troubled 
thrifts.  In  the  interim,  the  government 
will  manage  the  institutions.  The  bank 
and  thrift  deposit  insurance  agencies 
moved  at  once  to  put  10  insolvent  S&Ls 
jinder  government  management  in  the 
week  after  the  plan's  announcement. 

Perhaps  the  most  important  feature 
of  the  bailout  is  a  sweeping  change  in 
the  regulation  of  the  thrift  industry. 
By  1991,  thrifts  will  have  to  meet  the 


far  higher  capital  requirements  that 
apply  to  banks.  S&Ls  will  also  have  to 
adopt  more  realistic  accounting  stan- 
dards. For  example,  they  no  longer  will 
be  allowed  to  count  goodwill  as  capital. 
These  stiffer  regulations  are  to  be 
policed  by  tougher  regulators.  The 
Treasury  will  take  control  of  the  Fed- 
eral Home  Loan  Bank  Board,  which 
critics  say  was  too  cozy  with  the  indus- 
try. And  the  bankrupt  Federal  Savings 
&  Loan  Insurance  Corp.  will  be  run  by 
the  Federal  Deposit  Insurance  Corp., 
which  insures  bank  deposits. 


BRADY  SAYS  THE  RESCUE  PLAH  "WILL  PROVIDE  A  SOUND, 
LONG-TERM  SOLUTION  TO  THE  S&L  CRISIS."  BUT  WILL  ITS 
TOUGH  RULES  SINK  MORE  THRIFTS— AND  COST  MORE  MOHEY? 


All  of  this  is  both  bold  and  neces- 
sary. But  several  problems  stand  out. 
Consider  the  new  capital  rules.  More 
than  1,300  of  the  nation's  3,000  thrifts 
don't  even  meet  the  FDic's  current  6% 
capital  requirement.  These  borderline 
institutions  earned  only  $292  million  on 
$903  billion  in  assets  last  year.  Their 
low  earning  power  makes  it  next  to 
impossible  for  them  to  raise  capital  ei- 
ther through  internal  cash  flow  or  in 
the  capital  markets. 

What's  more,  it  is  unrealistic  to  as- 
sume that  a  lot  of  marginal  thrifts  will 
quickly  find  merger  partners.  Few 
healthy  banks  or  S&ls  are  likely  to  buy 
these  institutions,  because  such  a  pur- 
chase would  dilute  their  own  capital. 
Says  Charles  J.  Koch,  chairman  of  the 
National    Council   of  Savings   Institu- 


tions and  president  of  Cleveland-bas 
First  Federal  Savings  Bank:  "I  hal 
7.5%   capital,   and   I'm   not   going 
be  jumping  up  to  take  over  anoth,| 
institution." 

Stricter  accounting  rules  will  coJ 
pound  the  problem.  Wiping  out  goofl 
will  as  a  component  of  capital,  for  i..  | 
stance,  would  send  at  least  100  S& 
into  insolvency,  according  to  Charl 
A.  Bowsher,  head  of  the  General 
counting    Office.    The    Administrati 
concedes  that  the  short-run  effect 
its  get-tough  policy  could  mean  mo 
dead  thrifts.  "Of  those 
the    middle    zone,    sonl 
won't  make  it,"  says  Ric, 
ard  C.  Breeden,  the  Whil 
House  official  who  is  ove 
seeing  Bush's  thrift  policy 
There  are  also  questior 
about  the  rescue  plan's  a 
sumption  that  the  Feds  wi 
be   able    to    manage    th 
thrifts  already  targeted  fc 
takeover.  Regulators  mus 
deploy  enough  capable  si 
pervisors  to  make  sure  th; 
the  moribund  thrifts  unde 
their   wings    don't   mak 
risky  loans  or  jack  up  inte 
est    rates    on    deposits    t 
stay  in  business.   That' 
precisely  what  some  receh 
ers  appointed  by  FSLIC  di 
in  the  past.  Where  are  a 
of  the  flinty-eyed  manager 
supposed    to    come    from 
No  one  knows. 
TIPTOEING?  The   Adminis 
tration  deserves  credit  for  putting  to 
gether  a  rescue  plan  that  at  least  trie 
to  address  the  fundamental  problem 
of  the  industry.  But  there  is  a  critica 
shortcoming.   The   amount   of   mone: 
targeted  on  the  bailout  falls  short 
what  will  be  needed  to  clean  up  th 
current  mess  and  to  cope  with  margin 
al  s&Ls  that  will  inevitably  fall  by  th 
wayside  as  the  plan  kicks  in.   "Fiftj 
billion  dollars  is  a  good  start,"  say 
Comptroller  General  Bowsher,  "but  i 
might  not  be  enough." 

Flinching  at  the  true  cost  of  healing 
sick  thrifts  has  undermined  past  rescue 
attempts.  The  worry  is  that  the  Bus! 
Administration  is  just  the  latest  in  the 
long  line  of  potential  rescuers  that  tip 
toed  up  to  the  problem,  stared  into  the 
abyss,  and  tiptoed  back. 
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II  FUTURES  SCANDAL  I 


YOU  CAN  ALMOST  HEAR 

A  SIGH  OF  RELIEF  IN  THE  PITS 


Early  evidence  in  the  Chicago  probe  lets  traders  relax  a  bit 


s 


ubpoenas   in   hand,  dozens  of  fu- 
tures traders  have  been  tiling  into 
%^thc  U.S.  Marshal's  office  in  Chica- 
go   for    mug    shots,    fingerprints,    and 
landwriting   samples.   They're   being 
swept  in  as  part  of  a  two-year  federal 
ligation  into  the  futures  markets. 
:  while  the  case  has  uncovered  ques- 
nable  behavior,  doubts  are  cropping 
<  ip  that  the  crimes  are  so  very  heinous. 
it  really  that  big  of  a  cesspool?"  asks 
1  Thomas  Durkin,  a  defense  attorney  and 
uier  federal  prosecutor.  "I  can't  draw 
hat  conclusion  from  what  I've 
en." 
1    Defense  lawyers,  who  hold  an 
tbvious  stake  in  the  matter,  say 
■much  of  the  evidence  that  prose- 
:  rotors  have  given  them  so  far 
■knows   a   widespread   disregard 
or    exchange    rules.    But    rule- 
louting    doesn't     necessarily 
I  man  that  scores  of  traders  have 
Committed  felonies.   "Some  of 
iufchese  practices  are  akin  to  going 
■;|H7  miles  per  hour  in  a  35  miles- 
l"per-hour  zone,"  contends  Jeffrey 
'V  Cole,  another  former  federal 
nuforosecutor  representing  traders 
w  .'aught  in  the  scandal. 
=irst  WAVE.  Prosecutors  and  in- 
vestigators won't  comment  at  all 
•fibout  the  Federal  Bureau  of  In- 
vestigation's  sting  operation  at 
fthe    Chicago    Mercantile    Ex- 
.*  'hange  and  the  Chicago  Board  of 
ran.  Trade.  But  there  are  indications 
-hat  U.  S.  Attorney  Anton  R.  Va- 
ij.ukas   is   softening  a   bit.   According  to 
jljdefense  attorneys  familiar  with  the  in- 
vestigation,  prosecutors   are   no   longer 

*  demanding  that  traders  who  wish  to  co- 

iperate  with  the  government  plead 
Wjuilty  to  violations  of  the  Racketeer  In- 
':;  luenced  &  Corrupt  Organizations  Act, 
tl* uvhich  allows  the  government  to  freeze  a 
.  suspect's  assets.  As  one  defense  attor- 
'•'"  lev  puts  it:  "They  have  put  the  big  stick 
ft  pack  in  the  drawer." 

No  doubt  indictments,  including  some 
'  for  tax  evasion,  will  he  returned.  So  far, 

ihout  20  traders  appear  to  ho  prim.'  tar 

n?<gets.  Hut  in  total,  at  least  loo  traders 

*  will   face   indictments   beginning   in   late 
.-''r'ebruary.  This  first  wave  is  expected  to 

nvolve  flior  soybean  and  U  S.  Treasury 
1'  ootid  traders.  The  charges  will  include 
1  -uieh  felonies  as  mail  and  wire  fraud. 

Uso  expected  are  a  slew  of  misde- 
meanor violations  of  tin'  Commodity  I  - 


change  Act  of  L936,  such  as  •'curb  trad- 
ing," which  is  trading  after  the  market's 
closing  bell.  A  trader  may  trade  on  the 
curb  to  complete  an  order  that  arrived 
just  before  the  market  closed  or  to  close 
out  a  position  he  does  not  want  to  hold 
overnight.  "In  many  cases,  what  they 
will  find,  at  worst,  will  be  irregularities 
that  were  not  intended  to  cheat  anyone 
nor  were  they  malicious  in  character," 
argues  defense  lawyer  Jeff  Steinback. 
"And  I  can  assure  you  that  I  can  con- 
vince 12  people  that  they're  not  crimes." 


the  .caudal  i.  forcing  both  exchangi 
consider  electronic  trading    lonj 

ma   to   trader.,    in    the   pit 

ding    through    coif, put 

ieved  to  provide  a  better  audit 

trad  than  trading  by  BhoutS  and  hand 
signals  m  the  noisy,  crowded  pi'- 

in  after  h0Ul  for  automat 

ed  leading  that  was  on  the  Me, 

ing   board   before   the   scandal   bi 

recently  received  the  green  light  from 
the  Commodity  Futures  Trading  Com- 
mission. It's  expected  to  start  operation- 
in  the  fall.  What's  more,  the  New  York 
Mercantile  Exchange  and  the  Sydney- 
Futures  Exchange  have  signed  up  as 
Clobex  participants.  The  Board  of  Trade 
is  also  now  considering  an  electronic 
auction  system — a  reversal  of  its  pre- 
scandal  position. 

Because  the  entire  futures  community 
is  in  the  dark  about  the  specifics  of  any 
wrongdoing,  no  rule  changes  have  yet 


DEFENSE  ATTORNEY  DURKIN  DOUBTS  THE  EXCHANGES  ARE  "REALLY  THAT  BIG  OF  A  CESSPOOL' 


A  second  wave,  expected  in  March  or 
April,  will  cover  more  serious  charges 
involving  traders  and  brokers  in  the 
Merc's  yen  and  Swiss-franc  currency 
pits.  It  is  widely  suspected  that  several 
brokers'  associations,  or  loosely  orga- 
nized partnerships,  dominated  trading  in 
those  two  pits.  In  effect,  they  formed  a 
club  that  fostered  hanky-panky.  As  one 
lawyer  puts  it:  "It  seems  as  if  in  the  yen 
pit,  to  do  business  you  had  to  abide  by  a 
code  not  found  in  the  Merc  handbook." 
AUDIT  TRAIL.  Defense  attorneys  believe 
that  the  prosecutors  are  homing  in  on 
two  illicit  trading  practices.  One  is 
"bucketing,"  a  way  to  shove  losses  onto 
clients  and  profits  into  traders'  pockets. 
Another  is  "front-running."  in  which 
brokers  knowingly  trade  ahead  of  cus- 
tomer orders  that  are  lug  enough  to 
move  the  market. 

Whatever  the  outcome   in   the  courts. 


been  put  in  place.  Some  have  called  for  a 
halt  to  dual  trading,  a  practice  that  al- 
lows floor  brokers  to  trade  for  them- 
selves as  well  as  customers.  But  many- 
institutional  users,  such  as  the  large 
grain  companies,  oppose  such  moves,  be 
cause  dual  trading  also  provides  liquidity 
to  markets  when  trading  volume  is 
slack. 

The  CBOT  says  it  wants  to  catch  rule 
breakers  rather  than  change  rules.  Its 
board  of  directors  has  earmarked  $1  mil- 
lion to  pay  for  a  new  surveillance  Bys- 
tem  called  Oracle.  "Nobody  here  is  con- 
vinced that  dual  trading  is  the  culprit," 
says  a  CBOT  director.  And  if  the  ch:. 
that  finally  emerge  from  the  federal 
probe  are  not  as  damning  as  originally 
thought,  then  sharper  .surveillance  and 
some  electronic  trading  may  jus! 
enough. 

By  Ktith  • 
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THE  LAW 


THIS  SAFETY  RULING  COULD  BE 
HAZARDOUS  TO  EMPLOYERS'  HEALTH 


Illinois'  OSHA  decision  opens  business  up  to  more  criminal  charges 


ercury  is  certainly  lethal 
enough.  To  Brooklyn  District 
Attorney  Elizabeth  Holtzman, 
it  looked  like  a  deadly  weapon.  In  1987 
her  prosecutors  convinced  a  New  York 
jury  that  two  Pymm  Thermometer  Co. 
executives  were  guilty  of  assault  and 
reckless  endangerment  for  exposing 
their  workers  to  the  poisonous  metal. 
One  employee  suffered  permanent  brain 
damage.  But  the  judge  had  a  last-minute 
change  of  heart.  He  set  aside  the  ver- 
dict, ruling  that  job  safety  could  be  reg- 
ulated only  by  the  federal  Occupational 
Safety  &  Health  Act. 

Holtzman  is  hardly  the  only  D.  A.  to 
be  rebuffed  on  this  issue.  But  as  she 
pursues  her  appeal  of  the 
decision,  she  and  other 
prosecutors  who  want  to 
crack  down  on  unsafe 
work  conditions  have  some 
new  ammunition.  On  Feb. 
2  the  Illinois  Supreme 
Court  ruled  that  OSHA  does 
not  bar  states  from  prose- 
cuting corporate  officials 
for  work-related  injuries 
and  deaths.  The  decision 
gives  the  state  the  go- 
ahead  to  prosecute  five  ex- 
ecutives of  Chicago  Mag- 
net Wire  Co.  While  the 
Illinois  decision  doesn't  ap- 
ply outside  that  state,  oth- 
er state  courts  where  ap- 
peals of  such  cases  are 
pending  could  be  influ- 
enced by  the  ruling  and  by 
a  December  Justice  Dept. 
opinion  that  reached  the 
same  conclusion  (table). 
filling  a  gap.  The  Illinois 
ruling  buoyed  prosecutors 
who  have  had  little  success 
in  appeals  of  overturned 
convictions  for  workplace 
offenses.  In  Chicago, 
State's  Attorney  Richard 
M.  Daley  says  he  will  use 
the  decision  to  seek  extra- 
dition from  Utah  of  a  de- 
fendant in  a  murder  case 
the  state  has  brought 
against  Film  Recovery 
Systems  Inc.  Utah  had 
balked  at  extraditing  com- 
pany   President    Michael 


MacKay  until  the  state  supreme  court 
ruling  clarified  that  Illinois  had  the  right 
to  prosecute  him.  Daley  has  already  won 
convictions  and  25-year  prison  sentences 
against  three  other  frs  executives  who 
exposed  their  employees  to  cyanide 
fumes,  resulting  in  one  death. 

In  Milwaukee,  County  District  Attor- 
ney E.  Michael  McCann  is  weighing 
criminal  charges  against  a  contractor 
and  others  in  the  deaths  of  three  work- 
ers who  died  in  a  methane  explosion  on 
Nov.  10.  "My  message  to  business,"  he 
warns,  "is  you  better  care  about  safety 
or  be  prepared  to  go  to  jail." 

Business  is  worried.  Employer  groups 
contend  that  it's  unfair  for  companies 


COURTROOM  CONFLICT  OVER  WORKER  SAFETY 


CHICAGO  MAGNET  WIRE  CO.  Elk 

Grove  Village,  III.  On  Feb.  2  the 
Illinois  Supreme  Court  upheld 
Cook  County's  criminal  prose- 
cution of  five  senior  executives 
for  allegedly  allowing  workers 
to  become  ill  from  exposure  to 
hazardous  chemicals.  A  lower 
appeals  court,  ruling  that  OSHA 
preempted  the  state  criminal 
code,  supported  a  trial  judge's 
dismissal  of  the  case. 


FILM  RECOVERY  SYSTEMS  INC.  Elk  Grove  Village,  III.  The  Cook  County 
state's  attorney  successfully  prosecuted  three  senior  officials  on  mur- 
der and  reckless  conduct  charges  in  1985  after  a  worker  died  from  in- 
haling cyanide  fumes.  The  officials  have  appealed,  arguing  in  part  that 
OSHA  preempted  state  law. 

PYMM  THERMOMETER  Brooklyn,  N.Y.  In  1987  the  Kings  County  district 
attorney  won  convictions  against  the  company's  two  owners  on 
charges  of  assault  and  reckless  endangerment  by  exposing  workers  to 
mercury.  The  trial  judge  overturned  the  verdict  on  the  ground  that 
OSHA  preempted  state  prosecution.  The  decision  is  on  appeal. 


SABINE  CONSOLIDATED  INC. 

Austin,  Tex.  The  state  prosecu- 
tor won  a  conviction  of  crimi- 
nally negligent  homicide  against 
the  company  president  in  con- 
nection with  the  death  of  two 
employees  in  a  trench  collapse. 
An  appeals  court  said  the  state 
had  no  jurisdiction.  The  state 
has  taken  its  case  to  the  Texas 
Court  of  Criminal  Appeals. 

DATA:  BW 


that  comply  with  OSHA  regulations  t 
prosecuted  for  criminal  conduct.  T 
assert  that  the  whole  point  of  OSHA  \ 
t<  i  codify  an  explicit  set  of  regulation; 
guide   employers.    "The   issue   here 
whether  we  have  a  clear  standard 
employers  to  follow  or  whether  we 
going  to  be  at  the  mercy  of  the  wh 
and  caprices  of  every  county  state  at 
ney  in  the  U.  S.,"  says  Thomas  L.  R 
vice-president  of  the  Illinois  Manufact 
ers  Assn.  The  IMA  filed  a  brief  in 
Illinois  case  supporting  Chicago  Mag 
a  unit  of  North  American  Philips  In 
more  clout.  Local  prosecutors,  for  t 
part,  claim  they're  filling  a  void.  Si 
1970  the  Occupational  Safety  &  He; 
Administration  has  referred  44  cases 
Justice    for    criminal    prosecution, 
charges  have  been  filed  in  only  a  few 
them.  Prosecutors  complain  that  cri 
nal  penalties  of  up  to  six  months  in 
are  so  weak  that  Justice  is  reluctant 
go  to  court.  And  OSHA  rarely  gets  pro 
cutions  because  it  can  pursue  crimi 
cases  only  when  a  worker  has  died, 
have  to  face  families  of  victims  and 
them  I  have  a  legal  pn 
lem — that  an  OSHA  fine 
several   hundred  dolla 
may  stand  in  the  way 
holding  these  people  tr 
accountable,"  says  Aus 
(Tex.)  D.  A.  Kenneth  Od 
Local  prosecutors   d 
miss  OSHA's  civil  penalti 
as   a   toothless   deterrei 
They  "are  just'  passed 
to  the  consumer  as  a  cc  a, 
of  business,"  says  Jan 
Chatten-Brown,  a  D.  A. 
Los  Angeles  County's 
cupational     safety     ai 
health  unit. 

Congress  may  give  OS? 
more  clout.  Representati 
Tom     Lantos     (D-Cali:  hn 
plans  to  introduce  legisl  p  i 
tion  that  would  strength 
criminal     penalties     f 
worker    safety    violation  I 
And    at    some    point,    tl 
U.  S.    Supreme   Court 
likely  to  rule  on  the  stat 
federal    dispute.    In    tl 
meantime,  prosecutors  sj 
that  managers   should  I 
able    to    figure   out   wh<  fcw 
they  are  committing  pote 
tially  criminal  acts  in  trim; 
workplace.    "If  mercui  L 
can  put  holes  in  someone 
brain,"    says    HoltzmaJ 
"that's  not  much  diffem 
from  a  gun  putting  a  hoi 
in  someone's  brain." 

By  Susan  B.  Garland  i 
Washington 
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L'S  NEXT-GENERATION  CHIP:  THE  RULING  MAY  HAVE  SANCTIONED  REVERSE-ENGINEERING 


THE  UNCERTAIN  PAYOFF 

FROM  INTEL'S  LANDMARK  CASE 


t  validated  microcode  copyrights  but  absolved  NEC  of  violations 


ml 

■ 

I 

dill 


|t  was  almost  five  years  coming,  but 
on  Feb.  7,  Silicon  Valley  got  the 
benchmark  decision  it  had  been  wait- 
ng  for.  Sitting  in  San  Jose,  Calif.,  U.  S. 
hstrict  Court  Judge  William  P.  Gray 
jruled  that  chipmakers  can  copyright  so- 
alled  microcode,  the  software  that's  em- 
ided  in  microprocessors  and  similar 
hips.  That's  just  part  of  a  landmark 
lecision  that  already  is  being  scrutinized 
i nd  debated  throughout  the  realm  of 
ligh  technology. 

Intel  Corp.  won  the  precedent  it  had 
ought.  But  it  was  a  hollow  victory.  On 
very  other  issue,  Intel  lost  to  Japan's 
JKC  Corp.  Judge  Gray  ruled  that  Intel 
kkI  invalidated  copyright  protection  on 
ks   8088  and   8086   chips,   the   "brains" 
mi  the  first  generation  of  IBM-type  per- 
gonal computers,  since  some  of  its  li- 
tensees   had   shipped   millions  of  chips 
vithout  a  copyright  notice  on  their  la- 
That    reverses   an   opinion    handed 
Mown  in  late  1986  by  Judge  William  A. 

ram  (table). 
separate  and  EQUAL.  More  important, 
fudge  Cray  decided  that  even  if  Intel's 
:opyright  were  valid,  NEC  didn't  violate 
i  despite  sections  of  microcode  in 
i  s  V -series  microprocessors  that  In- 
el  argued  were  too  similar  to  be  coinei- 
lental.  These  chips  match  or  even  ex- 
'eed  the  performance  of  Intel's  designs, 
mil  thus  can  be  used  in  IBM  type  pes. 
ludge  Ingram  never  addressed  that 
loint    because,    shortly    after    he    ruled 


that  Intel's  copyright  was  valid,  NEC's 
attorneys  discovered  that  Ingram  be- 
longed to  an  investment  club  that  owned 
$80  worth  of  Intel  stock  in  his  name.  In 
early  1987,  NEC  forced  the  judge  to  re- 
move himself  from  the  case. 

When  the  case  was  retried,  NEC  played 
its  ace:  The  similarities  in  the  software 
stemmed  from  the  relatively  few  options 
available  in  writing  microcode  instruc- 


INTEL  VS.  NEC: 

HOW  THE  COURT 

HAS  RULED 


Issue 


Court  ruling  by:     Ingram  Gray 

1986  1989 


Can  microcode  be  copyrighted? 


YES 


YES 


Did  Intel  forfeit  its  copyright? 


NO 


YES 


Does  similarity  violate  copyright  law? 


NO 


Must  NEC  pay  royalties? 


NO 


*lngrom  did  not  rule  on  this  question 


DATA:  BW 


tions  to  produce  a  particular  result.  To 
prove  this  to  the  court,  NEC  isolated  in  a 
so-called  clean  room  engineers  who  had 
never  seen  Intel's  code.  They  were  told 
to  write  software  that  would  conform  to 
a  list  of  functions  that  the  V -series  chips 
Deeded  to  perform.  The  result:  The  mi- 
crocode the  engineers  produced  also 
(tore  a  Striking  resemblance  to  Intel's. 

Intel  countered  with  what  it  said  was 
Significant    evidence    that    the    first    ver- 


ion  of     I  '       Code  duplicated  whol' 

menta  of  Intel'   original  'I  I 

io  Intel  that  '•!  I  had  exploited  a  licen  <■ 

from  Intel  io  produce  the  B088  and 

(•hip.-,  Io  develop  clone.-,  it.  wouldn't    I 

to  pay  royalties  on.   Bui  even  if  that 

were  I  rue.  Judge  Gray  ruled,  the  final 
version  actually  used  by  M  '  wa-  differ 
ent  enough  to  avoid  infringement — and 
thai  version  is  the  only  one  that  counts. 
"The  judge  came  down  on  the  -ide  that 
disguised  it  just  enough,"  com- 
plains Intel  general  counsel  F.  Thomas 
Dunlap  Jr.  He  says  that  Intel  may  ap- 
peal the  ruling. 

It  may  be,  as  some  other  lawyers  con- 
tend, that  Judge  Gray's  ruling  applies 
only  to  this  one  specific  case  and  sets  no 
precedent  for  what  it  takes  to  avoid  in- 
fringing other  copyrights.  More  likely, 
though,  the  decision  sets  distinct  guide- 
lines— paving  the  way  for  copycat  ver- 
sions of  other  types  of  computer  pro- 
grams, such  as  spreadsheets.  "The 
judge  has  validated  the  process  of  're- 
verse engineering,' "  says  G.  Gervaise 
Davis  III,  a  California  lawyer  specializ- 
ing in  computer  copyright  and  patent 
protection. 

MOOT  victory.  Others  hail  the  decision, 
pointing  out  that  copyright  laws  were 
never  intended  to  provide  shelter  from 
competitors  who  can  figure  out  a  differ- 
ent way  of  producing  the  same  results. 
"It's  obviously  easier  to  find  the  New 
World  once  Columbus  has  been  here," 
notes  Thomas  W.  Armstrong,  vice-presi- 
dent and  general  counsel  for  chipmaker 
Advanced  Micro  Devices  Inc.  "The  copy- 
right prptects  your  route  but  not  some- 
body else's  right  to  come  here." 

Ironically,  although  NEC  clearly  won 
every  issue  that  might  have  required  it 
to  pay  penalties  or  royalties,  the  victory- 
is  moot.  The  trial  dragged  on  so  long 
that  the  actual  chips  in  question  have 
been  largely  displaced  by  new  genera- 
tions: the  80286  and  now  the  hot-selling 
80386.  The  disputed  designs  represent 
only  about  ¥'<  of  Intel's  $2.9  billion  in 
annual  revenues. 

For  its  part,  NEC  claims  the  decision 
won't  spur  it  into  cloning  the  80386  mi- 
croprocessor, which  Intel  hasn't  licensed 
to  any  other  chipmaker.  "We  are  not 
taking  it  as  a  signal"  that  rivals  are  free 
to  copy  other  designs,  says  Tomihiro 
Matsumura,  an  NEC  senior  vice-presi- 
dent. "We  have  no  intention  of  doing  so. 
It's  just  common  sense  that  we  wouldn't 
want  to  cause  any  new  problems." 

But  to  other  executives,  mulling  the 
implications  and  concerned  about  pro- 
tecting their  ever-rising  investments  in 
original  chip  designs  and  software  pro- 
grams.  NEC's   position   oilers   little   n 

surance.  Judge  Gray,  mam  I  S.  produc- 
ers worry,  has  opened  Pandora's  l>"\ 

By  Richard  Brandt  in  San 
with  Neil  Gross  m  Tokyo 
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TELECOMMUNICATIONS  I 


ELECTRONIC  MAIL:  NEITHER  RAIN, 
NOR  SLEET,  NOR  SOFTWARE . . . 


Networks  may  soon  talk  to  each  other — so  message  traffic  may  explode 


y  now,  millions  of  office  workers 
are  used  to  zapping  messages 
electronically  with  a  few  key 
strokes  to  colleagues  down  the  hall  or 
even  overseas.  But  they  can't  use  their 
computers  to  "talk"  to  suppliers  or  cus- 
tomers a  few  blocks  away  who  have  a 
different  electronic  mail  network. 
That  frustration  may  be  about  to  end. 


E-MAIL  IS  GROWING.. 


T 


BILLIONS  OF 
MESSAGES 


'89  '90  '91 

DATA  COOPERS  S  LYBRAND 
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Under  pressure  from  their  biggest 
customers,  seven  leading  "E-mail" 
providers  are  hooking  up  their  net- 
works to  make  electronic  mail  as  easy 
to  use  as  the  telephone.  The  result  could 
be  the  long-awaited  explosion  in  comput- 
er-based messaging.  "We  really  see  the 
market  taking  off  exponentially," 
says  Steven  York,  system  and 
technical  planning  manager 
for  Northrop  Corp. 
'OPEN'  networks.  Compati- 
bility would  not  only  attract 
new  customers  to  the  $330 
million  business  but  also  enable 
current  subscribers  to  expand 
their  use  of  electronic  mail. 
Such  "open"  networks  could 
pave  the  way  for  computer-to- 
computer  exchanges  of  pur- 
chase orders,  invoices,  and  bills  of 
lading,  as  well  as  the  electronic  payment 
of  bills. 

Coopers  &  Lybrand  consulting  partner 
Walter  E.  Ulrich,  who  tracks  the  E-mail 
industry,  predicts  that  the  number  of  E- 


mail  messages  will  soar  from  3  billion  in 
1988  to  10  billion  in  1991  (chart).  Reve- 
nues could  climb  25%  annually,  says  Eric 
S.  Arnum,  editor  of  the  newsletter  Elec- 
tronic Mail  &  Micro  Systems. 

Analysts  say  that  could  cut  losses  at 
money-losing  operations  such  as  British 
Telecommunications'    Dialcom   and    Mc- 
Donnell Douglas  Corp.'s  OnTyme,  while 
boosting   breakeven   networks   such   as 
Western  Union  Corp.'s  Easylink  and  MCI 
Mail  into  the  black.  That  kind  of  boom 
could  be  especially  helpful  to  ailing  in- 
dustry leader  Western  Union, 
whose   revenues   from   its 
telex  business  are  drop- 
ping by  30%  a  year. 
About  half  of  the  cur- 
rent 6  million  E-mail  sub- 
scribers send  messages  only 
on  internal  corporate  systems 
and  have  no  way  to  reach  out 
electronically   to   touch   some- 
one elsewhere.  Boeing  Co.,  for 
instance,  transmits  15,000  telexes  a 
day  to  suppliers  and  subcontractors. 
Most  of  these  messages  would  go  by 
electronic  mail  if  it  were  available, 
according  to  Steven   A.   Farowich, 
the  company's  electronic  data  distri- 
bution manager. 
ultimatum.    The    frustration    of 
Boeing  and  its  aerospace  competitors 
is  what's  forcing  E-mail  vendors  to  get 
together.  Last  December,  during  a  meet- 
ing with  the  vendors  at  General  Electric 
Information  Services'  Rockville  (Md.) 
office,  the  50-member  Aerospace  In- 


IE 
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dustries  Assn.  (AIA)  delivered  an  ulti 
turn:  AIA  members  would  give  their  b 
ness  only  to  companies  that  be 
planning  for  compatibility  by  Februa 

The  aerospace  concerns  had  unus 
leverage.  Many  of  their  electronic 
contracts  were  due  to  expire  this  moi 
And   the    industry's    300,000   E-mail 
send  an  average  of  2.5  messages  eac 
day,  or  150  million  messages  a  ye| 
That  number  could  skyrocket  if  o 
systems  emerge.  Aerospace  executi 
estimate  their  companies  would  send 
additional  35  million  messages  a  ye 
generating  about  $35  million  in  new  n 
enues  for  E-mail  vendors. 
PILOT  PROGRAM.  Galvanized  by  the  pr< 
pect,  E-mail  companies  responded  qui 
ly  to  AIA  demands.  On  Jan.  26  se 
networks  gave  the  trade  group  a  dem 
stration  of  how  the  links  will  work.  T 
month  they  began  testing  connections 
a  six-month   pilot  program  with  ei 
aerospace  companies.  And  while  E-m1 
companies  are  not  talking  about  wh 
open  networks  will  be  available  on 
broader  basis,  industry  sources  pred 
that  some  announcements  could  be  ma 
by  the  end  of  the  year. 

Although  the  trend  has  barely  be 
noticed,  the  electronic  mail  industry  h 
been  moving  toward  more  open  systei 
for  several  years.  In  1984  an  internati 
al  rules  committee  created  the  so-call 
X.400  standard  for  electronic  mail  sj  p 
terns.  Since  then,  MCI  has  used  X.400 
link  up  with  CompuServe,  a,nd  on  Ja 
19,  American  Telephone  &  Telegraph  C  a 
adopted  the  standard  for  a  hookup  wi  s 
Dialcom,  its  partner  in  the  new  fedei  i 
long-distance  network  contract. 

While  the  industry  is  making  progre 
on   technical    issues,    it   faces   busine 
problems  as  well.   Among  them:   Ho  }tt 
will  companies  be  reimbursed  for  carr  kpr 
ing  each  others'  traffic?  And  who  is  r  ier 
sponsible  for  ensuring  the  quality  of  st  fa 
vice  when  a  message  travels  over  mo  s 
than    one    network?    "Those    kinds 
things  have  been  worked  out  for 
telephone  system  and  the  post  office  I 
notes  editor  Arnum.  "No  doubt  it  w  lavikc 
be  worked  out  for  electronic  mail.' 
The  major  worry  haunting  E-ma 
providers  is  the  possibility  of  a  shakeo 
when  customers  can  choose  more  free 
among  the   services.    Marketing  ar 
prices  will  play  an  important  role  in  d 
termining  who  survives.  Still,  there's  a  Itl 
other  option  for  E-mail  vendors:  avo 
compatibility  and  stay  above  the  fra 
But  if  the  demands  of  the  aerospae 
companies  are  any   indication,  th 
approach  is  nothing  but  a  ticket 
oblivion. 

By  Frances  Seghers  in  Was/iingto 

with  Jeffrey  Rothfeder  in  New  York  an 
Robert  D.  Hof  in  San  Francisco 
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JANTUM  LEAPS:  INNOVATIONS  LIKE  THE  POWER  PAD  HAVE  KEPT  NINTENDO  AHEAD 


HERE'S  A  RUMBLE 
N  THE  VIDEO  ARCADE 


■!"  intcndo  gets  hit  with  antitrust  suits  from  Tengen — and  now  Atari 


I 

I 


t's  a  real-life  version  of  the  video 
■game    "Mike    Tyson's    Punch-Out!!" 
First  a  90-pound  weakling  throws  a 
ft    hook    at    the    world    heavyweight 
lamp.  Then  an  over-the-hill  competitor 
a  jab.  Will  the  champ  get  knocked 
it '.'  Probably  not.  But  the  fisticuffs  are 
ire  making  videoland  fun  to  watch. 
That's  because  .video  powerhouse  Nin- 
ndo  Co.   is  being  challenged  for  the 
st  time.  The  90-pound  weakling  is  soft- 
are  producer  Tengen  Inc.,  which  in  De- 
imber  zapped  mighty  Nintendo  with  an 
ifsciltitrust   suit.   Tengen,    a   former   Nin- 
ndo  licensee  based  in  Milpitas,  Calif., 
its    the    right    to    make    game    car- 
ridges  that  run  on  Nintendo  machines 
ithout  the  Japanese  company's  0.  K. 
i-AYiNG  MONOPOLY?  This    month    Nin- 
ndo  struck  back  with  a  patent-infringe- 
i  ent  countersuit.  To  complicate  matters, 
tari  Corp.  of  Sunnyvale,  Calif.,  the  de- 
>.r j  ironed  champ  of  the  early   1980s,  has 
i,  eil     vet     another     recent     lawsuit.     It 
•lar^es  that    Nintendo,  monopolizes  the 
et  b>   barring  software  firms  from 
aking  games  for  other  video  systems. 
The   industry    is   watching   both   cases 
"  fly   because  they  strike  at   the  heart 
Nintendo's  success:  strict  control  over 
•ftware.  It  was  a  Hood  of  cheap,  poor- 
lalitj    game  cartridges  that  killed  the 
i   video  boom  back  in   1984.  Nintendo 
is  avoided  similar  problems  by  incorpo 
tting  a  proprietary  chip  into  the  games 


designed  by  its  34  licensees.  The  chip 
ensures  that  only  cartridges  authorized 
by  Nintendo  work  on  its  machines.  Nin- 
tendo also  bars  its  licensees  from  mar- 
keting game  titles  for  competing  ma- 
chines, such  as  those  made  by  Atari  and 
Tonka  Corp.'s  Sega  Div.  It  all  helped 
give  Nintendo  74%  of  the  $2.3  billion  in 
U.  S.  video  game  sales  in  1988  (chart). 

Tengen  and  Atari  re- 
sent the  tight  grip.  So 
they  are  trying  to  secure 
in  the  courts  what  they 
failed  to  win  in  the  mar- 
ket— a  bigger  piece  of 
the  pie.  Nintendo  isn't 
worried,  though.  The  li- 
censing controls  are 
healthy  because  they 
stave  off  excess  inven- 
tories, says  Peter  T. 
Main,  vice-president  of 
marketing  at  Nintendo 
of  America  Inc.  in  Red- 
mond, Wash.  "Licensees 
who  are  in  it  for  the 
longer  term  understand  that,"  he  adds. 

Meanwhile,  the  Nintendo  craze  goes 
on.  The  company's  games  and  accesso- 
ries will  dominate  the  two-week  New 
York  Toy  Fair  beginning  on  Feb.  13. 
Nintendo  expects  !'.  S.  video-game  retail 
sales  to  grow  489  this  year,  to  $3.4  bil- 
lion, with  its  own  share  reaching  77 
The   number  of  Nintendo  units   in   U.S. 


NINTENDO  POWER 


4  -      U.S.  VIDEO  GAME 
RETAIL  SALES* 
3  -  NINTENDO 
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"HARDWARE  AND  SOFTWARE 

DATA  NINTENDO  Of  AMERICA 


home  i  expected  to  ri  te  from  1 1  million 
m  1988  to  19  million  in  1989  With  video 
game     v  item     now    in    I7';    of    ' 

household   .  anal,    i      believe  penetration 

can  reach  the  '■'<■'>•  attained  m  Japan  be 

fore   the   boom   leveled   oil'  there   in 
"Nintendo  could  be  a  part  of  Americana 
for  the  long  run,"     a.     John  W.  Aiiht 
man,  chairman  of  Mattel  In<\ 

Smart   marketing  is   the   reason   why. 
"They  have  been  very  :  id  at  ex- 

panding the  player  profile,"  says  How- 
ard W.  Moore,  executive  vice-president 
of  Toys  'R'  Us  Inc.,  the  world's  largest 
toy  retailer.  "They  went  from  a  core 
audience  of  boys  from  7  to  14  and  ex- 
panded in  three  directions:  preschoolers, 
older  adults,  and  girls."  For  example, 
Anticipation,  a  word  game  geared  to 
families  that  was  introduced  in  Decem- 
ber, is  already  close  to  being  a  top-seller. 
Two  other  new  titles  based  on  Mickey- 
Mouse  and  Sesame  Street  are  finding 
favor  with  the  under-5  crowd. 

The  company  is  also  promoting  acces- 
sories with  new  technological  twists. 
Power  Glove,  a  $75  item  from  Mattel, 
enables  players  to  control  figures  on- 
screen by  jabbing  with  a  gloved  hand, 
rather  than  using  a  joystick  or  button 
panel.  Broderbund  Software  Inc.'s  $69.95 
U-Force  gets  the  same  result  when  us- 
ers move  their  hands  near  a  box-shaped 
device  with  sensors.  With  Nintendo's  $69 
Power  Pad,  players  jump  on  a  vinyl  mat. 
surreal  cereal.  Nintendo  will  spend 
$60  million  on  advertising  and  promotion 
this  year.  It  is  also  tying  in  with  other 
consumer  companies.  PepsiCo  Inc.  plans 
a  $10  miJlion  promotion  this  month  for 
its  Slice  soft  drink,  based  on  the  popular 
Super  Mario  Brothers  game.  In  May, 
Ralston  Purina  Co.  will  introduce  the 
"Nintendo  Cereal  System,"  containing 
cereal  shaped  like  fig- 
ures from  Nintendo 
games.  And  retailers 
such  as  Toys  R'  Us  will 
be  testing  "The  World  of 
Nintendo,"  a  boutique 
featuring  Nintendo  T- 
shirts  and  paraphernalia 
as  well  as  video  items. 

To  widen  the  market 
further,  Nintendo  will 
likely  introduce  a  16-bit 
machine  next  year  that 
runs  more  sophisticate!  1 
games  and  offers  better 
clarity  than  the  current 
8-bit  model.  But  this  is 
one  area  where  rivals  seem  to  have  a  leg 
up.  Sega  is  showing  a  16-bit  player  at 
Toy  Fair,  and  NEC  Electronics  Inc.  is 
pected  to  launch  one  in  the  second  half 
of  1989.  It  won't  be  a  knockout,  but  it 
may  keep  the  champ  slugging  it  out. 

By  Mana  Shao  in  San  Francisco,  u-ith 
Amy  Dunkin  in  New  York  and  Patrick 
Cole  in  Los  Angeles 
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WAR  OF  THE 
SHUTTLES 

Pan  Am  and  Trump  will  duke  it 
out  with  services  and  gimmicks 


Chances  are  you've  seen  them  in  air- 
ports, shuffling  down  corridors 
like  the  zonked-out  drones  in  the 
silent  movie  classic  Metropolis.  They're 
the  200,000-odd  travelers,  mostly  busi- 
ness, who  each  year  endure  Eastern  or 
Pan  Am  shuttle  flights  that  link  Wash- 
ington, New  York,  and  Boston. 

Those  suffering  hordes  may  soon  find 
relief.  Real  estate  mogul  Donald  Trump, 
the  man  with  the  airborne  ego,  is  about 
to  enter  the  shuttle  wars.  Trump,  who 
agreed  to  buy  the  venerable  Eastern 
Shuttle  in  October  for  $365  million,  aims 
to  slice  rival  Pan  American  World  Air- 
ways Inc.'s  share  of  the  $400  million 
market.  Industry  analysts  doubt  that  a 
price  war  will  trim  the  shuttle's  $99 
fares.  Instead,  they  predict,  Trump  and 
Pan  Am  will  offer  new  services,  some 
thoughtful,  some  merely  gimmicky.  The 
two  competitors  "will  kill  [passengers] 
with  kindness,"  says  Kevin  Murphy,  an 
analyst  with  Morgan  Stanley  &  Co. 

Trump  wants  a  dramatic  change  in 
Eastern  Air  Lines  Inc.'s  spartan  service. 
By  putting  his  opulent  stamp  on  the  car- 
rier, he  boasts,  "I  will  have  75%  of  the 
market  after  the  first  year." 
jockeying.  Not  so  fast,  says  Pan  Am 
shuttle  chief  Harris  K.  Herman,  whose 
airline  has  just  under  50%  of  the  market. 
"We  are  not  going  to  lie  down  and  let 
Trump  run  over  us,"  he  vows.  Herman 
believes  that  since  Pan  Am  launched 
shuttle  service  in  1986,  the  carrier  has 
built  a  loyal  group  of  passengers  who 
won't  succumb  to  Trump's  blandish- 
ments. Already  the  jockeying  has  begun: 

■  Pan  Am  has  won  some  converts  with 
its  $20  ride  in  a  water  taxi  down  the 
East  River  from  LaGuardia  Airport  to 
midtown  Manhattan  or  Wall  Street. 
Trump  is  mulling  using  his  fleet  of  four 
helicopters  to  transport  passengers  be- 
tween the  airport  and  midtown. 

■  Pan  Am  has  installed  telephones  on  its 
aircraft.  Trump  may  outfit  each  seat 
with  a  phone,  TV,  and  radio. 

■  Pan  Am  has  offered  a  $50  discount  on 
tick  its.  Eastern  countered  with  a  $50 
shopping  coupon.  Both  promotions  ex- 
pire on  Mar.  1,  but  they  are  likely  to  be 
extended.  Trump  also  may  add  airport 
valet  parking.  And  he's  toying  with  the 
idea  of  handing  out  gambling  chits  re- 
deemable at  his  Atlantic  City  casinos. 


TRUMP  TRUMPETING:  HE  MAY  OUTFIT  EACH  SEAT  ON  HIS  PLAHES  WITH  A  PHONE,  TV,  AND  RA  O 


Trump  bullishly  predicts  that  his 
glitzy  service  will  boost  gross  operating 
profits  to  $75  million  within  the  next  two 
years,  up  from  an  estimated  $30  million 
annually.  The  deal  could  be  completed  in 
the  next  few  weeks,  though  Trump  may 
delay  the  move  to  see  if  Eastern's  labor 
woes  produce  a  strike.  When  he  does 
take  over  the  airline,  Trump  intends  to 
spend  $35  million  to  revamp  both  the 
aircraft  and  terminals.  He  will  paint  the 
17  Boeing  727s  he  acquires  with  the  new 
gold-on-black  Trump  logo,  redecorate 
the  interiors,  and  send  each  plane  back 
to  Boeing  Co.  for  a  safety  overhaul. 
Trump's  deal  calls  for  Eastern  to  pick  up 
half  of  the  tab  for  fixing  any  defects. 

But  Pan  Am  is  planning  a  preemptive 
strike.  The  airline  will  kick  off  a  $10 
million  shuttle  ad  campaign  on  Feb.  12, 
promoting  its  service  as  the  "Corporate 
Jet."  Herman  has  already  installed  fax 
machines  at  LaGuardia  to  entice  busi- 


ness travelers,  and  he  is  considering 
number  of  other  business  service 
which  he  won't  discuss. 

Where  will  it  all  end?  There  is  a  li 
to  how  much  even  Trump  would  sp< 
to  win  new  customers,  but  it  could  b 
lot.  "We  assume  a  new  loyal  passen, 
will  fly  with  us  10  times  a  year, 
that's  worth  $2,000  to  us,"  explains  P 
man.  Still,  Pan  Am  has  earned  far  m 
loyalty  than  cash  with  its  shuttle  v 
ture.  According  to  Herman,  the  Pan 
shuttle  was  "modestly  profitable" 
1988  after  racking  up  a  sizable  loss 
1987. 

The  new  services  are  bound  to  lift 
ers'  spirits.  But  they  would  proba 
agree  with  consultant  George  W.  Jam 
president  of  Airline  Economics  Inc.,  w 
says  the  key  to  winning  new  riders 
probably  going  to  be  who  can  get 
passengers  in  and  out  of  town  fastei 
By  Seth  Payne  in  New  Y 


ACQUISITIONS! 


DID  IRV  JACOBS 

SAHDBAG  OUTBOARD  MARINE? 


kf 

L 


It  won  a  wild  auction  for  Chris-Craft — with  a  $58  million  bid 


What's  in  a  name?  If  it's  Chris- 
Craft,  about  $58  million.  Out- 
board Marine  Corp.  President 
James  C.  Chapman  bid  just  that  on  Feb. 
4  for  assets  of  ailing  Murray  Industries 
Inc.,  the  maker  of  Chris-Craft  boats  that 
in  December  filed  for  Chapter  11.  His 
adversary:  Irwin  L.  Jacobs,  who  has  pro- 
pelled his  Genmar  Industries  Inc.  into 
boat  building's  No.  2  slip. 


Jacobs  and  Chapman  faced  off  in 
tense,  20-minute  auction  that  saw  b 
jump  by  more  than  half  for  rights  to 
114-year-old  Chris-Craft  name  and  th 
manufacturing  plants.  The  volleying- 
a  million  bucks  a  shot — delighted  en 
tors  and  wowed  lawyers  who  jamn 
the  Tampa  bankruptcy  court.  Enthu; 
Chris-Craft  attorney  John  Olson,  1 
auctioneer:   "It  was  a  hell  of  a  pr) 
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i  Somewhere  Between  LA.  And  NY 

Brad  Lost  His  Shorts. 


Opportunity 
can  knock  at  the 
most  inopportune 
moment. 

like  at  35,000 
feet,  somewhere 


-  itttellite  teebnolog) 
■  tbe  I  \  population  and 

..  art)  /5( i  metropolitan  amis, 
:  ir  mt  >re  tlkin  our  nearest 
\petitor 

between  the  spiced 
flounder  souffle 
■-and  banana  mousse. 

But  there  it  is 
all  the  same. 

The  opportu- 
nity to  make  a  major 
sale— or  lose  one— 
with  a  crucial  piece 
( )f  late-breaking 
information. 

With  the  CI  IE 
m  satellite  pagingsystem, 
the  fortunate  business  traveler 
kn<  >ws  whether  to  step  to  the 
nearest  air  phone  right  now: 

Or  simply  wait  to  deplane. 

The  hapless,  CUEtess 
traveler  doesn't  even  get  a  choice. 

( 1  E's  paging  unit  quickly 
displays  an  area  code,  phone 
number  and  two  digit  urgency 
o  descant  seconds  after  an 
earthbound  cohort  has  entered 
the  numbers  using  the  telephone 
right  .it  his  desk. 

\nd  because  O  IE  covers  an 


incredible  90%  of  the  U.S.  popu- 
lation -  Including  nearly  150 
metropolitan  areas  and  their  air 
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Call  1-800-824-9755. 
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spaces  -  we  have  a 
much  better  chance 
<  >f  finding  a  business 
traveler  than  our 
competition. 

Which  translates 
into  tar  more  oppor- 
tunities taken. 

And  far.  far 
fewer  lost. 

.And  once  back 
on  earth,  you'll  be 
happy  to  know 
CUE's  satellite  signals 
not  only  cover 
more  of  those  major 
business  areas  than 
anyone  else's. 

But  much  more 
powerfully,  as  well. 
Filling  in  the  com- 
petitions gaps  and 
stretching  the 
boundaries. 

All  of  which 
means  if  you're  in 
the  market  lor  a 
pager  that  can  help 
you  and  your  company  take 
advantage  of  each  and  every 
opportunity—  seconds  after  it 
becomes  an  opportunity  -  von 
can't  do  better  than  CUE 

The  always  available  satellite 
paging  system  that  won't  leave 
you  up  in  the  ait 


The  Fine  Art  Of 
ands-On  Management 
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for  what  was  a  pretty  sick  company." 

Jacobs'  sentiments  exactly.  Chapman 
was  the  victor — but  Jacobs  claims  Out- 
board Marine  (OMC)  got  duped.  With 
some  well-respected  names,  such  as  Hat- 
teras  and  Wellcraft,  in  its  stable  of  boat 
companies,  Genmar  is  a  tough  rival  of 
OMC.  Jacobs,  still  better  known  as  a  cor- 
porate raider  than  as  a  boat  builder, 
says  he'd  heard  that  OMC  would  pay 
whatever  it  took  to  keep  him  from  get- 
ting the  Chris-Craft  name.  So  he  did  his 
best  to  escalate  the  price.  "I  never  had 
so  much  fun  at  an  auction  in  all  my  life," 
Jacobs  laughs.  "Pound  for  pound,  it's 
the  most  expensive  boat  acquisition  in 
history." 

captive  market.  Sour  grapes?  Perhaps. 
But  OMC  bid  higher  because  it  needed 
Chris-Craft  more.  Although  it's  the  top 
producer  of  boat  engines,  which  bear  the 
Johnson  and  Evinrude  names,  OMC  has 
trailed  competitors  Brunswick  Corp.  and 
Genmar  in  boat  sales.  In  1986,  Bruns- 
wick, maker  of  Mercury  engines, 
crossed  the  traditional  gulf  between  mo- 
tor makers  and  boat  builders,  shelling 
out  $775  million  for  Bayliner  and  Sea 
Ray,  the  two  largest  boat  outfits.  OMC 
followed,  snapping  up  Four  Winns  and 
four  other  boat  makers  in  one  year.  Last 
year  it  added  four  more.  Now  boat  sales 
account  for  $380  million  of  the  Wauke- 
gan  (111.)  company's  $1.6  billion  in  sales. 

Chris-Craft  gives  OMC  even  more 
clout.  First,  OMC  gets  entree  to  a  new 
market  in  bigger  boats — up  to  50  feet. 
omc's  biggest  models  now  are  33-foot- 
ers.  It  also  provides  a  captive  market  of 
fiberglass  boats  for  its  outboard  motors. 
And  it  gives  OMC  three  factories  with  a 
capacity  to  turn  out  $200  million  in  boats 
annually.  Perhaps  best  of  all,  it  snatches 
from  Brunswick  a  prized  customer.  "It's 
a  helluva  bargain  for  us,"  says  OMC 
Chairman  Charles  D.  Strang,  who  denies 
that  his  sole  motive  was  to  keep  Chris- 
Craft  out  of  Jacobs'  hands. 

Not  even  Jacobs  disputes  that  Chris- 
Craft  is  a  valuable  name.  An  OMC  survey 
found  93%  of  recent  or  prospective  boat 
buyers  recognized  Chris-Craft.  More- 
over, OMC  negotiated  a  new  licensing 
pact  with  Chris-Craft  Industries  Inc., 
which  spun  off  the  boating  company  in 
1981  but  kept  the  name.  OMC  can  use  it 
on  engines,  accessories,  and  clothing. 

Now  it's  up  to  OMC  to  get  production 
goin^,  igain.  In  recent  months,  Chris- 
Craft  I  as  shuttered  three  plants  and 
slashed  miction  as  it  ran  out  of  cash. 
Sales  wil  <'  a  fraction  of  the  $140  mil- 
lion it  ra  up  last  year.  Not  least 
among  OMC  tasks  will  be  to  replenish 
the  work  force,  much  of  which  drifted 
away  as  cash  dwindled.  If  it  succeeds, 
it'll  live  up  to  Chris-Craft's  good  name. 
By  Gail  DcGeorge  in  Miami 
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San  Antonio  Mayor  Cisneros  turns 
to  pension-fund  management 


Last  year  was  one  Henry  G.  Cisne- 
ros would  rather  forget.  The  San 
Antonio  mayor's  future  once  ap- 
peared limitless.  But  he  publicly  grieved 
over  an  extramarital  affair.  Meantime, 
he  found  himself  caring  for  his  gravely 
ill  infant  son.  Now  the  41-year-old  Cisne- 
ros says  he's  ending  his  14-year  political 


CISNEROS'  HISPANIC-RUN  FIRM  WILL  HAVE 
LOTS  OF  HELP  GETTING  OFF  THE  GROUND 


career,  noting,  "I'm  worn  to  a  frazzle." 
But  he  won't  be  cooling  his  heels.  As 
early  as  March,  he  plans  to  launch  Cis- 
neros Group,  one  of  the  first  Hispanic 
pension-fund  management  firms  in  the 
U.  S.  As  its  chairman,  he  aims  to  man- 
age some  of  the  nation's  $1.2  trillion  in 
pension  funds. 

Cisneros  will  get  some  help.  Criterion 
Group,  a  Houston  firm  managing  $10.2 
billion,  is  taking  a  15%  stake  and  will 
train  the  three  principals.  And  under  a 


tentative  contract,  Criterion  will  ovea 
nearly  all  of  the  business  for  an  unl 
closed  fee.  Says  Cisneros:  "I  may  be] 
ing  into  a  kind  of  apprentice  period. 

Cisneros  is  betting  on  a  trend.  Ml 
funds,  such  as  the  District  of  Colunf 
Retirement  Board,  find  minority  fij 
either  politic,  profitable,  or  both.  \^ 
the  number  of  Hispanics  in  the  U.  S. 
their  assets  growing,  Cisneros  Grj 
aims  to  cash  in. 

Prospective    investors    are    ea£ 
claims  Cisneros.  He  says  unnamed  i 
siders    have   pledged   $1.2   million, 
ready,  he  has  talked  up  his  new  en] 
prise   with    some   pension   manager! 
though   he   won't  name   any.    Cisnel 
sees  $700  million  under  management] 
the  first  year  and  $3  billion  by  1998.  | 

Others  wonder.  John  R.  Pipkin,  Cr 
rion's  managing  director  of  marketil 
calls  Cisneros'  projections  "overly  ol 
mistic."  And  he  warns  that  money  r| 
ners  must  work  a  long  time  to  bi 
business. 

Moreover,  none  of  the  principals 
much  relevant  experience.  Cisneros 
ceived  graduate  degrees  in  public  adr 
istration   from   Harvard  and  Geoi 
Washington  University.  He'll  make 
final  sales  pitch  to  pension  manage 
Narciso  O.  Cano,  who  is  chief  financ 
officer  of  a  San  Antonio  developer, 
run  operations.  And  Victor  MiramontJ 
a  former  bond  salesman,  will  be  on 
sales  end  along  with  Cisneros. 
calling  the  shots.  Some  critics  arg 
that  minority  firms  bring  a  unique  vie 
point  to  a  business  only  if  the  principj 
call  the  shots.  "It's  always  a  question| 
my  mind  of  who's  doing  the  work,"  se 
Dewitt  F.  Bowman,  chief  investment 
ficer  of  the  $46.8  billion  California  Pul 
Employees  Retirement  System.  Cisner 
counters  that  Hispanics  need  joint  v( 
tures  to  break  into  the  business. 

Here's  another  worry:  Pension  mans 
ers  may  suspect  that  Cisneros  will  i 
ly  reenter  public  life.  Indeed,  San  An! 
nio  pols  hope  Cisneros  eventually  wl 
either  sit  again  as  mayor  or  run  for  gcT 
ernor  in  1994.  Cisneros  insists  that 
be  at  the  firm  for  at  least  five  years.  I 

If  Cisneros  throws  himself  into  tl 
company  with  the  same  energy  he  i 
as  mayor,  the  firm  should  prosper, 
striking  good  looks  and  articulate  dell 
ery  make  him  an  expert  pitchman.  Saj 
General  Robert  F.  McDermott,  chairma 
of  San  Antonio  insurer  USAA:  "Tul 
Henry  on,  and  he  sells  them." 

In  the  future,  Cisneros  will  have 
make  his  pitch  for  profit.  And  while  tl 
political  process  judged  his  actions  on| 
every  two  years  at  the  polls,  the  intens 
ly  competitive  money  management  ga: 
tallies  its  results  once  every  quarter. 
By  Todd  Vogel  in  San  Antonl 
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TWO  PROTEINS 
THAT  BATTLE  AIDS 


►  Two  proteins  could  break 
the  cycle  of  hype  and  letdown 
that  has  long  dogged  the 
search  for  a  cure  for  AIDS. 
The  two  are  CD4,  a  so-called 
receptor  on  the  surface  of 
white  blood  cells,  and  gpl20, 
the  region  of  the  AIDS  virus 
that  attaches  to  CD4.  Their 
meeting  in  the  body  initiates 
AIDS  infection  in  a  cell. 

Genentech,  Biogen,  and 
SmithKline  are  trying  to  sabo- 
tage that  meeting  by  flooding 
the  body  with  decoy  CD4,  in 
hopes  of  plugging  up  the  AIDS 
virus'  ability  to  replicate.  In 
the  Feb.  10  issue  of  Nature,  a 
British  science  magazine, 
Genentech  scientists  report 
they  may  have  found  a  way 
to  engineer  CD4  to  make  it 
last  up  to  100  times  longer  in 
the  body,  increasing  its 
chances  of  sopping  up  more 
of  the  AIDS  virus. 

Meanwhile,  other  compa- 
nies are  looking  into  using  the 
proteins  to  make  better  AIDS 
tests  and  help  the  body  to 
build  immunity  to  the  disease. 


OLIVETTI  PULLS  OFF 
A  BANK  JOB 


►  Italy's  Olivetti,  long  an  also- 
ran  in  the  U.  S.  computer 
market,  is  broadening  its  base 
with  the  $174  million  cash  ac- 
quisition of  ISC  Systems.  The 
supplier  of  office  automation 
equipment  to  thrifts  and 
banks  will  be  folded  into  Oli- 
vetti's Bunker  Ramo  unit, 
which  furnishes  computer 
systems  primarily  to  the  U.  S. 
commercial  banking  market. 
The  deal  moves  the  combined 
companies  solidly  into  second 
place,  behind  IBM,  in  the  bank- 
ing automation  market. 


MICHIGAN'S  BOOST  TO 
TK£  AMERICAN  DREAM 


►  Mk  ligan  wants  to  help 
first-time  home  buyers  come 
up  with  the  5%  or  10';  down- 
payment  needed  to  qualify  for 


a  mortgage.  Prospective 
homeowners  will  make  either 
lump-sum  or  monthly  install- 
ment payments  to  the  pro- 
posed Home  Ownership  Sav- 
ings Trust,  run  by  the 
Michigan  Treasury  Dept.  The 
state  will  guarantee  a  high 
enough  rate  of  return  to  in- 
sure a  future  downpayment, 
regardless  of  inflation  in  the 
housing  market.  Interest 
earnings  will  be  free  of  state 
and  federal  taxes. 

If  adopted,  the  program 
might  make  Michigan  a  two- 
time  trendsetter.  A  sister  plan 
to  guarantee  college  tuition 
for  future  students  last  year 
attracted  $270  million  from 
40,000  subscribers  and 
prompted  similar  ventures  in 
22  other  states. 


NEW  GUNS  FOR  URBAN 
DRUG-FIGHTERS 


►  The  war  on  drugs  just  got 
some  heavy  artillery.  The 
Robert  Wood  Johnson  Foun- 
dation, the  nation's  premier 
health  philanthropy,  has  an- 
nounced it  will  award  $26  mil- 
lion to  help  up  to  12  communi- 
ties develop  coordinated 
systems  to  fight  substance 
abuse.  Many  of  the  Princeton 
foundation's  prior  demon- 
stration projects — providing 
health  care  for  AIDS  patients, 
the  homeless,  and  low-income 
mothers-to-be,  for  example — 
have  become  models  for  fed- 
eral and  state  programs. 

To  be  eligible  for  the 
grants,  communities  must 
designate  a  single  agency  to 


So  it's  nearly  Valentine's  Day, 
and  you  want  to  plan  an  amo- 
rous weekend  trip  for  two.  Well, 
you're  in  luck:  Korbel  Cham- 
pagne Cellars'  Romance  Dept. 
has  just  announced  the  results 
of  a  survey  scientifically  identi- 
fying the  country's  10  most  ro- 
mantic cities.  Designed  under 
the  direction  of  Joyce  Jillson,  au- 
thor of  The  Fine  Art  of  Flirting 
and  Real  Women  Don't  Pump 

Gas,  the  survey  totes  up  numerical  values  assigned  to  flo\ 
diamond,  and  champagne  sales,  fine  restaurants,  sunny  dal 
movie  theaters,  marriage  and  divorce  rates,  and  miles  of  wa- 
able  shoreline. 

Leading  off:  San  Francisco,  out  front  in  several  categori] 
Close  behind:  Honolulu,  Los  Angeles,  West  Palm  Beach 
those  diamonds),  New  York,  and  Miami.  Surprise  finalitj 
Rochester,  N.  Y.,  thanks  to  its  considerable  shoreline,  ch£ 
pagne  sales,  and  restaurants,  and  Grand  Rapids,  Mich., 
virtue  of  its  high  marriage  rate.  Ah,  romance.  Ah,  Rochest 


integrate  social  service, 
school,  law  enforcement,  hos- 
pital, and  business  efforts. 
The  schemes  must  incorpo- 
rate education,  prevention, 
treatment,  and  long-term  fol- 
low-up, and  include  a  program 
for  independent  funding  after 
the  planning  dollars  are  gone. 


PENNZOIL  BITES 
INTO  BURLINGTON 


►  Pennzoil  may  finally  get 
around  to  spending  some  of 
its  $3  billion  settlement  from 
Texaco.  The  Houston  compa- 
ny revealed  on  Feb.  4  that  it 
had  quietly  amassed  an  8% 
stake  in  Burlington  Re- 
sources,   and    it    may    go 
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after  the  rest  of  the  compa 

Analysts  and  insiders  i  m 
the  fit  is  nearly  perfect.  Wl  wra 
Pennzoil's  forte  is  market    B 
and    asset    management, 
finding  costs  are  nearly  2 
above  the  industry  average 
$6.71  per  barrel  equivalent 
oil.  Burlington,  with  a  net 
set  value  of  about'  $7.5  billi 
has  4.3  trillion  cubic  feet 
natural  gas  and  knows  how 
find  it  at  rates  as  low  as 
per  equivalent  barrel. 


»e; 


NOW  COOPER  IS 
PURSUING  CHAMPION 


(am 

m 

lied 


►  Dana's  $17.50-a-share  t 
for  Champion  Spark  PI 
may  misfire.  When  Dana  i 
tracted  an  agreement  t? 
Champion  would  pay  a 
million  penalty  fee  if  the  d< 
fell  through,  Dana  seemed 
have  matters  sewn  up.  E 
then  Cooper  Industr 
crashed  the  party  on  Feb.) 
by  submitting  a  $21-a-sh 
bid  to  Champion's  board.  B 
Dana  and  Cooper  want  to  b 
ster  their  growing  auto-pai 
businesses  with  the  additi 
of  Champion. 

Champion's   board   beg 
meetings  with  Cooper  exe< 
tives  on  Feb.  7.  If  Coop 
bid  prevails,  it  has  agreed 
pay  Dana  the  $15  million  fi 


ml 
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ETHICS  EMBARRASSMENTS  MAY  KICK 
CONGRESS  INTO  ACTION 


i 

^■^resident  Bush's  much-vaunted  ethics  kick  has  turned 

Shinto  an  ethics  nightmare,  and  Democrats  are  enjoying 

*^      the  spectacle.  During  the  campaign,  Bush  promised  to 

nprove  on  the  Reagan  Administration's  tattered  record  by 

olding  his  appointees  to  tough  new  standards.  But  after  only 

f :  iree  weeks  in  office,  the  Bush  Administration  was  shaken  by 

Li  •■  ethics  troubles  of  top  appointees,  especially  the  recurring 

Allegations  of  wrongdoing  that  dog  the  nomination  of  John  G. 

jjj  'ower  for  Defense  Secretary. 

I  The  Democrats'  fun  may  be  short-lived,  howev- 

r.  The  House  Ethics  Committee  has  been  prob- 

Speaker  Jim  Wright's  (D-Tex.)  backdoor  assis- 

ce    to   savings   and    loan    officials   and   other 

stionable  financial  practices.  Sources  say  the 

mittee  will  find  that  Wright  showed  errors  in 

iidgment  but  will  not  recommend  any  sanctions 

list  him.  That's  certain  to  set  off  a  storm  of 

icism,  especially  from  House  Republicans,  that 

ongress'  self-policing  system  is  a  sham. 

obbyinc  limits.  With  red  faces  all  around,  Con- 

ss  may  be  inclined  to  heed  Bush's  plea  for  new 

i.  ethics  rules  covering  both  lawmakers  and  Admin- 

t  ration  officials.  On  Mar.  9,  a  Presidential  ethics  commission 
ill  unveil  new  safeguards,  and  Bush  will  send  a  proposal  to 
'  if  Hill  soon  after.  There  will  be  arguments  aplenty  over  the 
cifics.  Especially  controversial  will  be  an  effort  to  make 
Ifiembers  of  Congress  and  their  staffs  subject  to  rules  that 
trict  lobbying  by  former  government  officials.  But  with 
lush  continuing  to  flog  the  reform  issue,  action  seems  likely. 
Meanwhile,  the  President  is  learning  that  all  his  tough  talk 
ii  ethics  has  a  price.  Congress  is  eager  to  hold  the  President's 
ppointees  to  the  standard  he  has  set,  and  in  Tower's  case,  the 
_.esults  have  huft  the  Administration.  A  seemingly  endless 
tream  of  allegations  about  the  former  Texas  Senator's  drink- 
lg,    womanizing,   and   financial   affairs   caused   the   Senate 
irmed  Services  Committee  to  delay  a  vote  on  his  confirmation. 
OX  dthough  Bush  reiterated  his  support  for  Tower,  the  nomina- 
tion suffered  a  serious  blow  on  Feb.  8,  when  committee  Chair- 


man  Sam  Nunn  (D-Ga.)  announced  that  if  a  vote  were  held 
then,  he  would  oppose  confirmation. 

Louis  W.  Sullivan,  Bush's  choice  for  Health  &  Human  Ser- 
vices Secretary,  also  had  a  brush  with  ethics  problems.  When 
Congress  learned  that  he  was  trying  to  get  $300,000  for  a  paid 
leave  from  the  Morehouse  School  of  Medicine,  the  Senate 
Finance  Committee  suspended  his  hearings,  deciding  to  re- 
sume them  only  after  Sullivan  agreed  to  forgo  payment. 

White  House  Counsel  C.  Boyden  Gray  proved 
yet  another  embarrassment.  Gray,  the  Adminis- 
tration's chief  ethics  enforcer,  got  into  trouble  for 
trying  to  retain  his  position  as  chairman  of  Sum- 
mit Communications  Inc.,  a  $250  million  radio  and 
cable-TV  company  owned  by  his  family  and  sub- 
ject to  regulation  by  the  Federal  Communications 
Commission.  Gray  also  decided  his  new  position 
did  not  require  him  to  create  a  blind  trust  for  his 
personal  holdings,  some  $10  million  worth  of 
stocks,  bonds,  and  real  estate. 
'hypocrisy.'  Gray  was  within  the  letter  of  federal 
ethics  law  on  both  points,  but  it  looked  bad.  He 
agreed  to  resign  his  Summit  post  and  put  his 
assets  in  a  blind  trust.  "I  didn't  have  to  do  those  things,"  he 
says.  "But  it  was  the  prudent  thing  to  do." 

While  Gray  seemed  to  put  his  problems  behind  him,  Bush  is 
likely  to  run  into  recurring  ethical  questions.  Gray  is  responsi- 
ble for  deciding  when  other  executive  branch  appointees  must 
divest  holdings.  But  critics  say  the  White  House  counsel's 
argument  that  he  broke  no  laws  and  was  unaware  of  standing 
White  House  policy  on  conflicts  of  interest  sounds  distressing- 
ly like  the  reasoning  of  former  Attorney  General  Edwin  Meese 
III.  "There  seems  to  be  some  hypocrisy  when  the  White  House 
ethics  chief  doesn't  understand  the  rules,"  says  one  congres- 
sional Democrat. 

Even  if  he  wins  new  legislation,  Bush  will  have  to  supple- 
ment the  rules  with  clear  interpretations  if  the  Administration 
is  to  avoid  such  periodic  embarrassments. 

By  Paula  Dwyer,  with  Douglas  Harbrecht 


THE  WROHG? 


t  CAPITA!.  WRAPUP I 


ANTITRUST 


president  Bush's  choice  of  an  anti- 

li     trust  chief  may  signal  a  tougher 

Administration  line  on  mergers.  Bush 

is  expected  to  name  Washington  law- 

yer  James  F.  Rill  to  head  the  Justice 

Dept.'s  Antitrust  Div.  Rill,  a  partner  in 

oilier,    Shannon,    Rill    &    Scott,    was 

j  chairman  of  an   American  Bar  Assn. 

,  panel  that  recently  recommended  end- 

.  ing  the  antitrust  exemption  for  insur- 

ompanies.   Although   he   favors 

legislation    giving    companies    greater 

freedom  to  establish  joint  manufactur- 

ventures,  antitrust  experts  say  Rill 

would  be  tougher  than  his  Reagan  \d 

ministration    predecessors    in    signing 


off  on  proposed  mergers.  He's  also 
likely  to  continue  Justice's  crackdown 
on  bid-rigging  by  contractors. 

CONGRESS 

After  the  House  crushed  the  con- 
gressional pay  raise  on  Feb.  7, 
"Foley  for  Speaker"  buttons  began  to 
blossom  on  Capitol  Hill.  But  while 
many  Democrats  are  unhappy  with  Jim 
Wright's  handling  of  the  pay  issue,  the 
Speaker  isn't  worried  about  an  insur- 
rection  by  Majority  Leader  Thomas  S. 
Foley  (D-Wash.).  The  buttons  were 
printed  and  distributed  by  two  Republi- 
can groups,  the  Conservative  Cam- 
paign Fund  and  Students  for  a  Conser- 
vative America. 


DEFENSE 


The  post  of  Assistant  Defense  Secre- 
tary for  special  operations  and  low- 
intensity  conflict  sounds  like  as  ob- 
scure an  appointment  as  the  Pentagon 
has  to  offer.  But  three  veteran  Wash- 
ington insiders  are  fighting  over  it: 
Rockwell  International  Corp.  lobbyist 
Robert  Andrews,  Senate  Armed  Ser- 
vices Committee  staffer  James  R. 
Locher  III,  and  the  incumbent,  Charles 
Whitehouse.  The  job,  dealing  with 
Third  World  brushfires  such  as  Grena- 
da, is  more  interesting  than  it  sounds. 
And  Congress  recently  gave  the  office 
authority  over  its  own  budget,  indepen- 
dent of  the  military  Bervii 
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In  the  time  it  takes  to  pick  up  a  phone,  a 
Tandem  database  system  can  make  sure  every 
department  in  a  phone  company  has  exactly 
the  information  it  needs  to  start  up  service  for 
hundreds  of  new  customers. 

Or  it  can  help  hundreds  of  researchers  find 
exactly  what  they're  looking  for  inside  electronic 


libraries.  Or  pinpoint  trouble  anywhere  withini 
phone  company  processing  network. 

In  short, Tandem  is  transforming  teleconl 
munications.  Not  just  by  giving  customers  mo 
innovative  service.  But  by  giving  decision-makei 
a  more  useful  view  of  their  businesses. 

In  the  same  way  our  systems  are  changir 


, 


'  financial  industry  -  handling  record  trading 

jmes  in  stock  exchanges  around  the  world. 

J  helping  banks  from  Tokyo  to  New  York 

)i  isfer  billions  of  dollars  each  hour 

•   In  fact,  you  can't  find  a  major  industry  that 

isn't  use  us  to  boost  productivity  or  cut  costs. 

Which  is  why  whenever  critical  information 


has  to  be  delivered  without  fail,  more  and  more  of 
the  world's  largest  corporations  choose  Tand' 

Call  1-800-482-6336,  ext.  BWl.Tell  us  where 
your  business  is  now  and  where  you  want  it  to  be. 

We'll  show  you 
how  to  get  a  good 
connection.  Its  your  business  on  the  line" 


nternational  Business 


BRITAIN  I 


THE  JAPANESE  ARE  COMING 
—AND  THATCHER  IS  ALL  SMILES 


Unlike  her  EC  colleagues,  she  thinks  they'll  do  her  country  far  more  good  than  harm 


s» 


In  her  small  way,  delicatessen  owner 
Krystina  Fedorowicz  has  an  eye  for 
growth  markets.  Over  the  past  sev- 
eral years,  she  has  seen  a  dozen  Japa- 
nese manufacturers  open  plants  near 
her  town  of  Telford,  150  miles  northwest 
of  London.  On  Feb.  7  she  made  her 
move,  launching  a  new  shop  called  Se- 
tonaikai  to  cater  to  the  300  Japanese 
who  now  live  in  the 
area.  Her  store  is  the 
first  in  the  region  to 
stock  only  imported 
Japanese  foods.  It  prob- 
ably won't  be  the  last. 

As  Japanese  manu- 
facturers fight  to  estab- 
lish a  solid  presence  in 
Europe  over  the  next 
few  years,  Britain  is  ex- 
pected to  lure  a  big 
chunk  of  the  new  in- 
vestment. Japanese 
companies  fear  they 
will  face  increased  pro- 
tectionism if  they  aren't 
entrenched  in  Europe 
as  the  European  Com- 
munity reduces  its  bar- 
riers to  internal  trade. 
Many  see  Britain  as  the 
ideal  place  for  a  beach- 
head. The  reasons  range  from  the  En- 
glish language — the  Western  language 
most  commonly  spoken  by  Japanese — to 
Prime  Minister  Margaret  Thatcher's 
open-door  investment  policies. 
under  suspicion.  In  the  18  months 
through  last  September,  Britain  attract- 
ed nearly  four  times  as  much  Japanese 
direct  investment  as  West  Germany,  Ita- 
ly, and  France  combined.  Japanese  direct 
investment  in  Britain,  excluding  real  es- 
tate, more  than  doubled,  to  $2.5  billion, 
in  the  year  ended  Mar.  31,  1988.  And  in 
recent  weeks,  Toyota  Motor  Corp.  and 
computer  maker  Fujitsu  Ltd.  have  indi- 
cated that  Britain  is  likely  to  gain  new 
investments  from  them  totaling  some 
$1.2  billion.  If  these  projects  go  through, 
Britain  is  sure  to  play  host  to  a  score  of 
subcontractors  that  supply  the  Japanese 
giants  back  home. 

The  flow  of  investment  toward  Britain 
is  being  watched  warily  across  Europe. 


Suspicions  run  high  that  the  Japanese 
are  using  British  government  grants  to 
establish  "screwdriver"  assembly  plants 
for  an  assault  on  sensitive  sectors  on  the 
Continent,  such  as  autos  and  semicon- 
ductors. The  British,  on  the  other  hand, 
see  an  opportunity  to  revive  nearly  mori- 
bund industries.  "In  many  sectors  in 
which  the  Japanese  are  investing  in  Brit- 


m 
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BROTHER  BUILT  A  TYPEWRITER  PLANT  IN  WALES,  REVIVING  AN  EXTINCT  INDUSTRY 


ain,"  notes  Tokyo-based  consultant  Jean- 
Pierre  Lehmann,  "there  are  no  national 
champions  as  there  are  in  France,  Ger- 
many, and  Italy." 

As  Britain  garners  even  more  invest- 
ment, Thatcher  is  sure  to  clash  with  her 
European  colleagues.  One  early  flare-up 
suggests  dangers  ahead:  Only  after  pro- 
longed intra-European  wrangling  was 
Britain  able  to  persuade  the  French  to 
accept  imports  of  British-made  Nissan 
cars.  Nissan  agreed  to  increase  the  Eu- 
ropean content  of  its  cars  from  the  cur- 


British  unions  are 

allowing  Japanese  companies 

flexible  work  rules 

and  no-strike  deals 


rent  level  of  70%  to  80%  before  yearer   . 

Partly  to  defuse  hostility,  the  Jap 
nese    government   will    probably   ste 
some  investment  to  less  friendly  co 
tries,  such  as  France.  Mazda,  Hitacl 
and  Subaru  are  scouting  the  Contine 
for  locations,  often  trolling  for  the  jui   to 
est  government  grants.   But  in  mai  m 
countries,  local  companies  resent  the  p; 
Japanese  rivals'  recei  p 
ing  aid.  "The  Europe,  fk 
governments  are  tryir 
to  solve  their  region 
unemployment     pro  web 
lems  with  subsidies  [ 
lure  Japanese  inveslndmot 
ment].    It's    absolu' 
nonsense,"   complair 
Pasquale  Pistorio,  pra 
dent    of    Franco-Itali 
semiconductor   makels 
SGS-Thomson  Microele 
tronics. 

Contrast  his  attituAid 
with  the  welcome  m; 
in    Britain,    where    tl 
government  aggressiv 
ly  courts  Japanese  cor  h 
panies.   Prime   Ministt » 
Thatcher      personally, 
wooed  Nissan.  "No  otl  i&n': 
er   European   countr  st 
would  have  done  the  same  thing,"  saj  fcrl 
Toshiaki  Yasuda,  a  general  manager  c  oally ; 
Nissan,  which  will  have  spent  $1.1  billio 
on  its  British  plant  by  1992. 

Surprisingly,  Britain's  labor  relatior  ip< 
have  been  another  inducement.  Opera 
ing  from  new  plant  sites,  Japanese  con 
panies  have  obtained  flexible  work  rule 
and  no-strike  deals  from  once  hideboun  m 
British  unions.  "Lots  of  people  change 
their  image  of  Britain  after  Thatcher  ii  m 
troduced  her  Iron  Lady  policies,"  say 
Akira  Koizumi,  general  manager  of  ii 
ternational  operations  at  Hitachi  Ltd  iv 
which  makes  TVs  and  magnetic  tape  i 
Britain. 

wide  swath.  By  U.  S.  standards,  Japan' 
cumulative  direct  investment  of  about 
billion  in  Britain  is  still  tiny.  But  Japi)|> 
nese  influence  cuts  a  wide  swath.  Th  * 
Big  Four  Japanese  securities  house 
dominate  the  London-based  Eurobon  , 
market.   Entire  industries,   from  telev !( 
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I 'oris  tn  tires,  have  risen  from  the  B  \hlU 
i-  been  created  m  Britain  by  the  Japa 
-se  Britain's  typewriter  industry  was 
ctinct,  for  example,  until  Brother  In 
istnes  (UK)  Ltd.  built  its  electronic 
pewriter  plant  in  Wales  in  1985.  All  in 
I,  the  British  government  estimates 
lat  Japanese  investment  has  created  or 
ived  25,000  jobs. 

Increasingly,  the  Japanese  presence  is 
laking  up  British  industry.  Many  com- 
mies have  adopted  Japanese-style  just- 
-  -time  inventory  and  quality  assurance 
/stems.   To   become   sole   supplier   of 
_  ansmission  shafts  to  Nissan's  plant  in 
mderland,  GKN  PLC  was  forced  to  auto- 
mate its  production  lines  and  embark  on 
program  to  break  down  inefficient  job 
assifications.    "All   of   a   sudden,    the 
i    --ltish  are  looking  at  the  Japanese  orga- 
ition  as  the  model  for  success,"  says 
arry    Wilkinson,    lecturer    at    Cardiff 
ai  usiness  School  and  co-author  of  The 
:■  ipanization  of  British  Industry.  The 
•eeiupanese  have  "set  the  pace  for  British 
pea  anufacturing  productivity  and  technol- 
■}i|^y,"  adds  Roy  Sanderson,  national  sec- 
tary of  Britain's  electricians'  union. 
iroboccER  kick.  Moreover,  as  in  the  U.  S., 
mese  largesse  goes  beyond  bricks 
eslid  mortar.  The  proudest  names  in  soc- 
•r.   including   Manchester  United   and 
\erton,  display  the  names  of  Japanese 
r«i>rporate  sponsors  on  their  jerseys.  NEC 
up.,  which  has  two  plants  in  Britain, 
ake:>onsors  Royal  Philharmonic  Orchestra 
iek:rformances.  Sanwa  Bank  Ltd.  has  do- 
ited  $525,000   to   endow   a   Japanese 
:tudt  udies  chair  at  the  University  of  Essex. 
ma  Inevitably,  there  have  been  stresses 
th»;  old-line  factories  have  tried  to  emu- 
te    the    Japanese.    Notable    was    the 
rike  at  Ford  of  Europe  Inc.'s  British 
ictories  a  year  ago  over  Ford's  plans  to 
ign  work  rules  more  closely  with  rival 
^san's.  Ford  had  previously  introduced 
rj  si  in-time   inventory    in    its    European 
■twork  without  duplicating  Japan's  vir- 
tually strike-free  labor  practices.  With 
ventory   levels   low   when   the   strike 
■upted,  the  company  quickly  ran  out  of 
s  in  its  Belgian  plant.  The  strike  end- 
I  after  two  weeks,  when  Ford  backed 
without  winning  some  key  demands. 
The    virulent   anti-Japanese   emotions 
oflBiat  popped  up  during  the  Ford  strike 
a   to  undercurrents  of  unease   that 
mid  recur.  A  recent  study  for  28  Japa- 
'•  electronics  groups  by  Cores  Europe 
id     recommends    that   the  Japanese 
t  hurry  to  become  "good  insiders." 
'i;tt  means  appointing  senior  local  exec- 
ives   and  developing  strong   lobbying 
Imiques,  as  they  have  in  the  U  S.  Giv- 
the  determination  to  break  into  Ku- 
>pe.  however,  few  doubt  that  the  Japa- 
■se  will  try  to  adapt. 
•  7  Richard  A.  Melcher  and  Marl,   Marc 
"'I  in  London,   with  Amy  Hurras  in   To 
■/o  ami  Thane  I'etcrson  in  fans 


GUARDING  THE  DMZ:  U.S.  FORCE  REDUCTION  COULD  BE  A  BARGAINING  POINT 


THE  PYONGYANG  PUZZLE: 
TRICK  OR  TRADE? 


■   ■%B^H«     warn      ■  IU  BBP  Bl  • 

North  Korea  appears  to  be  wanning  up — but  looks  may  be  deceiving 

W  A  Mhen  South  and  North  Korea      Droeress.  That  mav  reauire  some  seal 


When  South  and  North  Korea 
began  flirting  last  year,  no 
one  dreamed  the  two  enemies 
would  allow  a  blossoming  of  business 
ties.  So  South  Koreans  were  stunned 
when  a  beaming  Chung  Ju-Yung, 
founder  of  the  $27  billion  Hyundai 
group,  returned  from  a  visit  to  the 
North  on  Feb.  2  and  announced  plans  to 
help  build  a  resort  on  the  other  side  of 
the  heavily  fortified  DMZ.  Daewoo  group 
has  started  buying  North  Korean 
artworks,  and  Hyosung  group  has  re- 
ceived a  shipment  of  coal.  Overall,  trade 
could  grow  from  nothing  to  $1  billion 
within  a  year  if  North  Korea  sells  more 
of  its  vast  mineral  resources. 

But  will  it  last?  The  North  has  abrupt- 
ly cancelled  previous  diplomatic  and  cul- 
tural exchanges,  prompting  suspicion 
that  Pyongyang  could  be  using  the  busi- 
ness links  as  just  another  ploy.  Already 
the  North  seems  to  be  drawing  some 
linkage  between  economic  ties  and  a 
joint  U.  S.-South  Korean  military  exer- 
cise, called  Teamspirit,  that  is  expected 
in  late  February.  If  the  exercise  is  not 
canceled,  the  North  could  put  all  ex- 
changes on  hold. 

MAGIC  MOUNTAINS.  Any  expansion  of  ties 
between  North  and  South  will  create 
sensitive  issues  for  President  Bush,  who 
is  scheduled  to  visit  Seoul  on  Feb.  27. 
Because  reunification  is  an  explosive  po- 
litical issue  in  the  South,  Washington 
can't  afford  to  be  perceived  as  blocking 


progress.  That  may  require  some  scaling 
back  of  the  U.  S.  military  presence. 

For  now,  Chung's  attempt  to  do  busi- 
ness in  the  North  is  the  most  dramatic 
test  of  Pyongyang's  intentions.  His  pro- 
tocol for  joint  development  of  a  resort 
on  the  peninsula's  eastern  seaboard  will 
take  effect  as  soon  as  Seoul  formally 
endorses  it,  which  is  likely.  The  74-year- 
old  Chung,  who  was  born  in  the  North, 
plans  a  follow-up  trip  in  April. 

The  resort  is  rich  with  significance  for 
Koreans  because  it  would  be  built  in  the 
scenic  Diamond  Mountains,  the  subject 
of  songs,  dances,  and  folktales.  To  devel- 
op the  resort,  the  North  and  South — still 
technically  at  war — would  have  to  dis- 
arm some  areas  along  their  border.  The 
cash-strapped  North  also  would  have  to 
come  up  with  its  share  of  the  money  for 
the  estimated  $700  million  project. 
running  scared.  Besides  the  business 
deals,  the  two  sides  are  discussing  a 
meeting  between  their  Prime  Ministers. 
Their  Olympic  committees  are  scheduled 
to  begin  talks  on  forming  a  single  Kore- 
an team  for  the  1990  Asian  Games.  And 
reports  in  Seoul  say  secret  talks  took 
place  in  Singapore  between  representa- 
tives of  President  Roh  Tae  Woo  and 
North  Korean  leader  Kim  II  Sung. 

One  reason  the  North  Korean  leader- 
ship may  be  sincere  about  expanded 
is  that  selling  to  the  South  would  pro- 
vide bard  currency    Moscow  and  Beijing. 
North    Korea's    traditional    benefactors. 
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also  have  a  growing  interest  in  expand- 
ing ties  with  the  South,  and  this  could  be 
forcing  Pyongyang  to  take  a  more  con- 
ciliatory stance. 

But  it  is  equally  possible  that  the 
North  is  trying  to  create  difficulties  for 
Roh,  who  is  under  pressure  to  resign 
because  of  his  suspected  role  in  the 
abuses  of  his  predecessor,  Chun  Doo 
Hwan.  Roh  promised  to  hold  a  referen- 


dum or  vote  of  confidence  on  his  govern- 
ment within  a  year  after  the  Olympic 
Games.  It  is  expected  in  late  March  or 
early  April,  and  opinion  polls  show  Roh 
may  not  win.  Any  progress  in  opening 
the  North  could  help  him.  But  if  the 
North  were  to  step  back  suddenly,  he 
could  be  hurt.  For  Roh,  the  stakes  in 
reunification  have  never  been  higher. 

By  Laxmi  Nakarmi  in  Seoul 


ITALY  I 


WHY  WALL  STREET  IS  FURIOSO 
AT  RAUL  GARDINI 


He  wants  to  buy  out  minority  holders  of  Ausimont — at  a  miserly  price 


From  Ravenna,  an  Italian  town  bet- 
ter known  for  its  colorful  mosaics 
than  for  corporate  raiders,  Raul 
Gardini  has  dazzled  Europe  by  turning 
his  family-controlled  Ferruzzi  Group  into 
an  $18  billion-a-year  agro-industrial  em- 
pire in  less  than  a  decade.  On  his  way, 
Gardini  has  been  accused  of  running 
roughshod  over  shareholders  in  the  Con- 
tinent's loosely  regulated  bourses.  Now 
he's  drawing  brickbats  where  he  can 
least  afford  them:  on  Wall  Street. 
Shareholders  of  Ausimont,  a 
U.  S.-Dutch  producer  of  specialty 
chemicals,  are  fuming  over  Gar- 
dini's  $282  million  bid  for  the 
27.4%  of  the  company  he  doesn't 
already  control  through  Italian 
chemical  giant  Montedison.  Some 
Wall  Streeters  are  charging  that 
Gardini,  who  is  Montedison's 
chairman,  wants  to  buy  the  rest 
of  Ausimont  at  a  bargain  price 
and  proceed  to  fold  it  into  other 
Gardini  operations.  Complains 
Jay  R.  Harris,  whose  New  York 
investment  firm  controls  a  large 
block  of  Ausimont  stock:  "Gar- 
dini is  acting  as  if  he's  saying: 
'We're  not  going  to  spend  a  dol- 
lar more  than  we  need  to  steal 
this  company.' " 

■rigged.'  The  Ausimont  dispute 
could  hinder  the  plans  of  other 
Italian  corporations  to  sell  stock 
in  the  U.  S.  Auto  maker  Fiat,  for 
one,  plans  to  list  its  American 
depositary  receipts  on  the  New 
York  Stock  Exchange  on  Feb.  14. 
Some  traders  say  Gardini's  tac- 
tics heighten  the  Italian  bourse's 
unsavory  image.  "It's  controlled, 
rigged,  and  unfair,"  sniffs  one 
trader.  "Fiat  may  be  in  for  an 
unpleasant  surprise." 

While  Fiat  likely  will  market 
its  shares  to  individuals,  most  of 


Ausimont's  shareholders  are  anything 
but  small  fry.  U.  S.  arbitrageurs  and  in- 
stitutions piled  into  Ausimont  last  spring 
after  Gardini  said  he  might  sell  the  com- 
pany to  cut  the  $6.2  billion  debt  burden 
he  shouldered  in  raiding  Montedison  in 
1987.  By  August,  Gardini's  investment 
bankers,  Morgan,  Stanley  &  Co.,  were 
valuing  Ausimont  as  high  as  $46  a 
share — $10  over  its  market  value — if  it 
were  to  be  sold  to  a  "strategic  buyer," 
presumably  another  chemical  maker. 


Only  a  month  later,  Gardini  shocW 
the  arbs  by  doing  an  about-face.  Baijli 
on  another  Morgan  Stanley  opinion,  Or- 
dini  bid  only  $33.50  a  share  for  A#- 
mont's  minority  shares.  Amid  objectiias 
from  outside  directors,  he  then  incfa 
up  to  $35.  Ausimont's  board  has  refuiirii 
to  put  the  latest  offer  to  a  vote,  Ml 
Gardini  has  informally  indicated  <e 
might  bid  $36.25. 

It's  unknown  whether  $36.25  will  * 
enough  to  satisfy  the  protesters.  Gto 
dini's   camp   has   v/arned   shareholdpsi 
that  should  Montedison  fail  to  win  9^ 
of  Ausimont's  stock — the  amount  ne<|6i 
sary  to  conclude  the  merger — the  coii 
pany's  remaining  publicly  held  shaifi 
will  plunge  from  the  current  value  ft 
$35  to  $25  or  less.  Fears  of  such  a  din 
could  prompt  the  arbs  to  change  thn 
minds,  especially  if  Gardini  raises  his  jl 
fer  again.  And  Gardini  may  be  keenta 
avoid  a  prolonged  dogfight  that  colk 
severely  damage  his  image  in  the  U.i. 
buyout  rumors.   Under    Montedist '; 
prior  chief,  Mario  Schimberni,  the  cijtt 
pany  won   a  warm  welcome  on  WJ) 
Street  by  listing  its  shares  and  those»j 
Ausimont  and  two  other  affiliates,  E: 
mont  and  Himont  Inc.  But  rumors 
swirling  that  Gardini  plans  buyouts 
minority  interests  in  those  compan 
too,  just  as  he  prepares  to  turn  to  ^j 
Street  for  help  in  financing  I 
mont,  a  proposed  joint  vent} 
that   would    pool    Montedifi 
chemical  units  with  those  of  '.\ 
ly's   state-owned   energy   gnj 
eni.  Gardini  plans  a  public  stf 
sale  worth  $1  billion  or  more 
connection   with   the   deal.    ll 
"the  Italian  market  alone  is  ini 
position  to  absorb  the  whole  I 
sue,"  says  Chris  Moore,  reseat 
chief  at   the   Milan   investmi 
bank  SIGE. 

Gardini    also    has    an    imi 
problem  in  Paris.  France's  stci 
exchange  watchdog,  the  Comr  i 
sion  des  Operations  de  Bourse  i 
investigating  whether  Gardini  i 
olated  securities  laws  by  us 
French   sugar  refiner  Beg 
Say — controlled  by  Gardini  si  l 
a  1983  raid — to  help  him  g 
control   of  Montedison.   Garc 
won't  comment  on  the  probe. 
Even  if  Gardini  settles  the  i 
simont   dispute   quickly,    sell 
memories  of  the  affair  may  i 
ger.  More  Italian  companies  ij; 
be   listing   their   shares   in 
U.S.    But    they    could    face 
tougher  time  than  ever  persu: 
ing  American  investors  to  bu 
By  John  Rossant  in  Rome  t\ 
William    Glasgall   in    New    Yc 
with  bureau  reports 
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Risk  control  for  businesses  that  bruise  easily* 


When  you  ship  $1.2  billion  worth  of  bananas 
worldwide,  a  small  flip  in  currency  exchange  rates 

could  make  a  big  different  e  in  profits 

( 'hiquita,  like  many  smart  international  compa- 
nies, gets  a  gcx>d  grip  on  those  risks  with  currency 
i  >ptu  ms  ,n  the  Chicago  Mercantile  Exchange.  Hedging 
Deutschemarks,  Pound  Sterling  and  Yen,  Chiquita 
has  successfully  guarded  against  financial  bruising  for 
years.  And  because  80% of  all  the  exchange  -traded 
currency  worldwide  was  traded  on  the  CME's  Inter- 
national Monetary  Market,  they've  found  it  easy  to 
slip  in  and  out  of  currency  options  quickly. 

"The  IMM  is  where  all  information  that  impacts 
foreign  exchange  prices  comes  together,"  says  David 
Groelinger,  Chiquita  VP  and  Treasurer.  "That's  where 
the  most  efficient  pricing  takes  place." 

Even  more  efficient  when  Globex™  becomes 
available  next  summer.  The  new  electronic  system 
will  operate  after  regular  trading-hours, 
making  it  possible  to  trade  around  the 
world,  around  the  clock. 


1 


If  you 're  like  the 

top  bananas  at  Chiquita, 

and  don't  want  your  international  earnings  frittered 

away,  the  CME's  currency  futures  and  options  should 

hold  great  appeal  for  you. 

.™v.  CHICAGO 
:====:  MERCANTILE 
^AP  EXCHANGE 

The  Exchange  of  Ideas 

1-8CV  131  >332(US)  01-9200722 (Europe)  03-595-2251  (ftrafic) 


How  to  avoid  three 

expensive  mistakes  when 

you  buy  a  fax  machine. 

Because  you  need  to  know  precisely 
what  to  look  for  when  you  buy  a  fax,  we're 
going  to  tell  you  the  facts  about  fax.  And 
when  you  add  them  all,  we  think  you'll 
agree  the"  new  Panasonic  FAX+  System 
may  be  exactly  what  you're  looking  for. 

1. Don't  buy  a  fax  machine 
that  just  faxes  words. 

The  Panasonic  FAX+  System  handles 
graphs,  charts,  documents,  and  letters 
with  ease.  But  that's  not  all.  It  also  handles 
photographs  spectacularly  because  this 
system  has  a  printer  with  16  different 
shades  of  gray.  So  you  can  count  on  your 
photos  looking  great  every  time. 

The  FAX+  System  will  also  hold  up  to 
five  printed  pages  of  facts  and  automati- 
cally fax  them  in  the  evening  when  phone 
rates  may  be  lower. 

2.Don't  buy  a  fax  machine 
that's  just  a  fax  machine. 

The  Panasonic  FAX+  System  has 
a  built-in  copier  function,  a  built-in 

r\\\\Mx%    _  i 


speaker-phone  with  speed-dialing,  one- 
touch  dialing,  and  auto  redial.  Plus  an 
Auto-Logic™  one-button  answering  system. 

It  also  has  an  automatic  telephone/ 
facsimile  switching  feature,  so  you  can 
switch  between  phoning  and  faxing  without 
hanging  up  and  redialing.  And  it  does  all 
this  on  a  single  line. 

3.Don't  buy  a  fax  machine 
from  a  company  you  don't  know. 

Why  buy  a  fax  machine  from  a  com- 
pany you  don't  know,  when  you  can  buy 
one  from  a  company  that's  already  known 
for  its  telecommunications  equipment — 
from  telephones  to  answering  machines 
and  now,  the  FAX+  System. 

So  if  you're  looking  for  a  way  to  avoid 
costly  mistakes,  we  think  the  Panasonic 
FAX+  System  is  exactly  what  you're 
looking  for. 

Panasonic 

just  slightly  ahead  of  our  time 


nternational  Outloo 


EDITED  BY  JOHN  PEARSON 


S  KABUL  TEETERS, 
[GORBACHEV  LANDS  ON  HIS  FEET 

R 


|Umbling  across  a  bridge  from  Pata  Kesar  in  Afghani- 
'stan  to  Termez,  a  dusty  town  in  the  Soviet  Uzbek 
^Republic,  the  Russian  troop  carriers  bore  banners 
broudly  proclaiming:  "We  have  carried  out  the  motherland's 
nrders."  That  included  the  last  order  from  Moscow — to  bail 
|)ut  after  nine  years  of  propping  up  the  shaky  Afghan  Commu- 
liist  regime.  Putting  troops  in  Afghanistan  was  "a  mistake," 
|;aid  Lieutenant  Colonel  Sergei  Sinelnikov,  tersely. 

Indeed,  for  Moscow,  the  intervention 
lias  been  a  disaster.  It  belied  Soviet  pos- 
turing as  a  peacemaker,  strained  rela- 
jions  with  China  and  most  of  the  Third 
JA'orld,  triggered  a  U.  S.  military  build- 
up, and  solidified  the  NATO  alliance.  Al- 
though the  Soviets  avoided  such  panicky 
kcenes  as  the  helicopter  evacuation  of 
[he  U.  S.  embassy  in  Saigon,  the  out- 
pome  is  likely  to  be  similar:  The  regime 
jvill  collapse.  But  Russians  seem  not  to 
pe  blaming  President  Mikhail  S.  Gorba- 
chev for  the  problems  of  ending  an  un- 
popular war  launched  by  a  predecessor. 
varm-up.  In  fact,  Gorbachev  intends  to  use  the  pullout  to 
launch  wide-ranging  diplomatic  moves  that  Moscow's  Afghani- 
stan involvement  had  blocked.  On  Feb.  4,  China  and  the  Soviet 
iJnion  announced  plans  for  a  summit  between  Gorbachev  and 
Chinese  leader  Deng  Xiaoping,  probably  in  mid-May,  after  30 
Vears  of  tense  relations.  The  agreement  appeared  to  signal 
[hat  the  political  fix  is  in  for  a  settlement  in  Cambodia,  where 
Chinese-armed  Khmer  Rouge  guerrillas  are  fighting  the  mili- 
tary occupation  by  Moscow-backed  Vietnam.  Beijing  has  insist- 
ed on  the  Soviet  withdrawal  from  Afghanistan  and  Vietnam's 
pxit  from  Cambodia  as  conditions  for  a  summit. 

In  turn,  those  moves  are  thawing  other  long-frozen  political 

[•elationships  in  Asia.  Vietnam's  isolation  from  the  rest  of 

jutheast  Asia  is  likely  to  end.  And  after  decades  of  hostility 

stween  North  and  South  Korea,  the  Communist  North  is 

Jiscussing  joint  commercial   ventures   with   the   South.  The 


IT  DIDN'T  CO  QUITE  THAT  FAR,  BUT 


warm-up  between  Moscow  and  Beijing,  and  South  Korea's 
improved  ties  with  both,  have  put  pressure  on  the  North  to  get 
on  better  terms  with  the  South  (page  47). 

In  East- West  relations,  an  early  benefit  for  Gorbachev  is 
likely  to  be  relaxed  restrictions  on  Western  high-tech  exports 
to  Moscow.  They  were  banned  after  the  Afghanistan  invasion, 
but  British  Prime  Minister  Margaret  Thatcher  has  already 
called  for  easing  of  such  curbs.  In  the  Mideast,  the  pullout 
from  Afghanistan  should  improve  Mos- 
cow's relations  both  with  militant  Iran 
and  with  conservative  Arab  monarchies. 
Iran  has  agreed  to  resume  gas  deliveries 
to  the  Soviets  that  it  halted  in  1979,  and 
observers  expect  Saudi  Arabia  to  estab- 
lish diplomatic  ties  with  Moscow  this 
year.  Pakistan,  which  has  good  relations 
with  both  Saudi  Arabia  and  Iran,  has 
been  trying  to  persuade  them  to  resume 
diplomatic  relations  between  themselves. 
It  wants  them  to  use  their  influence 
with  rival  Sunni  Moslem  and  Shiite  Mos- 
lem guerrilla  groups,  respectively,  to 
help  head  off  an  Afghan  civil  war. 

new  strains.  But  Pakistan's  importance  as  a  strategic  ally  of 
the  U.  S.  seems  likely  to  diminish.  The  Soviet  presence  in 
Afghanistan  helped  guarantee  a  continuing  heavy  flow  of 
U.  S.  aid  to  Islamabad,  despite  worries  in  the  Administration 
and  Congress  over  that  country's  efforts  to  build  a  nuclear 
weapon.  Recently,  Washington  officials  hinted  that  Pakistan's 
nuclear  program  could  disqualify  it  for  further  U.  S.  aid. 

In  the  Far  East,  Gorbachev's  moves  are  likely  to  add  to 
political  pressures  for  the  U.  S.  to  remove  its  troops  from 
Korea  and  its  bases  from  the  Philippines.  Soviet  officials  have 
been  warning  Americans,  only  partly  in  jest,  that  Gorbachev 
intended  to  "deprive  the  U.  S.  of  an  enemy."  The  pullout  from 
Afghanistan  is  starting  to  make  clearer  just  what  that  means. 
By  Peter  Galuszka  in  Termez,  Bill  Javetski  in  Washington, 
Susan  Carter  in  Bahrairi,  and  Dori  Jones  Yang  in  Hong  Kong. 


>BAL  WRAPUPI 


MEXICO 


To  forestall  an  upsurge  of  hostile 
public  reaction,  President  Carlos 
Salinas  de  Gortari  on  Feb.  6  rushed  to 
approve  the  Bush  Administration's  ap- 
pointment of  John  D.  Negroponte  as 
U.  S.  ambassador  to  Mexico.  Politicians 
from  left  to  right,  including  members 
Of  Salinas'  Institutional  Revolutionary 
Party,  condemned  the  choice  because, 
as  envoy  to  Honduras  from  1981  to 
1988,  Negroponte  supervised  the  build- 
up of  the  Homlnran-hased  contra 
army     For  many    Mexicans,  allergic  to 

l    s,  intervention,  the  appointment 

stirs    fears   of   arm  twisting    by    Wash 
Ihgton    to   back   U.S.    interference   in 


Central  America.  Some  also  warned 
that  Negroponte  would  pressure  Mexi- 
co to  step  up  the  war  on  drugs. 

Salinas  had  little  choice  but  to  ap- 
prove the  appointment  quickly,  howev- 
er, because  Mexican  officials  are  cur- 
rently in  Washington  negotiating  for 
debt  relief.  In  the  midst  of  those  talks, 
Mexico  could  not  afford  strains  over 
the  appointment.  But  having  named  a 
former  Mexican  Treasury  Secretary. 
Gustavo  Petricioli,  ambassador  in 
Washington  and  a  banker,  Fernando 
Solana,  his  Foreign  Relations  Secre- 
tary, Salinas  had  clearly  hoped  for  an 
envoy  from  Washington  who  would 
put  top  priority  on  trade  and  economic 
cooperation  between  the  two  countries. 


Outgoing  Ambassador  Charles  J.  Pil- 
liod  Jr.,  a  retired  Goodyear  Tire  &  Rub- 
ber Co.  executive,  reassured  Mexicans 
that  Negroponte,  a  close  friend  of 
Bush,  will  get  high-level  attention  for 
Mexico's  problems  in  Washington.  Pil- 
liod  himself  kept  a  low  profile  in  Mexi- 
co, stressing  commercial  ties  and  rare- 
ly mentioning  differences  over  Central 
America.  But  he  privately  criticized 
former  Assistant  Secretary  of  State  El- 
liott Abrams  for  focusing  U.  S.  Latin 
policy  on  Nicaragua  instead  of  on  such 
heavyweights  as  Mexico  and  Brazil. 
Hopes  for  a  reversal  of  that  emplu 
by  Washington  may  be  dimmed  by 
Negroponte's  appointment,  many  Mexi- 
cans fear,  despite  Abrams'  departure. 


ERNATIONAl  OUTLOOK 
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There's  one  thing  sports  cars  don't 
usually  make  a  lot  of  noise  about. 

The  amount  of  room 
they  have  inside. 

But  that's  not  the  case 
with  the  new  Nissan® 
Maxima®,  the  I  -Door  Sports  Car™  Behind  that  passenger  compartment, 

It  has  enough  headroom,  legroom  and    no  one's  surprise,  is  a  trunk.  A  large,  roon|s 
shoulder  room,  iront  and  rear,  to  seat  five      14 -cubic  foot  trunk. 


6-foot-plus  passengers. 

Call  1-800-NISSAN-6  (or  more  information  and  vour  nearest  Nissan  Dealer 


Even  the  engine  compartment  is  big 


loom  room  room 


'EO  CUBIC  FEET 


E.     104,2' 

you  guessed  it— room.  And  not  just  the 
^Dom  room"  you  hear  from  the  3.0-liter, 
|)0-horsepower,  fuel-injected  V6. 

Were  talking  about  the  room  you  need 
W)  reach  normal  maintenance  items  like  the 

Dark  plugs  and  oil  filter. 
:  i    Yet ,  for  all  its  room,  the  Maxima  never 

ts  you  forget  it's  a  sports  car. ' 
From  zero  to  60  it'll  keep  pace  with 

)me  of  the  world  s  fastest  sports  cars.  A 


statistic  which  makes  us  confident  that 
eventually  people  will  get  used  to  the  idea 
of  a  4 -Door  Sports  Car. 

Either  that,  or  get  passed  by  it. 

MaximaThe  4-Door  Sports  Car. 

Built  for  the  Human  Race: 


mm 


an 
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TRANSPORTATION! 


AMERICAN 

AIMS  FOR  THE  SKY 


Crandall's  expansion  could  make  it  the  world's  dominant  airline 


R 


obert  L.  Crandall,  chairman  of 
AMR  Corp.,  parent  of  American 
^Airlines  Inc.,  is  tough  and  doesn't 
care  who  knows  it.  When  top  airline  ex- 
ecutives met  recently  to  discuss  the  need 
for  more  airports,  Herbert  D.  Kelleher, 
chairman  of  midsize  Southwest  Airlines 
Co.,  joked  to  Crandall  that  Dallas-based 
Southwest  was  tiny  Finland  compared 
with  American's  mighty  Russia. 
"There's  only  one  difference,"  Crandall 
snapped  back.  "I  ain't  reducing  troops." 
For  Crandall,  who  likes  to  say  the  air- 
line industry  is  the  closest  business 
equivalent  of  full-fledged  war,  retreat  is 
unthinkable.  Instead,  American  launched 
another  major  advance  last  week  by  an- 
nouncing one  of  the  biggest  airline  or- 
ders in  history:  a  planned  purchase  of  up 
to  150  McDonnell-Douglas  Corp.  wide- 
body  MD-lls  and  midsize  MD-80s.  Total 
estimated  value:  $7  billion.  At  the  same 
time,  American  added  $650  million  to  its 
cash  hoard  of  $1  billion  by  forging  a 
joint  venture  with  Delta  Air  Lines  Inc.  to 
merge  the  two  airlines'  computer  reser- 
vation systems. 

patience  pays.  With  these  moves,  Cran- 
dall is  poised  to  make  American  the 
world's  premier  airline,  the  giobe-gir- 
dling  powerhouse  that  Pan  American 
World  Airways  Inc.  was  supposed  to  be 
but  never  really  was.  Already  American, 
which  has  reported  record  1988  profits 
of  $477  milion  on  sales  of  $8.8  billion, 


has  the  biggest  share  of  U.  S.  passenger 
traffic,  beating  out  archrivals  United 
Airlines  Inc.  and  Texas  Air  Corp.  Now, 
with  his  fleet  of  long-range,  widebody 
MD-lls,  Crandall  can  start  developing  a 
large  Asian  network  and  expand  his  al- 
ready considerable  beachhead  in  Europe. 
And  if  the  proposed  alliance  with  Delta 
gains  the  government's  blessing,  then 
American's  sabre  will  have  an  even 
stronger  chance  of  surviving  as  the 
world's  dominant  computer  reservation 
system. 

Crandall,  ever  the  realist,  is  uncom- 
fortable talking  about  a  global  strategy. 
But  he  readily  admits  he  would  like  to 
build  business  in  Asia,  as  well  as  West- 
ern and  Central  Europe.  "We  aren't  driv- 
en by  some  airy  vision  of  being  a  global 
airline,"  he  says.  "We  just  use  our  as- 
sets to  make  the  most  money." 

For  Crandall  and  American,  making 
the  most  money  in  the  past  decade 
meant  being  patient.  And  that  wasn't 
easy.  While  Frank  Lorenzo  was  quick  to 
build  a  ramshackle  air  empire  through 
dicey  acquisitions,  and  United  pursued 
the  ill-starred  idea  of  becoming  the  com- 
plete travel-services  company,  American 
deliberately  built  from  within.  Crandall 
spent  up  to  $3  billion  a  year  constructing 
new  hubs  in  Raleigh-Durham,  N.  C,  and 
Nashville,  buying  new  planes,  and  devel- 
oping the  industry's  best  computer  res- 
ervation and  yield-management  systems. 


AMERICAN:  FLYING  HIGH 


LEADING  IN  MARKET  SHARE IN  MARKET  VALUE... 


...AND  IN  PROFITABILITY 


MARKET  VALUE  OF  STOCK* 


TEXAS  AIR      DELTA 
•FOR  DECEMBER  1988 

mk  minion  DAiiy 


AMERICAN       DELTA         UNITED      TEXAS  AIR 
BILLIONS  OF  DOLLARS  'AS  OF  FEB  6,  1989 

DATA  BRIDGE  INFORMATION  SYSTEMS  INC. 


9 

6- 
3- 

1988  OPERATING  MARGIN  [ 

J     1 1     1 1 

3-  

UNITED 
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AMERICAN 
PERCENT 

DATA:  COMPANY  REPORTS,  STANDARD 


American  also  struck  a  pact  with  unicj  v.., 
that  let  it  hire  new  workers  at  shar]  5,^ 
lower  wage  rates  than  older  employe  <s,s 
enjoyed. 

The  union  concessions  pushed  Amc  $>m 
can's  costs  below  United's  and  Delta's  -« ;, 
but  for  years  it  did  not  seem  to  transl;  ..  [, 
into  profits.  Costly  expansion  hurt  ea  ,  .; 
ings,  while  fare  wars  triggered  by  P  fRt,, 
pie  Express  Airlines  Inc.  and  Contin  35[  „, 
tal  Airlines  Inc.  squeezed  margins  ev  ^,,1 
more.  To  some,  it  seemed  that  Ami  ^l[{ 
can's  plan  for  internal  growth  was  ^ 
formula  for  stagnation.  But  as  fai  j^ 
rose  in  1988  and  traffic  boomed,  Ami  | 
can's  profits  surged,  more  than  doubli 
from  1987  levels.  The  stock  went  fr< 
30  in  November,  19 
to  60  recently.  "Am<  I 
can  was  unequivo<  s 
about  its  big  plan,  a 
it  has  proven  its  detr 
tors  incorrect,"  sa 
Patrick  J.  O'Shea,  ch 
executive  of  Associat  - 
Travel  Network,  a  I 
group  of  travel  ag< 
cies. 

SEEKING    NICHES.    N 

Crandall  is  ready 
take  on  global  earn 
such  as  British  Airw 
PLC  in  a  bid  for  big 
foreign  markets.  Am 
can   is   rapidly   gain; 


TEXAS  AIR 
(EST.) 
POORS  CORP 


itthwe 
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THE  CORPORAl. 


xength   in   Europe,   where  since   1985 

'tfp  randall  has  been  exploiting  niches  that 

loyejther  carriers  overlooked.  This  year,  af- 

sr  adding  new  service  American  will 

e  119  flights  a  week  to  13  secondary 

•  ties  such  as  Manchester,  Stockholm, 

id  Lyons,  as  well  as  to  bigger  cities 

teuAich  as  Brussels,  Paris,  and  London. 

Pf  Powerful   as   American   now   is,   the 

sian  market,  which  is  growing  much 

ister  than  the  domestic  market,  will  be 

»ugh  to  crack.  Although  Crandall  will 

ave  the  planes  he  needs  for  a  big  Asian 

■Presence,  his  operation  at  Tokyo's  Nar- 

International  Airport  is  puny  com- 

ured  with  the  powerful  hubs  United, 

orthwest,  and  JAL  have  there.  And  the 

ipanese  government  is  unlikely  to  let 

merican  expand  in  Tokyo.  "Air  rights 

considered  a  national  asset  in  this 

y       part  of  the  world,"  says  a  Japan 

<M     m  v 


MD-  1  1 

The  widebodies  will  serve  the 

biggesl  U.S.  cities    and  help 

American  crack  the  Asian  market. 


Air  Lines  Co.  official.  Faced  with  the 
prospect  of  being  frozen  out  of  Tokyo, 
Crandall  now  wishes  that  he  had  broken 
his  own  rule  of  avoiding  big  acquisitions 
and  bought  Pan  Am's  Far  East  routes, 
which  United  got  in  1986.  "If  I  had  my 
life  to  live  over,  I  would  have  tried  [for 
it],"  he  admits.  United  may  steal  yet  an- 
other march  on  American:  It  is  discuss- 
ing an  alliance  with  JAL  that  would  feed 
Asian  traffic  to  U.  S.  cities  JAL  does  not 
serve. 

Crandall's  probable  strategy  in  Asia 
will  be  to  build  a  hub  in  either  Seoul  or 
Taipei.  That  will  require  a  lot  of  deft 
negotiations  with  foreign  authorities 
protective  of  their  own  national  carriers. 
An  alternative  might  be  to  build  a  hub 
on  the  West  Coast  for  traffic  to  Asian 
cities. 

sabre  play.  As  American  pushes  its  in- 
ternational expansion,  it  will  seek  to  lure 
more  foreign  travel  agents  to  its  sabre 
reservation  system.  The  merger  of 
SABRE  with  Delta's  system,  be- 
sides adding  to  American's 
war  chest,  was  engineered  to  silence 
critics  who  feared  that  SABRE  concen- 
trated too  much  marketing  power  in 
American's  hands.  By  divesting  half  of 
SABRE  now.  Crandall  shrewdly  avoids 
the  possibility  of  being  forced  to  do  so 
by  the  government  And  if  the  SABRE 
deal  goes  through,  the  combined  reser- 
vations systems  of  Delta  and  American 


will  have  about    13 

the  travel  agenl  ac- 
count* in  the  U.S. — 
making  it  by  far  the 
biggest  system  in  the 
Richard  Murray, 
head  of  Texas  Air's 
System  One  computer 
vation  system, 
sees  the  combination  as 
adding  strength  to 
SABRE. 

That  strength,  how- 
ever, is  being  threat- 
ened by  the  growing  so- 
phistication of  rival 
systems.  "SABRE  is  still 
ahead,"  says  Crandall, 
"but  nowhere  nearly  so 
far  ahead  as  it  was  10 
years  ago."  He  says  he 
will  offer  better, 
prompter  service  for 
SABRE  customers  to 
keep  his  lead. 

Indeed,  after  pioneer- 
ing such  competitive 
tools  as  computer  reser- 
vation systems  and  fre- 
quent-flyer programs, 
American  is  now  turn- 
ing more  and  more  to 
its  employees  to  give  it  a  vital  edge  in 
service  and  cost  control.  Crandall  is 
spending  $150  million  on  a  large  system 
of  computer  terminals  that  will  let  work- 
ers track  down  and  correct  such  prob- 
lems as  late-arriving  or  lost  luggage.  He 
is  also  trying  to  shift  more  responsibility 
to  managers  of  local  operations. 

The  jury  is  still  out  on  many  of  these 
efforts,  but  one  program,  "Ideas  in  Ac- 
tion," generated  $41  million  in  savings 
last  year.  One  stewardess  saved  Ameri- 
can $60,000  annually  by  suggesting  that 
the  company  reuse  plastic  lids  for  coffee 
pitchers  instead  of  throwing  them  out. 
No  detail  is  too  small  for  Crandall:  He 
himself  saved  the  airline  $40,000 
by  decreeing  that  olives  would 
no  longer  be  in  his  carrier's 
dinner  salads. 

Crandall's    relations 

with    his    unions    will 

dictate    the    success 

of   manv   of   these 


MD-80 

The  midsize,  fuel-efficient  jets  will 
replace  American's  aging  727s  and 
flv  its  new  I  .  S.  ro 
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I  he  reward  for 
your  record  of  financial  control: 

financial  flexibility. 


THE  OPTION  To  Pay  OVER  TIME  As  an  American  Express*  Cardmember,  you've 
already  shown  that  you  know  a  thing  or  two  about  controlling  and  managing  your 
personal  finances.  With  the  Optima"  Card,  you  can  enhance  those  skills  by  adding  the 
flexibility  to  extend  your  payments  over  time. 


© 


PREFERRED  INTEREST  RATE  When  your  plans  call  for  extending  payments,  you'll 
receive  the  benefit  of  a  preferred  interest  rate*  on  every  item  you  buy.  So  you  can  take 
advantage  of  unexpected  opportunities,  or  make  necessary  major  purchases,  without 
paving  excessive  finance  charges. 

affia. 
N 


PERSONALIZED  CREDIT  LINE  You  also  will  receive  a  personalized  credit  line  based 
upon  your  past  spending,  payment  patterns,  and  personal  resources.  Of  course,  you'll 
still  retain  all  the  spending  power  vou  now  have  with  the  American  Express  Card. 


All  The  Other  Cardmember  Privileges  The  Optima  Card  entitles  you  to  all 

the  privileges  of  the  American  Express  Card,  including  twenty-four  hour  customer 
service,  and  the  Purchase  Protection*" and  Buyer's  Assurance" Protection  Plans.  You'll 
also  have  convenient  cash  access,  and  the  assurance  of  knowing  the  Optima  Card  is 
accepted  everywhere  the  American  Express  Card  is. 


FOR  CaRDMEMBERS  ONLY  If  you've  been  an  American  Express  Cardmember  in  good 
standing  for  at  least  one  year,  call  1-800-445-7374  and  apply  for  the  Optima  Card  today. 

•Thr  APRs  are  variable,  adjusted  semiannually,  and  linked  to  thr  Prime  Hate  as  lilted  in  The  Ub//  Street  Journal.  Current  rates  are  16-25%  for  purchases  and 
16  50%  for  rath  advances  The  Optima  Card  is  issued  by  American  Express  Centurion  Bank  at  an  annual  lee  of  $15  C  1989  American  Express  Centurion  Bank 


< 


jj«f     ()l}  I  IM\ 


c  i  rt»n 


^131  32l3t5  blOOP 


I 


Membership  Has  Its  Privil 


nut 





Ask  about 

competitive  yield 

with  no  junk. 

If  you're  like  many  bond  fund  investors  today,  you're 
concerned  that  your  fund  may  have  large  investments  in 
low-quality  "junk"  bonds.  That's  why  Twentieth  Century 
Investors  offers  you  five  no-load  fixed  income  funds 
designed  to  give  you  a  competitive  return  while  preserving 
the  value  of  your  investment.  Our  high-quality  bond 
portfolios  contain  no  junk  bonds.  To  learn  more,  call  for 
a  free  Information  Kit  and  Prospectus. 

For  information  about  our 
high-quality  bond  funds,  ask 
for  your  free  Investor's  Guide. 

1-800-345-202W829  t 

P.O.  Box  419200,  Kansas  City,  MO  64141-6200 
Please  read  the  Prospectus  carefully  be/ore  investing. 


FIRST 
THEN. 


FIRST 
NOW. 


In  1 979,  WPBT2/  Miami  broke  new  ground  with 
THE  NIGHTLY  BUSINESS  REPORT,  a  local  pro- 
gram focusing  on  business  and  economic 
developments.  Many  said  it  wouldn't  last. 
They  were  wrong. 
Ten  years  later,.. 
THE  NIGHTLY  BUSINESS  REPORT  is  carried  by 
more  than  270  Public  Television  Stations  and 
is  the  most  watched  daily  business  newscast 
on  the  air. 


[THE 


Check  Local  PBS  Listings  for  Broadcast  Time. 

A  Production  of  WPBT2/Miami  in  association  with  Reuters. 

Underwritten  nationally  by  Digital  Equipment  Corporation;  GE  Financial  Services  and  Kidder.  Peabody 

Group  Inc.;  AG.  Edwards.  Inc.  and  Public  Television  Stations  Nationwide. 
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efforts.  American's  plan  to  share 
million  with  its  workers  has  prom<: 
good  feeling.  So  have  rapid  promoti| 
and  growing  membership  rolls: 
Transport  Workers  local  is  21,500-strj 
today,  compared  with  10,300  in  1983J 

But  Crandall  still  likes  to  show  ev< 
one  that  he's  the  boss.  In  the  last  ro| 
of  contract  discussions  with  flight  atj 
dants,  one  worker  asked  Crandall 
he  could  justify  his  hefty  salary  wherj 
paid  flight  attendants  such  low  was 
After  a  pause,  Crandall  said:  "Yoi| 
man,  you  and  I  are  paid  exactly 
same — market  rates." 

Crandall's    newest    goal    with 
unions  is  to  peg  some  of  their  paj 


American  was  shelled  by| 
the  fare  wars  of  the  1980s 

— but  when  the  firing 
ended,  its  profits  doubled! 


performance.  Edward  R.  Koziatek,  a 
ternational  vice-president  of  the  T 
doesn't  like  the  idea:  "We  absolu 
won't  accept  it,"  he  scoffs.  Koziatek 
fact,  is  counting  on  the  current  short 
of  mechanics  to  help  win  higher  wa 
for  all  his  members  in  the  talks 
American.  The  pilots,  too,  are  clamor 
for  more.  Says  Scott  Peterson,  a  v 
president  of  the  pilots'  union  at  Am 
can:  "We  gave  up  a  lot  to  aid  grow 
Now  we  want  our  share." 
'HORROR  stories.'  Perhaps  the  great 
threat  to  Crandall  and  his  workers  i 
severe  recession.  That  would  st 
growth,  and  the  chances  for  more  pi 
its  to  share  and  more  promotions 
senior  workers  would  diminish.  A  red 
sion  could  also  trigger  a  new  round 
steep  fare  cuts,  and  margins  wo 
erode  again.  "Once  American  st( 
growing,"  says  Thomas  G.  Plask< 
chairman  of  Pan  Am  and  former  m 
keting  chief  at  American,  "they  havi 
cost  problem." 

Crandall  knows  all  the  dange 
"There  are  a  lot  of  potential  horror  s 
ries,"  he  says.  But  the  troops  at  Ami 
can  have  the  comfort  of  knowing  t! 
their  chairman  is  probably  the  most  s 
cessful  and  visionary  airline  executive 
the  industry.  And  they  don't  have 
worry  about  him  resting  on  his  laur< 
A  retired  AMR  executive  recalls  see: 
Crandall  one  Christmas  morning  on 
American  flight — hunched  over  pap 
work  three  inches  high. 
By  Kevin  Kelly  and  Todd  Mason  in  Dal 
with  Christopher  Power  in  New  York:  Ja> 
E.  Ellis  in  Chicago,  and  bureau  reports 
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Guess  who  recommended  the 
company  get  a  fax  by  Toshiba. 


Heroes  are  made,  not  born. 

And  Toshiba  facsimile  machines  help  make 
them. 

That's  because  these  machines  cut  costs,  save 
time,  end  misunderstandings,  and  boost  productivity. 

How?  By  using  phone  lines  to  send  words  and 
pictures.  Anywhere.  Night  and  day.  In  as  little  as  15 
seconds* 

And,  in  today's  competitive  jungle,  people  who 
help  companies  do  that  are  heroes. 

Find  out  how  you  can  become  a  hero  with  one  of 
Tbshiba's  complete  line  of  facsimile  machines.  Before 
the  guy  down  the  hall  beats  you  to  it.  Call  and  get  our 
free  booklet.  The  number  is  1  sou  635-122Q  L 


For  Free  Booklet 

or  Free  Demonstration 

call  1-H00-635-1220. 

Toshiba  America  Inc. 
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Toshiba  facsimile 


vou  see 


In  Touch  with  Tomorrow 

TOSHIBA 
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Hote/  Beijing-Toronto  is 

situated  in  the  heart  of  Beijing's 

business  and  diplomatic  area, 

on  Jianguo-Menwai  Street, 

10  minutes  from  Tiananmen 

Square,  and  within  walking 

distance  from  the  Friendship  Store. 

We  offer  superb  business  and 

pleasure  amenities,  that  include 

a  business  center,  conference 

rooms,  and  the  finest  Cantonese 

and  Continental  cuisine. 

Along  with  the  unique  and 

hospitable  personal  service 

that  has  come  to  characterize 

Nikko  Hotels  International. 

Where  the  heart  is  always  content. 


■  I     I  Jinglun 

hotel  beijing-toronto 

3,  Jianguo-Menwai  Da  Jie,  Beijing  Tel:  5002266 
Telex:  2100)1/210012  JLIK'N  Cable  5650  BEIJING 

Managed  by 


nikko  hotels  international 

For  reservations,  call  your  travel  agent, 

Japan  Air  Lines,  or  Nikko  Hotels  International: 

Toll  free  in  U.S.  and  Canada 

1-800-NIKKO-US  (645-5687) 
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WATERFORD  IS  SHOWING 
A  FEW  CRACKS 


Its  costs  got  out  of  control,  so  takeover  rumors  are  flying 


It  was  the  only  civilized  so- 
lution: In  late  1986,  Ire- 
land's Waterford  Glass 
Group  PLC  donned  the  shining 
armor  of  a  white  knight  and 
rode  to  the  rescue  of  Wedg- 
wood PLC.  It  succeeded  in  sav- 
ing the  229-year-old  British 
china  maker  from  the  clutch- 
es of  London  International 
Group  PLC — of  all  things,  a 
condom  manufacturer.  But 
the  real  damsel  in  distress,  it 
turns  out,  was  Waterford. 

Behind  the  Irish  crystal 
company's  handcrafted,  tradi- 
tion-laden image  lay  some 
mighty  big  problems.  Water- 
ford had  become  the  high-cost 
producer  of  the  lead-crystal 
goblets  that  made  it  famous. 
Meanwhile,  younger  buyers 
began  to  spurn  its  ornate  de- 
signs. And  Waterford  was 
heavily  reliant  on  the  U.  S. 
market,  a  situation  that  be- 
came painfully  apparent  as 
the  dollar  continued  to  tumble 
in  1986  and  1987. 

After  crystal  sales  slumped 
an  estimated  11%  in  1986  and 
a  further  19%  in  1987,  Water- 
ford management  launched  a  painful 
cost-cutting  campaign  that  included 
slashing  its  strongly  unionized  Irish 
work  force  by  one-third.  Layoff  costs  hit 
hard:  Net  losses  for  1987  amounted  to 
$85  million  on  sales  of  $404  million,  even 
though  Wedgwood  made  an  operating 
profit  of  $35.9  million.  But  Waterford 
Chairman  J.  Patrick  "Paddy"  Hayes 
promised  investors  the  worst  was  over. 
an  overstatement.  Not  quite.  In  Janu- 
ary, Waterford  revealed  a  real  shocker: 
The  company's  1988  results  will  be  far 
worse  than  management  expected.  Wa- 
terford claims  that  sloppy  accounting  at 
its  crystal  division  camouflaged  higher- 
than-anticipated  production  costs.  The 
company  has  hired  a  new  accounting 
firm  to  help  sort  out  the  mess.  Nonethe- 
less, two  top  executives  resigned,  and 
analysts  predict  the  fiasco  will  result  in 
a  $14  million  write-off  for  1988 — enough 
to  wipe  out  net  profits. 

How   did   costs   get  out  of  control? 


YOUNGER  BUYERS  SPURN  ORNATE  CRYSTAL 


Chairman  Hayes  had  hoped  to  save  mor 
ey  when  he  trimmed  the  division's  highl 
paid  work  force  and  started  using  ne\ 
glass  furnaces  and  diamond  cuttin 
wheels  to  speed  production.  But  when  h 
offered  an  early  retirement  package,  to 
many  of  the  company's  most  exper 
enced  glassblowers  opted  for  it.  And  th 
remaining  workers  haven't  been  able  t 
achieve  the  same  output.  "The  underly 
ing  rate  of  productivity  was  not  in  lin 
with  what  we  wanted  to  achieve,"  con 
cedes  Patrick  P.  Byrne.  Formerly  chair 
man  of  Wedgwood,  Byrne  was  recentl; 
appointed  to  overhaul  Waterford's  man 
ufacturing  operations. 

The  financial  melodrama  has  revivec 
takeover  rumors  about  Waterford,  Ire 
land's  third-largest  public  company.  Or 
the  London  Stock  Exchange,  its  shares 
fell  117"  on  the  bad  news  but  have  sinc< 
rebounded  smartly  on  the  takeover  spec 
ulation.  Likely  predators  include  an  Iris! 
investment  company  controlled  by  An 
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Leadership 

in  financing 

through 

client  service 


Underwriters  of  U.S. 

Debt  and  Equity 

1988 

Manager                                       1 
Merrill  Lynch  Capital  Markets 

Amount 
$  Billions) 

39.7 

Market 
Share 

14.5% 

Goldman,  Sachs  &  Co. 

36.9 

13.5 

Salomon  Brothers  Inc. 

33.9 

12.4 

First  Boston  Corp. 

30.0 

11.0 

Shearson  Lehman  Hutton 

25.7 

9.3 

IDO  Information  Services 
iwu  obtained  from  sources  deemed  lobe  reliable  in*  hiding  Merrill  Lynch  data  bases 

In  1988  Merrill  Lynch 
ranked  #1  in  U.S.  underwriting 
of  debt  and  equity  W£  also 
ranked  #/  globally  with  total 
volumi>  of  $46.2  billion 

This  is  the  first  time  that  a 
single  investment  banking  firm 
has  led  the  industry  in  so  man} 
specific  markets  in  one  year.  * 
Merrill  Lynch  ranked  first  in 
underwriting  common  stock, 

Merrill  lynch  4  Ca.lm 


IPOs,  convertible  and  corporate 
investment  grade  debt,  preferred 
stock,  Yankee  bonds  and  float- 
ing rate  notes. 

In  addition,  while  not 
included  in  the  above  table, 
Merrill  Lynch  also  led  in 
medium  term  notes,  commercial 
paper,  certificates  of  deposit  and 
municipal  bonds  and  notes. 

This  record  was  achieved 


as  an  outgrowth  of  our  mission 
to  provide  superior  client  ser- 
vice worldwide. 

We  are  grateful  for  the  trust 
that  our  clients  have  bestowed 
upon  us,  and  will  work  hard  to 
keep  it. 


Merrill  Lynch 

A  tradition  of  trust. 
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How  do  you  spot  the  invisible  giann 


Look  for  the  signs  of  a  prosperous  lifestyle.  And 
perhaps  a  large  footprint  or  two.  From  Alliance 
Capital,  the  invisible  giant  in  mutual  funds. 

Our  $9  billion  family  of  mutual  funds  may  not  be 
one  of  the  best  known.  But  it  is  one  of  the  best. 

For  almost  20  years,  Alliance  has  been  managing 
money  for  America's  premier  corporations  and  insti- 


tutions. With  more  than  30  funds  to  choose  from, 
Alliance  can  serve  just  about  any  investment  goal  or 
objective  you  may  have.  From  tax-free  income  to 
government  income  to  equity  growth. 

To  find  out  more,  call  your  broker  and  ask  for 
prospectuses.  They  contain  more  complete  informa- 
tion, including  all  charges  and  expenses.  Always 
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mi  mutual  funds? 

read  them  carefully  before  you  invest  or  send 
money. 

Or  call  toll-free  1-800-227-4615  anytime.  And 
discover  what  a  visible  difference  the  invisible  giant 
can  make. 


*  Registered  nuirk  d  Attract  Capital  *"|— "  1. 1' 
1989  xiii.it 1. 1- 1 '.ipu.ii  M.nut(iMik-iii  I  P .  all  nRhts  reserved 


Alliance 

The  invisible  giant  in  mutual  funds. 
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To  you,  it's  another  small  office  building. 

To  us,  it's  creating  a  more 

efficient  working  environment. 


The  300  people  who  work  in  the  Commerce 
Clearing  House  enjoy  one  of  the  most  comfortable,  yet 
efficient  working  environments  ever  designed.  It's  control  led 
by  a  Johnson  Controls  facilities  management  system  that 
provides  the  perfect  balance  of  heating,  cooling,  lighting, 
security  and  fire  protection.  The  result  is  considerable 
savings  to  building  owners  and  tenants  alike. 

Designing  and  installing  automated  systems 
for  buildings  is  our  business.  Maintaining  and  servicing 
building  systems  through  our  Alliance  program  is 
our  business,  too.  Over  100,000  building  owners  have 
chosen  Johnson  Controls  for  facilities  management. 


These  projects  range  in  size  from  giants  like  Los  Angeles 
International  Airport  to  smaller  buildings  like  Commerce 
Clearing  House. 

For  more  information  on  a  working  environment  that 
works  to  save  you  money  while  it  keeps  occupants  com- 
fortable and  productive,  give  us  a  call  at 
1-800-972-8040.  In  Wisconsin,  call 
1-800-472-6533.  Or  write,  Johnson  Controls, 
Systems  and  Services  Division,  C19, 
Milwaukee,  Wl  53201-0423. 

JgHNSON 
CONTROLS 

Creating  a  better  climate 
for  business. 


luhnson  Controls,  In 
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mny  J.  F.  O'Reilly,  chairman  of  H.J 
einz  Co.  Dublin  sources  say  he  made  a 
iendly  approach  to  Waterford  in  mid- 

iUt  was  rebuffed. 
Probably  no  one  is  more  disappointed 
tan  Paddy  Hayes.  Before  the  recent 
•oblems  emerged,  Chairman  Hayes  ap- 
.•ared  to  have  the  company  back  on 
ack.  After  taking  over  in  1985,  he  fo- 
lsed  the  company  around  its  core  crys- 
.1  operations,  shedding  a  car  importer 
id  dumping  a  stake  in  a  local  depart- 
ent-store  chain.  After  paying  a  hefty 
561  million  for  Wedgwood,  he  cut  its 
ork  force  and  moved  to  protect  the 
•estigious  Wedgwood  name  by  halting 


Even  if  Hayes  can  solve 

Vaterford's  problems,  recent 

blunders  will  make  it  tough 

to  win  back  investors 


iles  through  discount  outlets.  Profits  at 
ie  china  maker  soared  22%  in  1987. 
Hayes  also  brought  new  luster  to  Wa- 
rford's  marketing  operations.  The  com- 
my  has  nearly  doubled  its  number  of 
ystal  designers,  and  since  last  spring, 
'aterford  has  introduced  some  200  new 
•oducts  with  more  contemporary  de- 
gns.  The  company  also  began  to  em- 
lasize  the  faster-growing  gift  market, 
ith  such  products  as  picture  frames 
id  clocks.  The  payoff:  Sales  in  the  U.  S. 
>ared  33%  last  year,  according  to  Timo- 
iy  C.  DeVine,  senior  vice-president  for 
des  at  Waterfprd's  U.  S.  marketing 
ibsidiary. 

won  conflicts.  All  these  improve- 
ents,  however,  haven't  been  enough, 
rystal  operations  have  lost  money  for 
vo  consecutive  years.  To  turn  things 
•ound,  Waterford  is  negotiating  with 
5  unions  in  an  attempt  to  wrest  higher 
•oductivity  levels  from  workers.  Al- 
lough  Waterford  won't  comment,  union 
mrces  say  that  the  company  is  seeking 
Kjnificant  changes  in  restrictive  work 
lies  and  is  offering  no  wage  increase, 
ut  the  unions,  which  feel  they  gave 
tough  in  1987,  are  asking  for  a  9% 
iis<\ 

Even  if  Hayes  can  solve  Waterford's 
Induction  problems  and  win  further 
•ncfssions  from  its  unions,  its  recent 
Counting  blunders  will  make  it  diffi- 
llt  to  rebuild  credibility  with  investors. 
Muxes |  can't  afford  to  make  this  sort 
"  mistake  again,"  snaps  one  fund  man- 
ner. If  he  does,  Waterford  may  end  up 
Arching  for  B  white  knight  of  its  nun 
By  Mark  Marvmoni  fa  London,  with 
rtndan  Keenan  in  Dublin 
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in  Your  corner. 

Recently  Ranked  Third  Among  General  Equity  Funds. 


The  Value  Approach  is  the  cornerstone 
to  the  Legg  Mason  Value  Trust",  a  diversified 
mutual  fund  whose  investment  return'  has 
recently  been  ranked  third  of  all  general  equity 
funds  by  Lipper  Analytical  Services  for  the 
period  from  May  6, 1982  (when  the  Value  Trust 
was  initially  offered)  through  Dec.  31, 1988. 

Simply  stated,  the  Value  Approach 
is  to  buy  stocks  that  are  bargains  because 
they  appear  to  be  underpriced.and  then  sell 
them  when  they  seem  to  be  fairly  priced 
or  overvalued. 


Call  TOll-Free  1-800-822-5544 

For  More  information  On 
The  Legg  Mason  value  Trust: 

The  cornerstone  to  our  investment 
philosophy  may  well  be  the  cornerstone  to  your 
investment  future.  Call  today  for  a  free  prospec 
tus,  which  contains  more  information,  includ 
ing  charges  and  expenses.  Read  it  carefully 
before  investing  or  sending  any  money. 
'Total  return  including  capital  appreciation  and  rein 

vestment  of  dividends  and  capital  gains  distributions. 

Past  results  are  not  necessarily  indicative  of  future 

performance. 
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legg  Mason  An  Investment  Tradition  Since  1899 
The  Ugg  Mason  Tower  •  Baltimore,  MP  21203 

Available  exclusively  through: 

Legg  Mason  and  Legg  Mason  Howard  Veil 

This  advertisement  does  not  constitute  an  offer  in  any 
state  in  which  such  an  offer  may  not  be  lawfully  made. 
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When  Secretary  of  State  James 
A.  Baker  III  leaves  on  Feb.  11 
for  a  get-acquainted  tour  of 
European  NATO  capitals,  one  of  the  most 
important  members  of  his  entourage  will 
be  one  of  the  least  known.  Dennis  B. 
Ross,  State's  new  director  of  policy  plan- 
ning, is  Baker's  official  new-idea  man. 
And  with  America  in  the  midst  of  a  tran- 
sition from  a  world  order  defined  by 
U.  S.  economic  dominance  and  the  cold 
war,  rarely  has  fresh  thinking  on  for- 
eign policy  been  more  in  demand. 

Amid  the  glad-handing  that  will  mark 
his  14-city  swing,  Baker  will  receive  a 
sobering  message.  Soviet  leader  Mikhail 
S.  Gorbachev's  peace  offensive  is  work- 
ing. America's  European  allies  are  be- 
ginning to  question  the  need  for  main- 
taining a  hard-line  military  and  economic 
stance  toward  Moscow.  And  from  the 
Middle  East  to  Asia,  the  East-West  thaw 
is  opening  doors  to  Moscow's  diplomacy. 
Ross,  40,  brings  rare  qualifications  to 
a  Baker  team  whose  first  priority  is  to 
regain  the  initiative  from  the  dynamic 
Soviet  leader.  Ross's  specialties — the 
Middle  East  and  Soviet  military  policy — 
are  the  two  hottest  areas  on  the  State 
agenda.  And  in  a  career  that  bridged  the 
Carter  and  Reagan  Administrations  at 
the  Pentagon,  State,  and  the  National 


Security  Council,  Ross  developed  a  dept 
in  foreign  policy  development  that  Bak( 
lacks.  "Baker  is  not  particularly  expe 
in  a  good  many  areas  at  the  top  of  tl 
foreign  policy  agenda,"  says  Helmi 
Sonnenfeldt,  a  former  State  official  no 
at  the  Brookings  Institution.  "He's  likel 
to  rely  on  Ross  substantially." 
team  play.  Ross  will  have  help.  A 
Treasury  Secretary,  Baker  relied  on 
core  team  of  advisers  for  the  ideas  thi 
drive  policy  forward,  a  pattern  he  aim 
to  repeat.  Lawrence  S.  Eagleburger, 
career'  Foreign  Service  officer  wh 
served  as  top  aide  to  Henry  S.  Kissii 
ger,  is  expected  to  oversee  State's  daj 
to-day  operations  as  Deputy  Secretarj 
Robert  B.  Zoellick,  head  of  the  executiv 
secretariat  at  Baker's  Treasury,  will 
prominent  as  State  Dept.  counselor. 

To  some,  Ross  represents  a  new  ger 
eration  of  strategic  thinker  in  a  polic 


Ross  wants  to  know  'what  the 

second,  third,  and 

fourth  consequences  of  our 

moves  are  going  to  be' 
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You  know  where  a  professional 
free-style  skier  would  go  to  insure 
his  life. 

But  do  you  know  where 
over  17  million  Americans  in  over 
21,000  companies  go  to  protect 

their  teeth?  They  come  to  the 
'    Delta  Dental  Plan,  America's 

first,  leading  and  largest. 

Why?  For  four  very  under- 
standable reasons:  cost  contain- 
ment, quality  of  care,  flexibility, 
f*  4and  dollar  value. 

5l1l~' —  '7=r    Whether  your 

company  is  large  or  small,  give 
us  a  call  at 1-800-441-3434 

for  complete  information. 


The  Delta  Dental  Plan 

\  Americas  First  Leading  and  Largest 
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Funds  for  higher  educa- 
tion in  Florida  have  more 
than  doubled  since  1980, 
resulting  in  a  top  10  ranking 
among  the  nation's  state 
university  systems  * 

Florida's  nine  universities 
now  support  six  engineering 
colleges,  two  law  schools, 
nine  programs  leading  to 
master's  degrees  in  business 
and  management,  and 
four  more  leading  to  doc- 
torates in  computer  and 
information  sciences. 

But  well-educated  em- 
ployees are  just  one  of  the 
reasons  businesses  are 
attracted  to  Florida.  For  the 
complete  story,  contact  the 
Florida  Department  of 
Commerce,  Division  of 
Economic  Development, 
501  Collins  Building,  Suite  BW, 
Tallahassee,  Floridc  32399- 
2000;  (904)  488-55    \ 

"Based  on  a  national  si 
among  university  presic     its. 
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overnment 


group  dominated  by  Establishment  Cold 
Warriors.  "The  Bush  team  has  a  whole 
cohort  of  people  from  a  political  Estab- 
lishment that  has  been  relatively  slow  to 
appreciate  Gorbachev  and  the  increas- 
ingly far-reaching  nature  of  the  changes 
he  is  trying  to  introduce,"  says  Gail  W. 
Lapidus,  a  political  scientist  at  the  Uni- 
versity of  California  at  Berkeley. 

Ross  anticipated  such  changes  early. 
A  paper  he  wrote  as  a  graduate  student 
at  the  University  of  California  at  Los 
Angeles,  published  in  1980,  predicted 
that  the  Soviet  system  was  headed  to- 
ward either  a  Stalinist  backlash  or  a  new 
breed  of  technocrats  willing  to  permit 
more  open  debate,  glasnost  style.  More 
recently,  Washington  colleagues  credit 
him  with  consistently  creative  approach- 
es to  the  Middle  East  peace  process,  in- 
cluding involving  the  Palestinians  in  the 
peace  talks,  a  notion  that  once  was 
anathema  in  Washington. 

At  State,  Ross's  mandate  is  to  reinvig- 
orate  a  policy  planning  staff  that  40 
years  ago  drew  up  the  Marshall  Plan 
but  has  become  a  bit  of  a  backwater.  He 
aims  to  incorporate  imaginative,  long- 
range  thinking  into  the  ad  hoc  process  of 
making  foreign  policy.  "We  shouldn't 
only  be  generating  ideas  on  how  to  pro- 
ceed right  now,  but  on  what  the  second, 
third,  and  fourth  consequences  of  our 
moves  are  going  to  be,"  he  says. 
UN-REPUBLICAN  ROOTS.  In  the  pinstripe 
world  of  foreign  policy-making,  Ross 
cuts  an  unlikely  figure.  A  native  San 
Franciscan,  he  has  the  look  and  low-key 
style  of  a  newly  minted  college  profes- 
sor. And  his  political  roots  are  distinctly 
un-Republican.  Ross  got  his  first  taste 
of  politics  while  he  was  an  undergradu- 
ate at  UCLA  during  the  civil-rights  tur- 
moil of  the  1960s.  He  also  was  a  foot 
soldier  in  the  1972  Presidential  campaign 
of  George  McGovern. 

After  graduate  work  Ross  landed  his 
first  Washington  job  as  an  analyst  at 
the  Pentagon.  Following  stints  at  State 
and  back  at  Defense,  he  left  in  1984  for 
a  two-year  break  to  help  open  a  center 
for  advanced  Soviet  studies  at  Berkeley. 
He  returned  as  a  Middle  East  specialist 
at  the  NSC,  where  his  work  caught  Vice- 
President  Bush's  eye.  Bush  named  Ross 
his  top  campaign  foreign  policy  adviser. 

Baker,  Bush's  campaign  manager, 
lured  Ross  to  State  despite  an  offer 
from  the  NSC  to  be  its  No.  2  under  Brent 
Scowcroft.  Ross's  pragmatic  approach  to 
policy  development  has  helped  him  avoid 
making  enemies  on  either  the  left  or 
right.  But  he  resists  two  staples  of  the 
capital  power  game:  self-promotion  and 
taking  office  work  home.  Both  would  cut 
into  time  with  his  wife  and  three  young 
children.  At  work,  Ross  prefers  anonym- 
ity. "Baker  and  Eagleburger  should  be 


visible,  but  I  should  not  be  visible  in  tl 
job,"  he  insists. 

Still,  his  agenda  for  a  staff  of  20  pr< 
fessionals  is  ambitious.  Ross  looks 
new  proposals  on  conventional  arml 
chemical  weapons,  and  ballistic  missil^ 
in  the  Third  World  to  test  how  serioi' 
Gorbachev's  latest  moves  are.  "The 
sue  is  not  whether  the  Soviets  are  wil 
ing  to  articulate  slogans  but  wheth* 
they  are  willing  to  fill  out  the  slogar 
with  behavior,"  he  says. 

One  example  is  the  Middle  East.  H 
believes  the  U.  S.  can  leverage  Moscow 
eagerness  to  participate  in  the  Arab-I 
raeli  peace  process  into  cuts  in  Sovie 


In  using  force,  Ross  says,' 

'it  is  essential  for  the 

U.S.  to  look  reliable  and 

also  believable' 


arms  shipments  to  foes  of  Israel,  sue 
as  Libya  and  Syria. 

The  conceptual  thinker  becomes 
tough  realist  on  using  force  in  diploma 
cy.  The  growing  ease  with  which  Thir 
World  agitators  such  as  Libya  can  ge 
high-tech  weaponry  calls  for  stiff  U. !: 
resolve,  he  feels.  "If  we  aren't  prepare 
to  use  our  strength,  they'll  see  that  tha 
gives  them  a  kind  of  license,"  he  says. 
toughing  it  out.  Ross's  experience  ha 
led  him  to  draw  sharp  guidelines  fo 
sending  troops  into  action.  In  his  view 
the  naval  escort  operation  in  the  Persia: 
Gulf  succeeded  for  the  same  reason  tha 
sending  U.  S.  Marines  to  Lebanon 
1983  failed:  the  need  to  define  a  realisti 
goal  for  an  operation  and  the  willingnes 
to  tough  it  out.  In  using  force,  he  says 
"it  is  essential  for  the  U.  S.  to  look  reli 
able  and  also  believable." 

The  major  challenge  facing  Ross  i: 
turning  good  ideas  into  workable  polic; 
through  the  rough-and-tumble  of  inter 
agency  struggles.  Ultimately,  Ross': 
chances  of  putting  his  ideas  into  actioi 
will  ride  largely  on  Baker's  willingnes: 
to  make  sure  that  the  policy  planning 
shop  has  a  major  voice  in  the  inevitabl* 
fights  within  the  Administration.  If  h 
fails  to  do  so,  "despite  all  the  lights  anc 
music,  we're  going  to  see  a  return  to  tht 
same  old  divisions,"  says  Howan 
Teicher,  a  Washington  consultant  wh( 
formerly  worked  on  the  National  Securi 
ty  Council.  But  if  Baker  is  serious  abou 
making  his  friend  George  Bush  a  "for 
eign  policy  President,"  Ross's  influenc< 
will  likely  extend  far  beyond  the  corri 
dors  of  Foggy  Bottom. 

By  Bill  Javetski  in  Washingto) 
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Commentary/by  John  Hoerr 


IS  TEAMWORK  A  MANAGEMENT  PLOT?  MOSTLY  NOT 


After  75  years  of  battling  the 
mind-numbing  drudgery  of  as- 
sembly-line jobs,  auto  workers 
might  be  excused  for  not  recognizing 
management  as  an  ally.  Yet  Detroit's 
current  push  to  reorganize  assembly 
workers  into  self-managed,  multiskilled 
teams  can  produce  better  jobs,  as  well 
as  boost  quality  and  efficiency.  Most 
workers  seem  to  agree.  But  a  militant 
minority  is  waging  a  publicity-wise  but 
ultimately  self-defeating  campaign 
against  the  team  concept. 

True,  the  critics  of  team- 
work are  raising  important 
questions  about  the  pace  of 
work,  stress,  and  the  role  of 
unions  in  workplaces 
where  teams  are  operat- 
ing. But  critics  such  as 
Mike  Parker  and  Jane  Slaugh- 
ter, former  auto  workers  and 
authors  of  the  1988  book 
Choosing  Sides:  Unions  and 
the  Team  Concept,  also  mud- 
dy the  water  by  declaring 
that  work  teams  are  inevita- 
bly used  by  management  as 
union-busting  devices  and, 
therefore,  are  no  good  for 
workers  anytime  or  any- 
where. The  evidence  doesn't 
support  such  a  sweeping  in- 
dictment. More  often  than 
not,  workers  who  are  part  of 
teams  find  their  jobs  more  re- 
warding and  stimulating  than 
fragmented,  production-line  work. 

The  teamwork  critics  are  beginning 
to  have  an  impact.  Choosing  Sides  has 
received  wide  attention  in  union  circles, 
and  op-ed  pieces  by  Parker  and  Slaugh- 
ter recently  have  appeared  in  dozens  of 
newspapers.  Dissidents  in  the  United 
Auto  Workers  are  voicing  protests 
against  work  teams  in  regional  and  lo- 
cal meetings,  demanding  the  ouster  of 
i  i  aw  leaders  who  support  the  con- 
cept. And  the  clamor  will  get  louder: 
Opponents  intend  to  make  a  big  issue 
of  work  teams  at  the  UAW's  convention 
in  June. 

big  three  key.  The  debate  could  be 
important  for  the  future  of  the  auto 
industry.  St. alios  indicate  that  work- 
team  systems  that  allow  workers  real 
participation  in  'ecision-making — and 
not  all  do — can  produce  better  quality 
cars    more    efficieu  I      than    do    auto 


plants  with  traditional  work  organiza- 
tions. For  this  reason,  the  Big  Three 
auto  makers,  especially  General  Mo- 
tors Corp.  and  Chrysler  Corp.,  see 
teamwork  as  a  key  to  their  competi- 
tiveness and  are  rushing  to  install  the 
concept  in  many  plants.  But  they  need 
the  cooperation  of  UAW  locals. 

The  work-team  concept  has  spread 
well  beyond  autos,  into  food  process- 
ing, electronics,  paper,  oil  refining, 
steelmaking,   and   electrical   products. 
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The  idea  is  now  jumping  from  manu- 
facturing into  financial  services  and  in- 
surance. Actually,  British,  American, 
and  Scandinavian  behavioral  experts 
have  been  experimenting  with  team- 
work for  40  years,  hoping  to  reduce 
worker  alienation  in  highly  regimented 
work  settings.  There,  employees  are 
confined  to  a  narrow  set  of  minutely 
described  tasks  and  watched  over 
closely  by  a  supervisor.  Teams,  on  the 
other  hand,  typically  consist  of  5  to  12 
workers  who  are  given  responsibility 
for  producing  an  entire  product  or  ser- 
vice, or  a  significant  part  of  it. 

The  goal  is  for  workers  to  learn  all 
tasks  performed  by  their  team,  rotate 
from  job  to  job,  and  assume  most  of 
the  management  functions  of  the  old 
foreman.  Critics  say  the  gain  in  power 
for  workers  is  illusory,  and  in  some 
cases  it  is.  But  by  no  means  always.  At 


an  LTV  Steel  Co.  plant  in  Cleveland,  f 
example,  teams  of  highly  trained  tec 
nicians  manage  a  huge  electrogalvani^ 
ing  line  practically  by  themselves  ah 
participate  in  decisions  on  hirin 
scheduling  of  work  and  hours,  and  o 
erations  planning. 

power  loss?  Militants  also  object  t 
the  compression  of  job  classification 
that  almost  always  accompanies  tea: 
work.    A    team    couldn't    function 
workers  were  forbidden  to  cross  jo 
boundaries.    In    auto    plants 
teams  usually  work  with  on 
production       classification 
down  from  hundreds  in  som 
cases.    This    means    manage 
ment  can  shift  people  mucl 
more    easily,    and   worker: 
■  don't  have  a  wide  choice  o 
wl.  jobs  to  bid  on.  This  is  ar 
f  ideological      issue      fo 
Parker,    who   insists   tha 
dismantling    the    classifica 
tion  system  essentially  gut 
union   power   on   the   sho 
floor.    He    and    other    critic 
also  contend  that  where  wor 
teams  are  combined  with  Jap 
anese     management     tech 
niques,  such  as  keeping  parts 
inventories  at  a  low  level  with 
a  just-in-time  system,  employ- 
ees usually  are  overworked 
Parker  and  Slaughter  call  it 
"management-by-stress . ' ' 
Yet,  says  Sidney  P.  Rubin 
stein,   a  consultant  who  works  with 
unions  and  companies   in  setting  up 
work  teams,  there  is  an  easy  solution 
for  these  problems:  the  union.  "That's 
what  the  union  is  for,  to  prevent  man 
agement  from  speeding  up  the  line," 
he  says,  adding:  "There's  nothing  in 
herent  in  work-team  systems  that  says 
they  have  to  be  stressful." 

Instead  of  fighting  teams,  says  Har- 
ry C.  Katz,  an  expert  on  auto  labor 
relations  at  Cornell  University,  unions 
should  "accept  teamwork  and  come  up 
with  sensible  plans  to  protect  workers' 
interests.  To  just  say  no  to  teams, 
that's  a  British  mineworkers'  solution, 
going  down  with  the  ship,  heads  held 
high."  Moreover,  returning  to  the  old 
way,  as  some  team  critics  advocate, 
would  mean  giving  up  the  drive  for 
better-quality  cars  and  more  rewarding 
work. 
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Free  yourself  from 
phone  slavery. 


Ttffl 

I  ft 
Jap- 1 
ech- 

Although  it  seems  friendly,  the 
*"f  telephone  can^actually  be  an  enemy. 
"  Busy  signals  and  unreturned  mes- 
m  sages.  The  waiting  on  hold  and 
•*  unavoidable  chit-chat.  All  the  min- 

r  ip 

iQGB 


utes  you  waste  each  day  can  add  up 
to  hundreds  of  hours  of  lost  produc- 
tivity each  year. 

The  solution  is  Omninote,  a 
totally  new  concept  in  office 
communication. 


1XUJJJ 


4. 


Omninote  lets  you  send  and 
receive  concise  printed  messages 
in  seconds  to  and  from  key  people 
throughout  your  company.  From 
your  desk  straight  to 
theirs.  Whether  they're 
down  the  hall,  across 
the  street,  or  across 
the  country. 

Because  Omninote  is 
hot  a  computer,  it's  simple  to 
use.  It  operates  over  your  existing 
AC  wiring  so  you  can  install  it 
almost  anywhere. 

It  dramatically  reduces  phone 
tag,  cuts  work  flow  interruptions 
and  helps  you  complete  more  work 


OMNINOT 


It  Beats  Talking! 


i 

Kenneth  Blanchard.  Ph  O .  CO-OHtl 

The  One  Minute  Manaxer  ■ 

in  less  time.  Plus,  it  can  pay  for 
itself  in  a  matter  of  months  with 
our  purchase,  lease/purchase  or 
rental  plans. 

For  a  demonstration,  and  a  free 
viewing  of  our  eight-minute  video 
hosted  by  Ken  Blanchard,  co-author 
of  The  One  Minute  Manager,  ■  call 
toll-free  1-800-848-1987. 


Dmmnii, 
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OPEN  A  SAVINGS  ACCOUNT  AT  A! 


YOUR  POST  OFFICE  HAS  LOTS  OF  PROGRAMS  TO 
HELP  YOU  PUT  MORE  MONEY  IN  THE  BANK. 

Let  us  show  y  m  how  barcoding  your  business  or 
courtesy  mail  —  the  kind  that  brings  you  orders  and 
payments  — can  reduce  mail  float  time.  And  that  can 
mean  higher  earnings  from  interest,  plus  more  profit. 
Barcoding  mail  can  give  you  significant  discounts  on 
postage,  too. 

ZIP  +  4*:  ANOTHER  PLUS. 

This  is  the  nine-digit  code  that  pinpoints  customers, 


gets  your  mail  to  them  quicker.  As  with  barcoding, 
ZIP  +  4  coding  can  help  cut  mail  float  time  and  earr 
postage  discounts,  too. 


&  Si 

M 
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NCOA:  KEEP  THE  CHANGE. 

It's  wasteful  of  time  and  money  to  send  business  if" 
to  an  incorrect  address.  NCOA  (National  Change  of 
Address)  constantly  records  every  move  of  your 
customers.  You  pay  a  small  fee,  but  you  get  your 
investment  back  fast  with  the  improved  efficiency 
you'll  gain. 


IF  OUR  CONVENIENT  OFFICES. 


E  5:  SAVE  THOUSANDS. 

111  >ur  Take  5  brochure  has  many  creative 
dons  for  your  business  needs.  ( let 
py-plus  a  VI  IS  cassette  of  a  film 
[Postal  Service  ideas  to  save  you 
ley— both  free.  Call  or  send 
"oiipon. 

•     UNITED  STATES 
W     POSTAL  SERVICE 
—    WE  DELIVER. 


SEND  MY  FREE  BROCHURE  AND  CASSETTE. 

Call  1-800-842-9000,  Ext.  226  or  mail  this  coupon  to: 
United  States  Postal  Service,  P0  Box  7897,  Mt  Prospect  IL  60056-9903 


M\  line  of  business  is:  (Please  check  one) 
1  Insurance           Government          I  Securities 
B  diking           1  Publishing              Utilities 
Retail             3  Education             I  Wholesale 
Name title. 


a  5 
Manufacturing 

Other 


Street  Address. 

City 

PhoneJ 


.St.itr. 


.ZIP  Code*. 
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ntertainment 


TELEVISION  I 


FOX  ELBOWS  INTO 

THE  NETWORKS'  BIG  PICTURE 


After  a  yawning  start,  Diller  has  the  Big  Three  losing  sleep 


Fox  Chairman  Barry  Diller  seemed 
to  be  flirting  with  disaster  when  he 
launched  a  fourth  television  net- 
work in  1986.  Unlike  the  Big  Three  net- 
works, which  broadcast  to  the  entire 
country  through  powerful  affiliates, 
Diller's  weak  independent  stations 
couldn't  reach  every  market.  His  first 
program,  The  Late  Show  Starring  Joan 
Rivers,  bombed.  Fox  Inc.,  a  subsidiary 
of  Rupert  Murdoch's  News  Corp.,  lost 
$136  million  at  the  network  in  its  first 
two  fiscal  years,  which  end  in  June. 

That  was  then.  Now  the  Fox  network 
is  on  a  roll:  Over  the  past  year,  Fox  has 
nearly  doubled  its  share  of  viewers  on 
Saturday  and  Sunday — 
the  two  nights  when  the 
network  airs  its  prime- 
time  shows.  And  Fox  re- 
ported its  first  profit,  a 
modest  $400,000,  in  the 
six  months  ended  in  De- 
cember. "The  naysayers, 
at  least  the  gracious 
ones,  are  calling  to  say 
they  were  wrong,"  says 
Diller,  who  is  47  years 
old. 

MONDAY,  MONDAY.  Fox  IS 

still  growing.  Diller  an- 
nounced in  January  that 
Fox  will  add  a  Monday 
night  lineup  this  fall.  Diller  also  plans  to 
give  Fox's  125  affiliates  weekday  morn- 
ing shows,  a  late-night  Saturday  pro- 
gram for  teens,  and  maybe  weekday  af- 
ternoon fare  for  kids. 

Diller  can  easily  pay  for  these  projects 
with  profits  from  Fox's  movie  studio, 
which  is  hot.  Last  year's  Big,  starring 
Tom  Hanks,  was  the  first  Fox  film  since 
Return  of  the  Jedi  in  1983  to  gross  more 
than  $100  million.  With  help  from  other 
hits  such  as  Die  Hard,  Young  Guns, 
and  Working  Girl,  the  movie  studio's 
operating  earni  gs  in  the  second  half  of 
1988  grew  35$  ■  er  the  same  period  a 
year  before,  to  $35.8  million  on  $434.5 
million  in  revenues.  That's  quite  a  come- 
back from  the  nearly  $200  million  in 
losses  that  Fox  piled  up  from  1982  to 
1985. 

Diller  has  lots  of  experience  rescuing 
troubled  TV  and  movie  companies.   As 


chief  prime-time  programmer  for  ABC-TV 
in  the  early  1970s,  he  introduced  hits 
such  as  Happy  Days  and  Laverne  & 
Shirley  that  vaulted  the  network  from 
third  place  to  first.  He  took  over  Para- 
mount Pictures  in  1974  and  breathed  life 
into  the  sickly  studio  with  Star  Trek  and 
Raiders  of  the  Lost  Ark. 

Unlike  his  movie  heros,  Diller  made  a 
serious  strategic  mistake  in  1987  when 
he  filled  Fox's  airtime  with  high-priced 
shows  that  were  indistinguishable  from 


costs  just  $125,000.  Fox  stations  are  cf- 
rently  testing  another  tabloid  cloj, 
Cops,  which  might  eventually  run  on  "e 
network. 

The  results:  lower  costs  and  higli 
ratings.  Diller  can  thank  the  three  r 
works  and  last  year's  long  strike  by  I: 
lywood  screenwriters  for  inadverter 
helping   Fox.   The   strike   cut  the   r  II 
works'    supply   of   fresh   programm  I 
last  fall,  forcing  the  Big  Three  to  l 
reruns.  It  was  during  that  period  tJjti 
many  viewers  discovered  Fox. 

Although  Fox  is  still  a  distant  foul 
in   the   weekend   ratings   battles 
about  10%  of  the  viewers  on   Sun 
nights  and  6%  on  Saturdays — the 
work  frequently  beats  the  competi 
among  urban  18-  to  34-year-olds.  Ad' 
tisers  are  hungry  for  this  high-spend 
audience.  And  Diller  grabs  it  with 
programs  such  as  21  Jump  Street,  M\ 
ried . . .  With  Children,  and  The  Tra 
Ullman  Show.  The  network  is  perfec] 


THE  RATINGS  REVIVAL 


Sunday  programs 

Households  viewing 

Millions 
Mar.  '88       Jan.  '89 

MARRIED  WITH  CHILDREN 

4.5 

9.3 

AMERICA  '5  MOST  WANTED 

- 

8.6 

21  JUMP  STREET 

5.4 

6.0 

GARRY  SHANDLING 

4.0 

4.6 

TRACEY  ULLMAN 

3.0 

4.0 

DUET 

3.4 

3.2 

WEREWOLF 

4.1 

Canceled 

DATA:  NIELSEN  MEDIA  RESEARCH 


4AIRMAN  DILLER: 
A  LITTLE  HELP 
FROM  THE  WRITERS 
GUILD  STRIKE 


Big  Three  fare.  Fox  paid  about  $475,000 
for  each  episode  of  a  half-hour  sitcom, 
Mr.  President,  which  starred  George  C. 
Scott,  and  $375,000  for  each  half  hour  of 
Werewolf.  Viewers  yawned. 

Diller  quickly  changed  tactics.  He  re- 
placed the  failing  programs  with  inex- 
pensive, news-oriented  shows  developed 
by  the  seven  stations  Fox  owns.  Wash- 
ington's WTTG  came  up  with  one  of  Fox's 
biggest  hits — a  grisly  tabloid  format  for 
America's   Most    Wanted.    Each    show 


positioned  to  attract  the  young,  afflul 
urbanite:  Its  few  powerful  stati<[ 
broadcast  in  the  10  biggest  Amerif 
cities. 

Fox  also  pulls  in  advertisers  by  of 
ing  bargain  rates.  Ad  prices  are  usud 
based  on  the  number  of  viewers  that  | 
network  anticipates  its  shows  will 
tract — additional  viewers  are  a  bor 
Some  advertisers  pay  only  half  as  mJ 
on  Fox  as  they  would  on  the  Big  Th| 
to  reach  the  same  number  of  couch  p(f 
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Nowhere  But  Newark. 
Nowhere  But  The  Pierre. 


Even  in  a  city  as  remarkable  as 
New  York,  there  is  only  one 
hotel  that  reaches  beyond 
the  standards  of  every  other 
renowned  hotel — because  of 
the  way  it  completely  adapts  to 
you.  That  hotel  is  The  Pierre. 

We  anticipate  your  needs  with 
a  singlemindedness  born  of 
decades  of  tradition.  It's  a  stan- 
dard that  means  no  request  is 
too  small  or  too  large.  That's 
what  a  grand  hotel  is  all  about. 
And  it  means  your  stay  here 
will  leave  you  feeling  The  Pierre 
is  exactly  where  you  belong. 

We  invite  you  to  experience  this 
legendary  feeling  for  yourself 
at  The  Pierre.  Everything  you'd 
expect  from  a  Four  Seasons 
Hotel. 

For  information  and  reserva- 
tions call  212-838-8000, 
or  800-332-3442. 


A0VW 

NEW  YORK 


A  Four  Seasons  Hotel 

Fifth  Avenue  at  61st  Street 

New  York.  NY  10021 

212-838-8000 

Telex    127426 

one  of  cThe*]<rjdinfrtiotc!s  ofthfWorld 
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ONE  OF  FIDELITY'S  TOP  PERFORMERS 


Fidelity  Capital 
Appreciation 

Bind 
Stands  Out! 

•  Ranked  in  TOP  1%  of  all  funds  by  Lipper  * 


Fidelity  Capital  Apprecia- 
tion Fund  aggressively 
strives  for  long-term 
growth  by  investing 
primarily  in  common 
stocks  in  a  broad  range 
of  industries.  And  since 
the  fund  began  on 
11/26/86,  it  has  achieved 
an  outstanding  growth 
record,  outperforming  the  S&P  500  by  over  2  times  for  the 
same  period.  The  fund's  share  price  and  return  will  vary, 
and  you  may  have  a  gain  or  loss  when  you  sell  your  shares. 

*The  fund  is  ranked  #10  out  of  1465  mutual  funds  for  the  1  year  period  ended 
1 2/31/88  by  Lipper  Analytical  Services,  Inc.,  a  mutual  fund  performance  monitor. 
Fund  total  returns  are  historical  and  include  change  in  share  price,  reinvestment  of 
dividends  and  capital  gains,  and  the  effect  of  its  2%  sales  charge  and  1%  redemption 
fee.  Average  annual  total  returns  for  more  than  1  year  assume  a  steady  compounded 
rate  of  return  and  are  not  the  fund's  year-by-year  results,  which  varied  over  the  peri- 
ods shown.  Figures  for  the  S&P  500  (a  registered  trademark  of  Standard  &  Poor's 
Corporation)  an  unmanaged  index  of  common  stock  prices,  include  reinvestment  of 
dividends. 


Average  Annual 
Total  Return' 
as  of  12/31/88, 


+21.96% 


Life 
L  of 

Fund 


+8.99% 


UJJT+16.55%^/^33.52% 


Fidelity  Capital  Appreciation  Fund. 

For  a  free  Fact  Kn  including  more  complete  Information  on  management  fees  and 
expenses,  please  call  or « rite  for  a  free  prospectus  Read  it  carefully  before  you  invest 
or  send  money  Fideln*.  i  li  itributors  Corporation  (General  Distribution  Agent).  P.O. 
Box  660603,  Dallas,  TX  75266-0603, 


Call  toll-free  I  i  hours 

1-800-544-6666 


TDD/1-800-S-H-011H 


Fidelity 
Investments 

CODE:  bvw  caf/  022089 


toes.  Fox  doesn't  mind  being  the  K  m  J 
of  TV:  For  the  last  six  months  of  191 
the  network  generated  advertising  re\l 
nues  of  $66  million,  a  70%  hike  over  tl 
same  period  in  1987. 

Fox's  shows  provide  additional  prol 
for  the  company  through  the  TV  statioj 
it  owns.  With  free  programming  frol 
the  network,  the  stations  can  buy  fewl 
syndicated  shows.  The  stations  char! 
advertisers  premium  rates  for  time  1 
the  most-watched  network  shows.  Opl 
ating  profits  at  Fox's  stations  shoil 
grow  20%,  to  $100  million,  this  yeJ 
"Those  Fox-owned  stations  make  tl 
whole  network  operation  go,"  says  Wa 
Disney  Co.  Chairman  Michael  D.  Eisna 
'SKY'  pilots.  Down  the  road,  Diller  U 
lieves  he'll  help  the  bottom  line  by  joi 
ing  forces  in  Britain  with  Murdoch) 
newly  launched  Sky  Television — a  satJ 
lite-delivered  TV  service.  Diller  says  I 
may  give  advertisers  breaks  if  they  bJ 


To  qualify  for  the  big  league 
Fox  needs  to  program  sever 
nights  a  week.  Diller  says  th 
will  happen  by  1993 


time  on  Fox  and  Sky  Television.  He 
already  talking  to  at  least  one  ad  age 
cy,  Young  &  Rubicam  Inc. 

Still,  to  qualify  for  the  global  b 
leagues,  Fox  needs  to  program  sev 
nights  a  week.  Diller  says  that  will  ha 
pen  by  1993.  First,  he  has  to  figure  o 
how  to  break  into  Monday  prime  time 
the  fall.  The  problem:  ABC's  Mond< 
Night  Football  attracts  the  young  ma 
viewers  that  Fox  usually  lures.  Dill 
unsuccessfully  bid  $112  million  for  tl 
16  Monday  night  football  games  in  198 
and  he  probably  will  make  another  off 
next  year.  If  he  wins,  he'll  begin  airi 
games  in  1991. 

Without  football,  Diller  will  have 
come  up  with  a  strong  kickoff  of  h 
own.  He'll  need  winners  if  he's  to  pe 
suade  his  network  affiliates  to  air  Fi 
shows  instead  of  the  popular  movi 
they  now  run.  Diller  says  he  has  stro: 
contenders  among  the  25  pilots  he's  co 
sidering.  The  group  includes  a  show  co 
ceived  by  director  Francis  Coppola  and 
series  based  on  the  movie  thriller  F/X. 

Now  that  the  Fox  network  has  ove 
come  its  troubled  start,  the  dream 
catching  up  to  the  Big  Three  doesn 
seem  impossible  anymore.  These  day 
lots  of  aspiring  media  moguls  wish  th< 
were  crazy  like  Fox. 

By  Ronald  Graver  in  Los  Angeles,  wi 
David  Lieberman  in  New  York 
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"What's  the  driving  force 
behind  your  increased  output?" 


Must  he  Canons  new  • 
productivity-driven  copiers? 


When  business  talk  turns  to  productivity,  the  copier  you  choose  can 
mean  the  difference  between  an  ordinary  performance  and  one  really 
worth  talking  about. 

Introducing  the  Canon  NP  6000  series  copiers.  Two  high-performance 
copying  systems  designed  to  produce  more  work.  In  less  time. 

With  a  dependable  copy  speed  of  50  copies  per  minute.  And  features 
that  speed  you  through  any  combination  of  copy  procedures  with  the 
best  overall  time  in  their  class. 

From  automatic  feeding,  duplexing  and  image  editing  to  optional 
sorting  and  stapling,  these  copiers  deliver  all  the  mid-volume  productivity 
a  busy  office  needs.  So  you  get  maximum  output.  With  minimum  input. 

And,  you  get  a  reputation  for  reliability  that's  made  Canon  the  copier 
choice  of  more  productivity-driven  businesses. 

The  Canon  NP  6000  series  copiers.  When  it's  your  productivity  at 
stake,  anything  else  is  just  talk. 


I 


I 


NP  6650/6150 


Canon 


iWCawuSA  kv. 


For  more  information,  call  loll  free  1  800-OK  CANON.  Or  write  Canon  USA.  Inc.,  PO  Box  3900.  Peoria  IL  61614 


Compaq  introduces  the  first 
laptop  PC  to  do  all  this. 


The  new  COMPAQ  SLT/286  has  high-resolution  VGA  graphics 

Compared  to  other  laptops,  that  will  make  everything  look 

a  whole  lot  better. 


An  optional  Desktop  Expansion  Base  gives  you  two  expansion  slots. 


A  removable  keyboard  gives  you-  fi  [gers  full-size  keys, 
with  standard  spacing. 


I   ('l III  '/{(.' 

la/mm 
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The  COMPAQ  SLT/286  is  the  first  laptop  from 

the  company  that  set  the  standard  in 

portable  personal  computing. 


A  3'k"  1.44-MB  diskette 
drive  is  standard. 


If  numbers  are  your  life,  an 

optional  numeric  keypad  is  a 

simple  addition. 


iWfc 


New  battery  technology  delivers  the 
power  to  run  all  these 
components  for  over 
three  hours. 


An  optional  internal 

2400-baud  modem  is 

available. 


Weighing  in  at  14  lb.  with  a  space-saving  footprint,  the 
COMPAQ  SLT/286  gives  you  more  PC  in  less  space. 


COMPAQ'  is  a  Inui,    .   /    of Compaq  Com/  uteri       >•>     lion.  Microsoft'  MS-DOS'  and  IMS'  are  trademarks  of  Microsoft  Corporation.  MS"  OS/2  is  a  product  of  Microsoft 
ot.ition.  Product  name-    ,i     ,  I,  :,ed  herein  may  be  trademarks  and/or  registered  trademarks  of  their  respective  companies. 
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Without  this. 


Before  now,  getting  a  laptop  with  the  perform- 
ance of  a  desktop  came  with  certain  limitations. 

We  changed  that.  Introducing  the  new 
COMPAQ  SLT/286.  It's  the  first  laptop  to  give 
you  everything  you  want.  Without  compromise. 

Creating  a  high-performance  PC  this  small 
was  no  small  teat.  It  took  all  of  these  advanced 
features  to  deliver  desktop  performance  on  bat- 
tery power.  So  you  can  work 
longer.  And  do  more. 

Its  12-MHz  80C286  micro- 
processor runs  the  world's 
largest  library  of  software  20% 
faster  than  most  10-M 
80286-based  PC's,  usi 


MS-DOS"  or  Microsoft"  Operating  System/2. 

You  can  set  up  the  COMPAQ  SLT/286  to 
match  your  work  habits.  Choose  a  high-speed 
40-  or  20-MB  fixed  disk  drive.  Expand  RAM  to 
3.6  megabytes  internally.  Even  add  an  optional 
coprocessor  to  speed  number  crunching. 

Add  it  up  and  you'll  find  that  the  COMPAQ 
SLT/286  is  simply  high-performance  computing 
in  its  most  concentrated  form. 

For  a  free  brochure  and  the 
location  of  an  Authorized 
COMPAQ  Computer  Dealer, 
call  1-800-231-0900,  Operator 
73.  In  Canada,  1-800-263-5868, 
Operator  73. 


COMPAQ. 


It  simply  works  better. 


","™" 


THE  BEST  RETURN 
FOR  THE  LEAST  RISK 

OUR  MUTUAL  FUND  SCOREBOARD  CAN  HELP  YOU  PICK  A  WINNER 


Throughout  the  summer  of  1987 
money  was  pouring  into  Selected 
American  Shares  faster  than  mu- 
tual fund  manager  Donald  A.  Yacktman 
could  invest  it.  So  Yacktman,  who  pre- 
fers stocks  with  low  price-earnings  ra- 
tios and  high  dividend  yields,  let  the 
cash  build  up  to  $100  million.  He  started 
buying  on  Bloody  Monday  and  kept  on 
buying  until  he  had  spent  all  the  cash. 
The  bargain-hunting  paid  off.  The 
fund  logged  a  22%  total  return  in  1988, 
and  in  January  it  climbed  an  additional 
6.8%.  But  some  of  his  shareholders 
didn't  stick  around  to  enjoy  it.  In  1988 
investors  pulled  out  $27  million  more 
than  they  put  in — and  the  fund  suffered 
a  $1.5  million  outflow 
even  last  month. 


Indeed,  for  the  first  time  in  years,  inves- 
tors redeemed  more  equity  fund  shares 
last  year  than  they  bought.  "It's  discour- 
aging," sighs  Yacktman.  "People  always 
seem  to  be  buying  at  the  wrong  time 
and  selling  at  the  wrong  time." 

The  lesson  learned  since  the  crash  is 
simple:  Patience  is  profitable.  Those  who 
stuck  with  their  mutual  funds — and  the 
gutsy  but  savvy  folks  who  invested  in 
the  months  after  the  crash — have  been 
amply  compensated.  True,  short-term  in- 
terest rates  have  soared,  so  money-mar- 
ket funds  posted  their  highest  returns  in 
four  years.  But  equity  funds  still  turned 
in  an  average  total  return  of  13.6%. 
Plain-vanilla,  diversified  funds — exclud- 
ing international  and  single-industry 
funds — gained  nearly  15%.  In  fact,  of  15 


categories  of  stock  funds,  all  but  tvB 
chalked  up  double-digit  returns,  and  onl 
precious  metals  showed  losses  (tablJ 
And  in  January's  market  rally,  funds  dl 
livered,  on  average,  an  additional  5.3%T 
hardy  perennials.  Although  new  cas 
isn't  cascading  into  the  funds'  coffei  |Hoi 
yet,  interest  is  picking  up.  "Investor  Mm 
questions  are  more  about  investmei  ih^ 
performance  and  less  echoes  of  Octobe  ]}m 
1987,"  says  A.  Michael  Lipper,  presidei  J^ 
of  Lipper  Analytical  Services  Corp.  A  ^  as 
Nachmany,  editor  of  the  fund  industi  |  fun 
newsletter  Strategic  Insights,  think  fckjmr 
purchases  of  equity  funds  could  increas  tiess  t 
20%  to  30%  in  1989.  "Investors  usuall  in 
react  to  the  prior  year's  results."  J  perfc 

BUSINESS  WEEK  readers  can  do  moi  L; 
than  just  react.  Our  annual  Mutual  Fun 


Fund 

Avg.  total  return* 

Objective 

Risk 

DREXEL  BURNHAM 

15.6% 

Growth  /income 

Very  low 

EATON  VANCE  INCOME  FUND  BOSTON 

14.4 

Income 

Very  low 

FIDELITY  PURITAN 

14.9 

Balanced 

Very  low 

IDS  MUTUAL 

15.3 

Balanced 

Very  low 

JAPAN 

28.5 

International 

High 

LINDNER  DIVIDEND 

14.2 

Equity  /income 

Very  low 

LINDNER 

15.0 

Growth 

Very  low 

MERRILL  LYNCH  PACIFIC 

30.9 

International 

Average 

MERRILL  LYNCH  PHOENIX 

17.6 

Growth 

Very  low 

MUTUAL  BEACON 

15.2 

Growth 

Very  low 

MUTUAL  QUALIFIED 

18.8 

Growth /income 

Very  low 

MUTUAL  SHARES 

18.7 

Growth 

Very  low 

NATIONAL  TOTAL  INCOME 

15.7 

Balanced 

Very  low 

PAINEWEBBER  ATLAS 

22.7 

International 

Low 

V.    OWE  PRICE  IKTf  (HATIOHAL  STOCK 

23.0 

International 

Low 

PRli  JENTIAL-BACHE  UTILITY 

22.5 

Utilities 

Low 

PUTN  M  INTERNATIONAL  EQUITIES 

21.8 

International 

Low 

SCUP     S  INTERNATIONAL 

21.7 

International 

Average 

SELECTED  AMERICAN 

17.0 

Growth /income 

Low 

SOGEM  INTERNATIONAL 

17.3 

International 

Very  low 

STRONG  TOTAL  RETURN 

15.3 

Growth  /income 

Very  low 

TEMPLETOH  FOREIGN 

19.7 

International 

Low 

TRANSATLANTIC  GROWTH 

21.6 

International 

Average 

TRUSTEES'  COMMINGLED-INT'L  EQUITY 

25.3 

International 

Low 

VANGUARD  WORLD-INT'L  GROWTH 

24.8 

International 

Average 

WELLESLEY  INCOME 

14.4 

Income 

Very  low 

WINDSOR 

19.1 

Growth /income 

Low 

There  are  630  mutual 
funds  included  in  this 
Scoreboard,  and  only  29 
of  them  have  earned 
Businessweek's  highest 
rating  of  three  up  ar- 
rows. Of  these,  the  27 
funds  listed  here  are  ac- 
cepting investments  from 
new  shareholders;  two 
of  the  top-rated  funds 
are  not  currently  accept- 
ing investments. 
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It  over 
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■  ''•oreboard  takes  a   longer  view,   which 
I   lows  investors  to  plan  with  some  confl 

•nee  The  Scoreboard  assigns  ratings  to 

iutual  funds  that  weigh  five  years  of 

>tal  returns  against  the  amount  of  risk 

iken  to  make  those  gains  (table).  The 

aids  that  get  the  highest  marks  are 

lose   that    investors   can   stick    with 
■  ugh  the  good  times  and  bad — and 

ill    win.    In    fact,    had   you    bought 

ilv    BW's   top-rated   funds   each   year 

nee  the  ratings   began   in   1986,   you 

ould  have  outperformed  the  average 

ind  by  six  percentage  points 

.age  83). 

But  the  BW  Scoreboard  is 

tore  than  just  a  rating  ser- 
-  ice.  It  provides  a  cornucopia 
f  T  information  on  630  equity 
*  inds.  One  new  feature  this 
alt  ear  is  each  fund's  p-e  ratio. 
sC'.'s  an  average  of  the  p-e  ra- 

os  of  the  stocks  in  the  port- 

)lio,  weighted  by  the  size  of 

le  holding.  So  if  a  fund  has 

<rf  50  million  of  General  Motors, 

M  ith  a  p-e  of  6,  and  $5  million 

toff  Marion  Laboratories,  with 

sida    21   p-e,  GM  will  weigh   10 

mes  as  much  in  calculating 
trtie     fund's     p-e.     Roughly 

eaking,  the  lower  the  p-e, 

e  less  risky  the  fund. 
■■I  As  usual,  there  are  bounti- 

ll   performance   data,    sales 

larges,  and  expense  ratios  to 

elp     you     evaluate     your 

ands — and  those  you  may  be 

iterested  in — and  see  how 
Wiey  stack  up  against  the 
filjbmpetition.  We  include  toll- 
/fcf-ee  telephone  numbers  that 

lake  it  easy  to  obtain  pro- 

ectuses  and  other  informa- 

on  from  the  funds. 

isk   reckoning.    We    also 

ike   a   look   at   closed-end 

ands  (page  82).  Like  mutual 

inds,  they're  managed  pools 

f  money.  But  there's  a  key 

ifference:   The   number  of 

nares  is  fixed,  and  the  man- 

gement    companies    do    not 

all  or  redeem  them.  Instead,  the  shares 

*ade  like  stock  on  the  exchanges  or  in 

le  over-the-counter  market.  As  a  result, 

nare  prices  may  be — and  almost  always 

re — different  from  the  value  of  the  as- 

Bts  in  the  fund's  portfolio. 
fj  Can't  find  one  of  your  funds  in  the 

stings'.'  Those  with  less  than  $17  million 

l  assets  are  too  small  to  include.  That's 
^,'hy  we've  omitted  the  tiny  $5  million 
?\  .aufmann  Fund,  a  maximum-growth  ve- 

icle  that  soared  58.67    in  1988,  largely 

I  the  strength  of  two  stocks.  If  thai 

irt  of  performance  continues,  though, 
[aufmann  is  sure  to  be  listed  next  year. 
.nd  if  you're  looking  for  bond  funds, 
ou'll    have    to    wait    until    next    week, 


f 


when  BUSINESS  WEEK  surveys  496  fixed 
income  funds. 

What's  most  distinctive  about  our  Mu- 
tual Fund  Scoreboard  is  the  rating  sys- 
tem. The  ratings  are  based  on  risk-ad 
justed  returns,  which  reflect  how  much 
risk  the  manager  took  with  the  inves- 
tors' money.  That's  why  the  Wellesley 
Income  Fund,  with  a  14.4%  average  an- 
nual return  and  a  "very  low"  risk  level, 
can  earn  three  upward-pointing  ar- 
rows— the  same  as  the  Japan  Fund,  with 
nearly  double  the  return  and  a  high  level 


A  TRIO  OF  PACESETTERS 


NICHOLAS 

SCUDDER  INTERNATIONAL  FUND 


of  risk.  The  lowest  rating  category  is 
three  downward-pointing  arrows.  That's 
where  you'll  find  some  precious  metals 
funds.  In  absolute  return,  gold  funds 
were  the  best-performing  group  in 
1987— and  worst  in  1988.  They  continue 
to  underperform  in  1989. 

Our  top-rated  funds  have  staying  pow- 
er. Of  the  29  best,  22  won  three  up- 
arrows  in  1987,  11  have  been  winners 
since  1986,  and  8 — including  Fidelity  Pu- 
ritan, Mutual  Shares,  SoGen  Internation- 
al, and  Wellesley  Income — have  been  at 
the  top  since  the  Scoreboard  began  four 
years  ago.  This  year  is  the  first  time 
since  the  Scoreboard  was  started  that 
two  of  those  eight,  the  $5.8  billion  Wind- 


sor Fund  and  the  $42.r>  million  Lindner 
Fund,  are  open  to  new  inve  toi 
Just  because  a  fund  fails  to  hold 

top  rank  doesn't  mean  its  shareholder 
are  taking  a  bath.  The  seven  funds  that 
dropped  out  Of  the  three- up-arrow  tier 
from  last  year  are  down  only  one  notch. 
"If  you  own  one  of  those  funds,  tin 
no  reason  to  dump  it,"  says  Joe  Man- 
sueto,  president  of  Morningstar  Inc., 
which  assembles  the  data  for  BWl 
Scoreboard.  "As  long  as  the  same  fund 
manager  who  produced  the  three  arrows 
is  still  there,  it's  best  to  hang 
on."  If  a  fund  switched  man- 
agers during  1988,  that's  indi- 
cated by  a  special  symbol 
alongside  the  name. 
magic  year.  The  top-rated 
funds  are  a  diverse  group, 
and  that  shows  there  are 
many  ways  for  long-term  in- 
vestors to  make  money.  Four 
of  the  best  funds — Mutual 
Shares,  Mutual  Qualified  In- 
come, Mutual  Beacon,  and 
Merrill  Lynch  Phoenix — are 
out-of-the-mainstream  vehi- 
cles that  invest  in  bankrupt- 
cies, reorganizations,  liquida- 
tions, and  various  companies 
that  may  be  asset-rich  but 
earnings-starved.  Intuition 
says  they  should  be  areas  of 
great  risk,  but  all  four  funds 
are  in  the  very  lowest  risk 
category.  And  in  1988  they 
also  turned  in  some  of  the 
best  results  in  the  business. 
Merrill  Lynch  Phoenix  ran  up 
a  33%  total  return,  and  the 
other  three,  managed  by  Mi- 
chael Price,  averaged  30%.  "It 
was  one  of  those  once-in-a-de- 
cade  years  when  everything 
went  right,"  says  Price. 
Among  his  big  hits:  a  take- 
over of  Lonrho  PLC,  the 
funds'  biggest  holding,  and 
Manville  Corp.'s  emergence 
from  bankruptcy. 

Just  like  last  year.  11  of  the 
29  top  funds  are  international. 
Many  investment  advisory  services  are 
warning  U.  S.  investors  about  buying 
such  funds  now  that  the  dollar  has  been 
strengthening.  That  means  securities  de- 
nominated in  other  currencies  are  worth 
less  when  translated  back  into  dollars. 

Nicholas  Bratt,  portfolio  manager  of 
the  top-performing  Scudder  Internation- 
al Fund,  admits  that  currency  fluctua- 
tions can  affect  results  in  the  short 
term.  But  the  longer  the  investment  is 
held,  he  says,  the  smaller  the  impact 
from  currency  changes.  Periods  of  dollar 
strength  are  otfset  by  bouts  of  m 
ness,  and  over  the  years  the  currency 
impact  is  lessened.  What  really  makes 
international    funds   profitable,   says 
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THESE  FUNDS  MOVE  ON  MOOD 
—AND  THE  MOOD  IS  UPBEAT 


Investors  in  closed-end  funds  always 
have  a  lot  to  worry  about:  net  asset 
values,  share  prices,  and  the  often 
quirky  relationship  between  the  two. 
Nevertheless,  1989  is  beginning  on  an 
upbeat  note  for  this  ancient  investment 
vehicle.  Of  the  34  large  closed-end  eq- 
uity funds  tracked  by  Morningstar  Inc. 
for  which  full-year  results  are  avail- 
able, 22  outperformed  the  Standard  & 
Poor's  500-stock  index  in  1988,  and  the 
group  showed  a  nifty  6.3%  rise  this 
January. 

The  1988  Scoreboard  for  closed-end 
funds  (page  112)  is  a  sharp  contrast  to 
the  gloomy  picture 
that  emerged  in 
1987.  Closed-end 
funds  last  year 
were  helped  by  re- 
newed investor  con- 
fidence— a  factor 
that  did  not  directly 
affect  the  perfor- 
mance of  mutual 
funds,  which  sell 
and  redeem  shares 
at  a  price  based  on 
net  asset  value 
(NAV).  Closed-end 
funds  issue  stock 
only  when  the 
funds  are  created. 
Their  shares  then 
trade  in  the  stock 
market  above  or 
below  nav,  de- 
pending on  inves- 
tor moods. 
'GUN-SHY.'    As    the 


fore  jumping  into  closed-end  funds. 
Long-term  performance  has  been  spot- 
ty (table).  Most  funds  with  long-haul 
records  performed  quite  well  over  the 
10-year  span  but  miserably  over  five 
years.  "A  lot  of  fund  managers  were 
gun-shy  and  kept  substantial  portions 
of  their  funds  in  cash  during  the  bull 
market,"  Thomas  Herzfeld,  the  broker- 
age chieftain,  explains. 

Professional  investors  tend  to  buy 
closed-end  funds  only  when  they  fall  to 
a  steep  discount  and  sell  when  dis- 
counts narrow  or  funds  rise  to  a  premi- 
um.  Cleveland's   Maxus   Investment 


CLOSED-ENDS:  A  LONG-TERM  LOOK 

Average  annual  return* 

Current 

Funds 

5  years 

10  years 

discount** 

ADAMS  EXPRESS 

11.91% 

17.76% 

-10.55% 

ASA  LIMITED 

-0.49 

13.75 

-26.71 

BAKER  FENTRESS 

13.50 

20.51 

-20.43 

CENTRAL  FUND  OF  CANADA 

-1.80 

NA 

-12.89 

CENTRAL  SECURITIES 

4.97 

NA 

-19.32 

GEN.  AM.  INVESTORS 

6.37 

19.23 

-17.60 

LEHMAN 

6.12 

18.33 

-16.67 

NIAGARA  SHARES 

3.54 

16.52 

-18.27 

PETROLEUM  &  RESOURCES 

7.53 

12.70 

-11.84 

SOURCE  CAPITAL 

13.38 

20.36 

-1.94 

TRI-CONTINENTAL 

9.30 

16.94 

-15.13 

OPEN-END  FUND  AVERAGE 

10.34 

15.11 

*Based  on  share  price;  plus  reinvested  dividends  and  capital  gains 
**Difference  between  market  price  and  net  asset  value 
NA  —  Not  applicable 
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market  gained  ground  last  year,  aver- 
age fund  discounts  dropped  to  13% 
from  16.6%  at  the  beginning  of  1988. 
The  result  was  that  fund  performance 
was  enhanced,  particularly  for  those 
run  by  prominent  investors  such  as 
Martin  Zweig,  Mario  Gabelli,  and 
Charles  Royce.  Although  average 
NAVs  rose  a  mere  11.3%,  declining  dis- 
counts meant  that  closed-end  funds 
gained  a  respectable  16%  on  the  basis 
of  share  price,  according  to  Thomas  J. 
Herzfeld  Advisors,  a  Florida  brokerage 
specializing  in  elosed-enders.  Indeed, 
when  NAVs  alone  are  tracked,  a  mere 
dozen  of  the  34  Morningstar-tracked 
funds  beat  the  market. 

If  money  managers  saw  their  track 
records  enhanced  b  the  market  last 
year,  it  hasn't  alway.  been  so — some- 
thing that  investors  should  consider  be- 


Group  buys  funds  for  client  accounts 
when  their  discounts  drop  beneath  the 
average  for  the  preceding  six  months. 

Such  strategies  automatically  ex- 
clude hot — and  possibly  overheated — 
properties  such  as  the  Korea  and  Thai 
funds,  which  ended  the  year  with  pre- 
miums of  62.7%  and  31.8%,  respective- 
ly. Pros  also  keep  an  eye  open  for 
funds  that  are  takeover  candidates  or 
likely  to  be  converted  to  ordinary  open- 
end  mutual  funds,  which  causes  shares 
to  rise  to  nav  if  they  are  selling  at  a 
discount.  However,  in  1988,  just  two 
funds — the  Progressive  Income  Equity 
Fund  and  Equity  Guard  Stock  Fund — 
converted  to  open-end  status. 

Of  course,  fund  investors  who  want 
to  avoid  gray  hairs  can  always  buy 
open-end  funds  in  the  first  place. 

By  Gary  Weiss  in  New  York 


Bratt,  is  the  opportunity  to  invest 
economies  with  faster  real  growth  tha 
the  U.  S.'s.  "Faster  growth  means  bette 
corporate  profits,  and  that's  what  drive 
stock  prices,"  he  says.  In  addition,  hoi 
ing  some  international  funds  adds  dive 
sity  to  an  investor's  portfolio. 

Most  of  the  top  performers  take  a  de 
cidedly  conservative  approach  to  invesl 
ing.  Of  those  29,  16  are  in  the  very  low 
risk  category,  and  8  more  are  low.  On 
reason:  Many  of  the  funds  buy  stock 
for  dividends  as  well  as  for  capital  af 
preciation.  That's  no  small  part  of  thei 
success.  Over  six  decades,  notes  Selecl 
ed  American's  Yacktman,  equities  hav 
returned  about  10%  a  year — half  o 
which  is  generated  by  dividends.  So 
fund  with  dividend-paying  stocks  has 
big  headstart  over  one  that  relies  solel 
on  capital  appreciation.  Dividends  ar 
fairly  dependable  and  often  cushio 
stocks  in  bear  markets.  Capital  gain 
can  be  far  more  rewarding  than  div 
dends,  especially  in  a  bull  market.  Bu 
no  one  can  predict  when  the  investor  wi 
be  able  to  reap  those  profits. 

In  general,  equity  funds  that  emphi 
size  income  profited  handsomely  in  198? 
The  equity/income  funds,  which  stres 
high-yield  stocks,  were  up  a  snapp 
16.3%.  Growth/income  funds,  which  giv 
dividends  and  capital  appreciation  equs 
footing,  earned  14.5%.  Both  groups  o 
funds,  notes  fund  watcher  Lipper,  n 
couped  from  the  crash  and  are  no 
nearing  their  1987  highs.  These  strai 
laced  funds  never  soared  with  the  higl 
fliers,  but  they  didn't  fall  as  far,  eithe 
And  in  last  year's  nervous  market,  the 
conservative  investment  style  worke 
swimmingly. 

Let's  look  at  a  top-rated  fund.  Turn  t 
the  tables  (page  84).  Find  Fidelity  Pur 
tan  Fund  on  page  92,  about  halfwa 
down  the  page.  You'll  see  that  at  yeai 
end  it  had  $4.3  billion  in  assets,  an  8' 
gain  from  the  previous  year.  Asset 
grow  both  through  appreciation  in  th 
portfolio  and  new  shareholder  inves 
ment.  Now  skip  four  columns  to  th 
right,  and  you'll  see  the  fund  had  a 
18.9%  total  return  last  year.  So  you  ca 
surmise  that  investors  were  withdraw 
ing  money  from  the  fund  in  1988. 
performance  picks.  Go  back  three  co 
umns,  and  you'll  see  a  2%  sales  charg 
or  "load,"  and  a  0.72%  expense  rati< 
Don't  confuse  the  two.  There  are  loa 
and  no-load  funds,  but  that  has  to  d 
with  the  way  funds  are  sold.  All  fund 
have  expenses  that  are  paid  out  of  th 
fund's  income.  In  this  case  the  expens 
ratio  is  low — only  72$  out  of  every  $10< 
The  larger  the  fund,  the  smaller  the  e) 
pense  ratio  should  be,  as  fixed  costs  ar 
spread  over  more  assets. 

Moving  to  the  right,  the  next  colum 
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COVER  STC 


TRODUCING 


THE 


sfial 


like 


REMIER 


CUP 


^     m  — m 


SURGEON  GENERAL'S  WARNING:  Quitting  Smoking 
Now  Greatly  Reduces  Serious  Risks  to  Your  Health. 


An  Exciting  New  Chapter  In 
The  Senior  PGA  TOUR  Begins. 

Experience.  It's  what's  made  golf's  all-time  greats 
great.  And  now  their  reward  for  a  tradition  of  excel- 
lence is  the  richest  Tour  ever!  The  new  Sl4,000,000 
Premier  Cup  Senior  PGA  TOUR  reflects  the  revolu- 
tionary excitement  of  the  new  Premier  Brand,  and  it's 
everything  the  previous  Vantage  Cup  was  and  more! 

R.J.  Reynolds  Tobacco  Company  is  proud  to  sponsor 
the  new  Premier  Cup.  Not  only  because  it  signals  a 
richer,  renewed  commitment  to  the  Tour  and  its 
players,  but  also  because  it  rewards  the  spirit  that 
drives  the  best  in  all  of  us 
toward  excellence. 


{•    TtmQmn*S 


THl 

PREMIER 


e  Qttnm  Snug 


PREMIER    PREMIER 


. 


1989  PREMIER  CUP  SENIOR  PGA  TOUR  SCHEDULE* 


THE 

PREMIER 


JAN  5-8 
FEB  17-19 
FEB  24-26 
MAR  2-5 
MAR  31-APR  2 
APR  13-16 
APR  20-23 
MAY  3-7 
MAY  12-14 
MAY  26-28 
JUN  2-4 
JUN  8-11 
JUN  16-18 
JUN  23-25 
JUL  7-9 
JUL  14-16 
JUL  21-23 
AUG  4-6 
AUG  11-13 
AUG  18-20 
AUG  25-27 

SEP  1-3 
SEP  8-10 
SEP  28-OCT 
OCT  5-8 
OCT  13-15 
OCT  20-22 
NOV  3-5 
NOV  10-12 
DEC  1-3 
DEC  7-9 


MONY  Senior  Tournament  of  Champions 

GTE  Suncoast  Classic 

Aetna  Challenge 

Vintage  Chrysler  Invitational 

Murata  Senior  Reunion 

The  Tradition  at  Desert  Mountain 

Chrysler  Cup 

Premier  at  The  Dominion 

Bell  Atlantic  St.  Christopher's  Classic 

Southwestern  Bell  Classic 

Doug  Sanders  Kingwood  Celebrity  Classic 

Mazda  Senior  TPC 

Northville  Invitational 

MONY  Syracuse  Seniors  Classic 

Digital  Seniors  Classic 

Greater  Grand  Rapids 

Ameritech  Senior  Open 

Showdown  Classic 

Rancho  Murieta  Senior  Gold  Rush 

GTE  Northwest  Classic 

Sunwest  Bank/Charley  Pride  Senior 

Golf  Classic 

Premier  Presents  The  Bank  One  Classic 

GTE  North  Classic 

Pepsi  Senior  Challenge 

Premier  Championship 

Gatlin  Brothers  Southwest  Golf  Classic 

TransAmerica  Golf  Championship 

Fairfield  Barnett  Classic 

General  Tire  Classic 

GTE  Classic 

GTE  Kaanapali  Classic 

•Tentative  Schedule 


over 


GROWTH/INCOME 
GROWTH 
INCOME 
HEALTH  CARE 


ils  the   fund's  objec- 

«•  (Definitions  of  the 

jectives    are    on    the 

of  page  84.)  Fi 

lity  Puritan  is  a  "bal- 

IOtd"  fund,  one  that 
rtste  in  both  stocks 
d  bonds  and  main- 
ins  some  minimal 
lount  of  each. 
With  those  basics  out 

the  way,  you  move 

to  the  hot  stuff — 
•rformance.  Again, 
e  total  return  in  1988 
9  ,  which  beat 
e  all-funds  average 
id  the  Standard  & 
'iK)-stock  index, 
•me  7.17'  was  yield, 
id  out  as  an  income 
Rribution.  Capital  ap- 
eciation  provided  the 
^t  of  the  return.  And 
e  fund  was  up  4.9  in 
nuary,  1989. 
Now,  cross  over  to 
,ge  93.  There's  the  5- 
ar  and  10-year  aver- 
e  annual  total  return, 
lat's  followed  by  the 
■end  column,  which 
.ts  long-term  results  in  perspectiv 
tch  Trend  box  represents  a  2 '/2 -year 
riod.  The  more  the  box  is  filled,  the 
?her  the  fund's  relative  performance 
at  period. 

The  next  few  columns,  under  the 
ading  Portfolio  Data,  give  you  some 
Ition  of  how  the  funds  invest  your 
oney.  Fidelity  Puritan's  Turnover,  a 
easure  of  how  frequently  the  mix  of 


DOUBLE-DIGIT  RETURNS  FOR  MOST  GROUPS 


Total  return 

Group 

1988 

1 984-88 • 

Best- performing  fund  in  1988 

SPECIALTY 

+  20.3% 

NA 

Fidelity  Select  Food  &  Agriculture 

FINANCIAL  SERVICES 

19.4 

,  13  1 

Freedom  Regional  Bank 

UTILITIES 

18.2 

16.4 

Fidelity  Select  Telecommunications 

SMALL  COMPANY 

17.8 

6.9 

Columbia  Special 

EQUITY /INCOME 

16.3 

12.8 

T.  Rowe  Price  Equity  Income 

INTERNATIONAL 

16.0 

19.7 

Merrill  Lynch  Pacific 

OPTION/INCOME 

15.8 

9.3 

Putnam  Option  Income 

MAXIMUM  GROWTH 

15.5 

4.4 

Integrated  Equity  Aggressive  Growth 

14.5  12.2  Mutual  Qualified 

14.1  10.2  Pasodena  Growth 

12.8  11.1  Colonial  Diversified  Income 

11.9  12.2  Vanguard  Specialized  Health  Care 


BALANCED 

11.2 

12.6 

Delaware  Group  Delaware 

NATURAL  RESOURCES 

11.2 

9.3 

Vanguard  Specialized  Energy 

TECHNOLOGY 

5.0 

4.6 

National  Aviation  &  Technology 

PRECIOUS  METALS 

-15.2 

-0.9 

Oppenheimer  Gold  &  Specialty  Minerals 

DIVERSIFIED  FUNDS 
ALL  EQUITY  FUNDS 

SAP  500 


NA=  Not  applicable 
*Annual  average 
**lnvesting  in  U.  S.  markets 

DATA:  MORNINGSTAR  INC. 


securities  changes,  is  average.  The  next 
item,  %  Cash,  shows  6%,  which  means 
the  fund  had  about  6%  of  its  assets  in 
cash  or  equivalents  at  yearend.  Most 
funds  keep  57  to  107  cash  on  hand,  so 
anything  much  larger  may  indicate  that 
the  portfolio  manager  is  cautious  about 
the  outlook  for  stocks.  Then  comes  the 


!  ratio,   !  1.5,  whil 
well   below  the   flllK 

erage  of  ill.  Thai 

due  the  fund  invests  in 

low  |- 

Holding    U'lls    you    that 

29!  of  the  fund 

is  in  Citicorp. 
penalties.  The  next 
column  shows  that  Fi- 
delity Puritan  has  very 
low  risk.  You  may  have 
already  guessed  that, 
but  this  assessment  is 
the  result  of  a  long  cal- 
culation. The  measure- 
ment is  based  on  the 
number  of  months  in 
the  five-year  rating  pe- 
riod that  the  fund's  re- 
turn dropped  below  the 
rate  of  return  on  U.  S. 
Treasury  bills.  A  fund 
isn't  penalized  for  being 
volatile  on  the  upside, 
but  it  suffers  if  it  has 
too  many  downside 
swings.  A  balanced 
fund  should  almost  al- 
ways have  a  low  risk 
rating.  That's  because 
the  coupon  income  from 
bonds  and  dividend  payments  from 

stocks    offset   some    of   the    swings    in 

stock  and  bond  prices. 
Most  investors  dream  of  earning  high 

returns  with  low  risk.  For  the  majority. 

the  dream  never  comes  true.  But  the 

BUSINESS  WEEK  Mutual  Fund  Scoreboard 

may  help  you  turn  that  often  elusive 

goal  into  reality. 

By  Jeffrey  M.  Laderman  in  Sew  York 


tuppose  you  invested  $10,000  in 
mutual  funds  at  the  beginning  of 
1986.  If  your  picks  matched  the 
ulustry  average,  you'd  have  a  profit 
f  $3,406  today. 

(Instead,  suppose  that  you  had  stud- 
id  BUSINESS  WEEK'S  annual  Mutual 
und  Scoreboards  and 
livided  your  money 
egularly  among  those 
unds  that  earned  our 
tighest  rating.  You 
vould  then  have  prof- 
is  of  $4,038  beating 
he  average  fund  by 

;600.    Staying    away 
rom    the    funds    that 

tamed  our  lowest  rat 

nga  was  another  wise 

neve.   Thej    earned 


BW'S  FUND  PICKS  HAVE  REALLY  PAID  OFF 


BEATING  THE  AVERAGES 

Group  Three-year  total  return* 

♦  ♦  ♦  Funds  40.38% 

♦  ♦  Funds  40.17 

♦  Funds  36.86 

AVERAGE  OF  RATE&  FUNDS  34.06 


▼  Funds 

♦  ♦  Funds 

♦  ♦  ♦  Funds 


$1,465   less   than   the   average    fund. 
These  are  impressive  statistics — and 
they  may  not  be  a  fluke.  The  accompa- 
nying table  ranks  the  three-year  per- 
formance of  BW's  rating  groups,  ad- 
justed for  annual  changes.  The  results 
^-»-^r.^-      track    our    predic- 
tions   almost    per- 
fectly: The  higher  a 
fund's   rating,  the 
better  it  performed; 
the  lower  the  rating, 
the  poorer  the  perfor- 
mance. This  record  is 
all  the  more  remark- 
able because  it  rovers 
unusually    turbulent 
times — the  heady  bull 
market     of     1986    and 

1987,  the  crash  of 


32  33 
26.62 
1941 


•Jon  I  I98S.  ioD*c  31.  1988.  cmum 
inq  annual  change*  in  each  group  to  reflect 
current  ratings 

DATA  MORNINGSTAR  INC 


tober,  1987,  and  the  year  that  followed. 

Why  have  the  BW  ratings  been  so 
accurate?  Probably  because  they  are 
based  on  a  powerful  concept:  We  don't 
simply  look  for  funds  that  have  scored 
big  gains  in  the  past  and  assume  they 
will  do  well  in  the  future.  Instead,  we 
use  statistical  techniques  to  measure 
the  risk  level  a  fund  assumes  relative 
to  the  profits  it  earns.  We  reward  con- 
sistency and  penalize  volatility.  Under 
BW's  system,  avoiding  losses  is  as  im- 
portant as  racking  up  gains. 

Ours  are  difficult  standards — and 
the  funds  we  highlight  are  rarely  those 
that  make  headlines  for  short-term  per- 
formance. For  investors  with  a  broader 
horizon,  however,  the  BW  ratings  have 
been  a  remarkably  effective  way  of  us- 
ing the  past  to  predict  the  future. 
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FUND 

RATING 

SIZE 

ASSETS 

$MIL 

%  CHG. 
1987-88 

FEES 

SALES 
CHARGE  (% 

EXPENSE 
)      RATIO  (%) 

OBJECTIVE 

CURRENT  RESULTS 

tw 

1988 

JA!> 
TOTA 

TOTAL  RET.  (%) 

YIELD 

AAL  CAPITAL  GROWTH 

34.8 

111 

4.75 

1.50f 

Growth 

12.5 

2.3 

AARP  CAPITAL  GROWTH 

89.5 

8 

No  load 

1.23 

Growth 

27.3 

1.6 

1 

AARP  GROWTH  &IHCOME 

208.9 

-19 

No  load 

1.06 

Growth/income 

10.9 

4.9 

. 

ABTEMERGIHG  GROWTH 

o 

o 

19.6 

-24 

4.75 

2.02f 

Small  company 

13.0 

0.0 

■ 

ABT  GROWTH  &IHCOME 

AVG 

102.4 

-1 

4.75 

1.40T 

Growth/income 

19.2 

2.8 

ABT  UTILITY  INCOME  A 

AVG 

112.2 

-2 

4.75 

1.38f 

Utilities 

15.6 

7.1 

ACORN  (a)  X 

♦ 

♦ 

562.7 

35 

2.00* 

0.81 

Small  company 

24.7 

2.1 

i 

ADDISON  CAPITAL 

24.1 

3 

3.00 

2.24f 

Growth/income 

13.3 

0.7 

; 

ADTEK 

19.2 

-33 

No  load 

1.73 

Growth 

1.9 

3.9 

ADVANTAGE  GROWTH 

25.4 

-8 

4.00**        2.31 1 

Growth 

16.7 

1.4 

I     in.  sol 

ADVANTAGE  INCOME 

57.5 

-2 

4.00**        2.04| 

Income 

13.4 

6.2 

3 

ta,noi 

AFFILIATED  ± 

AVG 

3267.0 

1 

7.25 

0.43 

Growth/income 

12.6 

5.0 

c 

AIM  CHARTER  (b)  A 

^> 

63.2 

-29 

4.75 

1.34f 

Growth/income 

4.0 

3.6 

7 

AIM  CONSTELLATION  (c)  JL 

o 

o 

74.9 

4 

4.75 

1.30f 

Maximum  growth 

16.3 

0.0 

7 

AIM  SUMMIT  INVESTORS  A 

V 

165.0 

63 

8.50 

0.98 

Growth 

17.7 

2.1 

7 

AIM  WEINGARTEN  (d)  -L 

AVG 

291.0 

2 

4.75 

l.lOf 

Growth 

11.3 

1.2 

7 

1 

ALLIANCE  BALANCED 

♦ 

♦ 

114.3 

6 

5.50 

1.42f 

Balanced 

16.5 

3.6 

7 

1 

ALLIANCE  COUNTERPOINT 

44.4 

5 

5.50 

1.76f 

Growth 

19.9 

1.7 

7 

Moot 

ALLIANCE  DIVIDEND 

♦ 

327.2 

4 

5.50 

1.02| 

Growth/income 

16.8 

2.7 

6 

1 

ALLIANCE  A 

o 

760.6 

41 

5.50 

0.83t 

Growth 

17.1 

1.3 

7 

' 

ALLIANCE  GLOBAL  CANADIAN 

AVG 

27.2 

19 

5.50 

2.00t 

International 

31.0 

0.5 

14 

l 

ALLIANCE  INTERNATIONAL 

♦ 

* 

135.0 

6 

5.50 

1.45t 

International 

32.7 

0.7 

3 

ALLIANCE  TECHNOLOGY 

o 

O    O           169.9 

27 

5.50 

1.42f 

Technology 

0.6 

0.0 

2. 

AMA  CLASSIC  GROWTH  A 

AVG 

33.9 

12 

No  load 

1.67t 

Growth 

10.7 

2.3 

5. 

l 

AMA  GLOBAL  GROWTH 

106.5 

-2 

No  load 

1.58t 

International 

17.5 

2.6 

6. 

'kid,  no 

AMCAP 

AVG 

1642.5 

2 

5.75 

0.63| 

Growth 

8.9 

2.8 

7. 

AMERICAN  BALANCED 

# 

♦ 

218.1 

13 

5.75 

0.67f 

Balanced 

12.9 

5.8 

4. 

AMERICAN  CAPITAL  COMSTOCK  A 

o 

839.8 

12 

8.50 

0.71 

Growth 

14.8 

2.8 

7 

AMERICAN  CAPITAL  ENTERPRISE  A 

o 

o 

505.0 

18 

8.50 

0.73 

Growth 

12.1 

0.0 

8 

AMERICAN  CAPITAL  OTC 

o 

O    O            38.9 

-14 

8.50 

1.31 

Small  company 

6.6 

0.0 

7 

*  Includes  redemption  fee.    **  Includes  deferred  sales  charge. 

t   12(b)-!  plon  in  effect.    } 

Not  currently  accepting  new  accounts  or  deposits.    NA  =   Not  available     NM  —  Not  meaningful. 

(a)  Redemption  fee  applies  within  60  days  of  purchase,    (b)  Formerly 

Charter,    (c)  Formerly  Constellation  Growth,    (d)  Formerly  Weingarten  Equity. 

HOW  TO  USE  THE  TABLES 

MANAGEMENT  CHANGES 

purposes,  performance  is  reduced 

by  th 

« ret 

Symbols   after   some   fund   names   are   a 

amount   of   these   charges 

When   loac 

BUSINESS  WEEK  RATING 

useful  aid 

in  assessing  performance. 

are  levied  or 

withdrawals, 

they  can  tak 

iximun 

Ratings  are  based  on  five-year 

risk 

-ad- 

A.  indicates  that  the  fund's  current  man- 

two   forms. 

Deferred    charges    decreas 

ids.  c 

justed  performance,  relative  to 

the 

5&P 

ager  has 

held  that 

job  for   10 

years. 

over   time,    usually   ending 

after 

share 

th  in.« 

500.   Performance  is  calculated 

by 

>ub- 

A  indicates   that  f 

jnd   management   has 

have  been  owned  five  years.  Redemptio 

K  to 

tracting   a  fund's   risk-of-loss  factor 

[see 

changed  since  Dec 

.  31,   1987 

fees  arise  when  investors 

sell  shares. 

A  cur 

RISK)  from   historic   total   return. 

Ratings 

S&P  500  COMPARISON 

EXPENSE  RATIO 

Kimiz 

are  based  on  a  normal  statistical  d' 

stri- 

Here  are  total  retu 

rn  figures  for  the  S&P 

Expenses  for 

1988  as  a 

Dercentage  c 

tesbi 

bution  and  awarded  as  follows 

500  for  the  four 

lime   period 

s  that  ap- 

average  net 

assets.  This  ratio  measure 

%c 

pear  in  th 

e  tables: 

how    much 

shareholders 

pay    fc 

»r    fun 

»rnn 

#  #  #     Superior  performance 

January, 

1989 

+  7.4% 

management 

.   Footnotes  in 

dicate 

that 

Jfoo. 

w  'W           Very  good  performance 

1988 

- 

+  16.5% 

fund  has  a 

12(b)-!   plan. 

fhese  allocat 

ost  c 

**■   »             Above-average  perf 

ormance 

Five-yeat 
Ten-year 

average 
average 

(1984-88) 
(1979-88) 

+  15.2% 
+  16.2% 

shareholder  money  for  distribution  cost: 
OBJECTIVE 

fund' 

AVG              Average  performance 

Many    funds 

specialize    in    one 

secto 

invest 

>                 Below-average  performai 

ice 

SALES  CHARGE 

which  is  indicated  in  this  column. 

Othei 

iinij 

'-■}  Q           Poor  performance 

The    cost 

of    buyin 

g   a   fund, 

commonly 

wise,  funds  < 

are  grouped  i 

ito  categorie 

»in 

called  the 

"load." 

Most  funds 

take  loads 

according   to 

their  investment  objective 

fy  ■ 

O  {}  <J     Very  poor  performance 

out  of  initial  investments,  and  for  rating 

as  follows.  Balanced:  Attempts  to  max 

.: 
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9IC  RESULTS 

TREND 

BW  10- YEAR 
ANALYSIS 

PORTFO 

TURNOVER 

MO  DATA 

RISK 

TELEPHONE 

-    IN'l  TOTAL  RET.  (%) 

%  CASH 

P/E 
RATIO 

■ 

(800) 

INSTATE                     | 

i    RS         10  YEARS 

COMPANY 

ASSET 

1     1     1     1     1 

Very  low 
Average 
Average 

5 

15 

7 

13.2 
16.1 
14.5 

IBM 

Tele-Communications 

Bristol-Myers 

4 
4 

3 

553-6319 
253-2277 
253-2277 

Wl    414  734-7633 
MA    617  482-6169 
MA    617  482-6169 

fund,  not  rated 

1   II   M 

fund,  not  rated 

II   1   U 

1 

LULI 

Average 

1 

18.0 

Lands'  End 

17 

Very  high 

441  6580 

FL    407  655-7255 

1 

16.1 

■  1  ■ 

Average 

15 

12.0 

Ford  Motor 

2 

Average 

441-6580 

FL    407  655-7255 

8.1 

i  — 

Average 

5 

10.9 

Philadelphia  Electric 

4 

Low 

441-6580 

FL   407  655-7255 

< 

18.8 
fund,  not  rated 
fund,  not  rated 

WLJkM 

Low 
Average 
Very  high 

3 

0 

46 

16.9 
11.4 
16.8 

Rouse 

IBM 

CBS 

4 
2 
2 

Low 

526-6897 

IL   312  621-0630 
PA   215  665-6055 
Wl    414  257-1842 

Mill 

1 

1  1  1  U 

j 

fund,  not  rated 

1  1  1  U 

Average 

13 

12.7 

Alexander  &  Baldwin 

2 

243-8115 

MA    617  742-9858 

3 

fund,  not  rated 

II  1  u 

Low 

2 

11.5 

Freeport-McMoRan  Res 

.    2 

243-8115 

MA    617  742-9858 

1 

17.0 
15.6 
19.9 

UiM 

Low 
High 
High 
Low 

9 
5 
3 
2 

11.7 
12.0 
13.9 
13.2 

IBM 

IBM 

MCI  Communications 

General  Electric 

5 
5 
3 
4 

Average 

Average 

Very  high 

High 

874-3733 
231-0803 
231-0803 
231-0803 

NY    212  848-1800 
TX    713  626-1919 
TX    713  626-1919 
TX    713  626-1919 

' 

u^^i^i 

' 

Mill 

1    1    LJ     1 

' 

21.8 

■u 

Average 

5 

13.6 

Wal-Mart  Stores 

4 

High 

231-0803 

TX    713  626-1919 

14.9 
fund,  not  rated 
15.6 
13.5 

L^H 

High 

Low 
Very  low 
Average 

1 
0 
2 
0 

12.3 
14.2 
12.3 
15.4 

Dataproducts 
Alexander  &  Baldwin 
IBM 
Tele-Communications 

5 

4 
7 
3 

Low 

Low 
High 

227-4618 
227-4618 
227-4618 
227-4618 

NJ    201  319-4000 
NJ    201  319-4000 
NJ    201  319-4000 
NJ    201  319-4000 

1MB 

: 

' 

\  4  ^nimi 

14 

13.2 

Ujji 

Average 

4 

11.6 

Holland  America  Lines 

9 

Average 

227-4618 

NJ    201  319-4000 

1 

10.5 
fund,  not  rated 

U_^ 

High 

High 

Average 

Very  low 

1 

9 

21 

13 

N/A 
20.3 
12.7 
12.3 

Holland  America  Lines 
Autodesk 
Schlumberger 
American  Express 

5 
9 
2 
2 

Average 
Very  high 
Average 

227-4618 
227-4618 
262-3863 
262-3863 

NJ    201  319-4000 
NJ    201  319-4000 
PA    215  825-0400 
PA   215  825-0400 

: 

LULU 

! 

n  y  i 

■ 

i  i  i  i  i 

• 

18.3 

14.1 

m±M 

Very  low 
Low 

13 

14 

16.0 
11.9 

Merck 
IBM 

6 
3 

Average 
Very  low 

i      421-9900 
421-9900 

CA    714  671-7000 
CA    714  671-7000 

* 

_jM#ji 

1 

18.9 
17.3 

■L_» 

Average 
Average 
Average 

16 

11 

5 

11.4 
15.1 
19.1 

K  mart 

Tele-Communications 
A&W  Brands 

2 
3 
4 

Average 

High 
Very  high 

421-5666 
421-5666 
421-5666 

TX    713  993-0500 
TX    713  993-0500 
TX    713  993-0500 

i 

M    bd    1 

■ 

II    1    1   1 

DATA:  MORNIIMGSTAR  INC. 

id 

ie   return   by   buying   both 

stocks  and 

1979,    to 

Dec. 

31,    1988.    Boxes    read 

ratio    of 

stocks    in    a 

fund's    portfolio, 

<d 

nds.   Equity/income:   Aims 

to   achieve 

from   left 

to  right,  and   the   level  of 

red 

based  on 

trailing   12-month  earnings. 

\i 

iximum    income    by    buying 

high-yield 

indicates 

performance  relative  to  all 

oth- 

RISK 

a 

•cks.  Growth: 

5eeks  long-term  growth, 

er   funds 

during 

the    period:  II  for 

the 

The  potential  for  losing 

money  in  a  fund, 

■r. 

fh  income  secondary.  Grow 

th/income: 

top  quartile;  B  for  the  second  quartile; 

or    risk-of-loss    factor. 

To    derive    each 

■'Si 

es    to    combine    capital    a 

ppreciation 

U  for  th 

e  third 

quartile;  and  L_  for  the 

fund's  level  of  risk,  the 

monthly  Treasury 

d    current    income.    Income 

Tries    to 

bottom  q 

uartile. 

An  empty  box  indicates 

bill  return 

is  subtracted  from  the  monthly 

iximize  current 

income  and 

may  some- 

no  rating 

for  th 

at  time  period. 

total  return  for  each  fur 

d  for  ecch  of  the 

-0 

tes  buy  fixed- 

ncome  secur 

ties.  Maxi- 

TURNOVER 

60  month 

s  in  the  ratine 

period.  When  a 

<m  growth:  Tak 

es  larger  risk 

s;  may  bor- 

Trading  activity 

the  lesser  of  purchases 

fund  has 

not  performec 

as  well  as  Trea- 

v  money,  sell 

short,  and  b 

uy  options. 

or  sales  divided 

by  average  monthly 

as- 

sury bills, 

this  monthly 

■esult  is  negative. 

ition/income: 

Authorized 

to     try     to 

sets.    High   turnover  can   raise   expen 

ses, 

The    sum 

of    these    negative    numbers    is 

jl 

ost  current  income  by  selling  options. 

which  may  penalize  shareholders. 

then  divided  by  the  number  of  months  in 

lit! 

•TAL  RETURN 

%  CASH 

the  period.  The  result  is 

a  negative  num- 

fund's  net  gain  to  investors,  including 

The   port 

on  of 

a  fund's  assets  not 

cur- 

ber,   and 

the  greater  its  magnitude,   the 

nvestment    of 

dividends    and    capital 

/ently    in 

zested 

in    stocks    or    bonds 

A 

higher   a 

shareholder's 

risk  of   loss.   This 

ins  at  month-end  prices. 

negative 

figure 

:an  occur  as  a  result  < 

sf  a 

number  i< 

the  basis  for 

BW  ratings  and 

END 

pending 

capital 

gains  distribution. 

the  RISK 

column.  The  d 

jsignations  in  this 

,Jfund's  relative 

performance 

during  the 

PRICE/EARNINGS  RATIO 

column  are  assigned  according  to  a  nor- 

|jr    30-month 

periods     from     Jan.      1, 

The    average, 

weighted    price/earn 

ngs 

mal   statistical  distribution. 

NO  SCOREBOARD 
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A  Better  Image 

Can  Do  Wonders  For 
Customer  Service. 

And  That's  No  Idle  Clab 


g^HWB 

9£H  ^fl      H 

HESH        **  Kbiii^H 

51 1      i 

s9 

JHH 

r^r? 'j  a  fender  bender  on 
a  freeway.  The  adjuster  comes  out 
and  lakes  a  picture  of  the  damage. 
And  signs  off  on  an  adjustment. 


The  handwritten  document 

and  the  photo  -  the  images  - 

both  go  back  to  the  home  office 

via  electronic  mail. 


Touch  a  button  and  you  have  a 

data  window,  a  text  window,  an 

image  window  right  in  front 

of  you.  Presto! 


A  guy  in  the  field  wants  to  vei 

the  estimate.  Click! 

The  adjuster's  handwritten  rep 

the  estimate,  and  the  photo  a 

right  there  on  the  screen 


A  dual  Wang  computer  screens  shown  here. 


■to 


Integrated  Imaging 


I  !«•  enfire  claim  processed  in  half 

the  time.  That's  Integrated 

Imaging  and  Wang  has  it! 


Claims  processing. 

Until  now,  it's  been  pretty  much  a  hit  or  miss 
affair.  Waiting  for  documents,  verifying  estimates. 
Signing  off  adjustments. 

But  with  Wang's  Integrated  Image  System,  you 
can  process  an  accident 
claim  in  a  fraction  of  the  time. 

WHS  gives  your  people  immediate  access  to  the 
information  they  need,  where  and  when  they  need  it. 
In  the  office  or  in  the  field . 

With  the  press  of  a  button  up  comes  an  image 
window,  text  window,  data  window.  Simultaneously. 
And  it's  integrated  information.  With  your  FAX 
machine.  Your  electronic  mail.  Your  company's 
computer  system. 

Wang's  Integrated  Image  System. 

What  it  can  do  for  your  image  it  can  do  for  your 
customer  service. 

And  that's  no  accident. 


WANG 


Makes  It  Work 

For  more  information, contact  jiqui  local  ^'mt  Sain  Office. 
OrwriteVangLaboratories.Attn:  lnnuir\  Servire.M  S  014-03C,  One  industrial  Avenue.  Lowell.  MA  W*ngLaboratories,lnc 
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FUND 

RATING 

SIZE 

ASSETS 

SMIL. 

%  CHG. 
1987-88 

FEES 

SALES 
CHARGE  (%) 

EXPENSE 
RATIO  (%) 

OBJECTIVE 

CURRENT  RESULTS 

1988 

j> 

TOTAL  RET.  (%) 

YIELD       TOT 

AMERICAN  CAPITAL  PACE  A 

o 

2273.6 

1 

8.50 

0.66 

Growth 

12.1 

2.6 

AMERICAN  CAPITAL  VENTURE 

o 

o 

198.2 

3 

8.50 

0.90 

Maximum  growth 

3.7 

2.7 

AMERICAN  GROWTH  X 

o 

62.2 

-4 

8.50 

1.29 

Growth 

8.4 

5.2 

AMERICAN  INVESTORS  GROWTH  X 

o 

o  o 

56.0 

5 

No  load 

1.76| 

Growth 

18.5 

0.9 

AMERICAN  LEADERS  X 

♦ 

♦ 

148.9 

-7 

4.50 

0.76f 

Growth/income 

12.1 

3.5 

AMERICAN  MUTUAL 

♦ 

2568.7 

10 

5.75 

0.54| 

Growth/income 

12.9 

5.3 

AMERICAN  NATIONAL  GROWTH 

V 

o 

97.8 

-1 

8.50 

1.23 

Growth 

6.0 

2.3 

AMERICAN  NATIONAL  INCOME 

AVG 

62.3 

-9 

8.50 

1.10 

Equity/income 

10.1 

3.7 

AMERICAN  NATIONAL  TRIFLEX 

21.0 

75 

7.50 

1.00 

Balanced 

10.4 

5.5 

AMERICAN  PENSION  INVESTORS 

29.0 

22 

No  load 

2.40f 

Growth 

26.0 

1.5 

IVC  «tl 

AMEV  CAPITAL 

^> 

111.9 

-17 

8.50 

1.11 

Growth 

5.2 

1.7 

I) 

AMEV  FIDUCIARY 

AVG 

29.7 

-10 

4.50 

1.55| 

Growth 

7.0 

0.6 

AMEV  GROWTH 

o 

o 

189.8 

-4 

8.50 

1.05 

Growth 

7.8 

0.6            i   1 

ANALYTIC  OPTIONED  EQUITY  X 

+ 

103.1 

37 

No  load 

1.13 

Growth/income 

15.6 

3.2 

• 

AXE-HOUGHTONB 

♦ 

158.8 

-6 

No  load 

1.25f 

Balanced 

9.0 

5.3 

AXE-HOUGHTOH STOCK 

o 

o 

57.9 

-14 

No  load 

1.41  f 

Growth 

-0.2 

0.9 

BABSON  ENTERPRISE 

AVG 

53.4 

50 

No  load 

1.35 

Small  company 

32.5 

0.5 

BABSON  GROWTH 

AVG 

240.6 

10 

No  load 

0.81 

Growth 

16.0 

2.4 

BAIRD  BLUE  CHIP 

19.8 

21 

3.50 

2.20f 

Growth/income 

7.5 

1.3 

BAIRD  CAPITAL  DEVELOPMENT 

19.0 

18 

3.50 

2.30T 

Growth 

16.5 

0.0 

B  Ml 

BARTLETT  CAPITAL  BASIC  VALUE 

* 

♦ 

95.6 

31 

No  load 

1.26 

Growth/income 

26.3 

3.9 

BB&KDIVERSA 

103.1 

19 

No  load 

1.23 

Balanced 

6.8 

4.4 

W  ioi 

BLANCHARD  STRATEGIC  GROWTH 

246.4 

13 

No  load 

2.28f 

Balanced 

7.4 

1.0 

M  '„' 

BOSTON  COMPANY  CAPITAL  APPREC. 

# 

♦ 

520.0 

20 

No  load 

0.95t 

Growth 

19.7 

1.9 

1 

BOSTON  COMPANY  SPECIAL  GROWTH 

o 

34.6 

16 

No  load 

1.49f 

Growth 

21.1 

2.4 

BRANDYWINE 

124.7 

37 

No  load 

1.20 

Growth 

17.7 

0.3 

BULL  &  BEAR  CAPITAL  GROWTH 

o 

o 

57.8 

-11 

No  load 

2.33| 

Growth 

13.9 

0.0 

BULL  &  BEAR  GOLD  INVESTORS 

o 

o  o 

42.4 

-22 

No  load 

2.33| 

Precious  metals 

-13.5 

0.2 

CALVERT  SOCIAL  MANAGED  GROWTH 

♦ 

♦ 

173.9 

17 

4.50 

1.33f 

Balanced 

10.7 

5.2 

CALVERT  ARIEL  GROWTH  (e) 

36.1 

456 

4.50 

1.55| 

Small  company 

39.9 

0.7 

CAPITAL  INCOME  BUILDER 

130.6 

91 

5.75 

1.16| 

Equity/income 

12.5 

5.2 

n  k 

CARDINAL  X 

AVG 

131.0 

15 

8.50 

0.75 

Growth/income 

16.6 

3.8 

1 

CARNEGIE-CAPPIELLO  GROWTH 

45.3 

11 

4.50 

1.69f 

Growth 

34.9 

2.5 

Id  go 

CARNEGIE-CAPPIELLO  TOTAL  RET. 

58.0 

-15 

4.50 

1.69f 

Growth/income 

21.2 

6.1 

tv;  go 

CENTURY  SHARES  X 

AVG 

110.4 

1 

No  load 

0.87 

Financial 

15.7 

3.3 

CIGNA  GROWTH 

o 

180.8 

-11 

5.00 

0.98f 

Growth 

10.1 

1.9 

CIGNA  UTILITIES 

20.1 

NM 

5.00 

1.20f 

Utilities 

6.0            : 

'■ 

CIGNA  VALUE 

60.1 

8 

5.00 

l.OOf 

Growth/income 

20.6 

1.9 

\l  ■ 

CITIBANK  CIT  BALANCED 

160.6 

-7 

No  load 

1.06 

Balanced 

7.4 

0.0 

'■'-, 

CITIBANK  CIT  EQUITY 

130.1 

2 

No  load 

1.08 

Growth 

10.3 

0.0 

kd  ■ 

CLIPPER  (f) 

85.4 

13 

2.00* 

1.25 

Growth 

19.7 

2.4                t 

"• 

COLONIAL  ADV.  STRATEGIES  GOLD 

84.0 

-20 

6.75 

1.49t 

Precious  metals 

-11.5 

2.5 

'■ 

COLONIAL  DIVERSIFIED  INCOME 

AVG 

632.6 

-19 

6.75 

1.03 

Income 

16.7 

5.5                : 

COLONIAL 

* 

* 

245.0 

3 

6.75 

0.92 

Growth/income 

22.0 

4.4                 * 

COLONIAL  GROWTH 

AVG 

86.9 

7 

6.75 

1.22 

Growth 

25.6 

1.8                  c 

COLONIAL  INCOME  PLUS 

122.3 

-18 

6.75 

1.2 

Option/income 

13.4 

3.0                c 

'• 

COLONIAL  SMALL  STOCK  INDEX 

38.8 

24 

4.75 

1.24f 

Small  company 

27.2 

0.4                 t 

fc 

COLUMBIA  GROWTH 

AVG 

204.4 

6 

No  load 

1.03 

Growth 

10.8 

2.4               : 

COLUMBIA  SPECIAL  (g) 

30.5 

48 

2.00* 

1.38 

Small  company 

42.6 

0.0                 7 

1, 

COMMERCE  INCOME 

AVG 

66.3 

-9 

4.75 

1.29| 

Income 

6.5 

7.6                  1 

*  Includes  redemption  fee.    "  Inu'.des  deferred  sales  charge,   t  12(b)-1  plan  in  effect,   t  Not 

(e)  Formerly  Ariel  Growth,    (f)  Redemption  fee  applies  within   1   yeor  of  purchase,    (g)  Redemption  fee 

currently  accepting 
applies  within  60  day 

new  accounts  or  deposits.    NA  =  Not  available.    NM  = 
s  of  purchase. 

Not  meaningful. 
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RIC  RESULTS 


j   <IN'L  TOTAL  RET.  (•/.) 
RS         10  YEARS 


TREND 


PORTFOLIO  DATA 

TURNOVER        %  CASH 


RISK 


P/E 
RATIO 


LARGEST  HOLDING 
COMPANY  7.  ASSETS 


TELEPHONE 

TOLL  FREE 

(800) 


— 


21.1 
15.9 
14.3 
7.0 
16.6 


Average 

High 
Very  high 

High 
Average 


7 
9 

67 
3 

30 


12.4 
16.3 
14.4 
12.8 
10.7 


Nova  of  Alberta 

3M 

GTE 

Pennwalt 

IBM 


High 

High 
Average 
Very  high 

Low 


421  5666 
421  5666 
525-2406 
243-5353 
245-4770 


TX  713 

TX  713 

CO  303 

O  203 

PA  412 


993-0500 
993-0500 
623-6137 
531-5000 
288-1900 


17.7 
14.8 

15.7 
9.9 
fund,  not  rated 


Low 

Averoge 

Average 

High 

High 


15 

14 

7 

34 

1 


11.5 
13.4 
11.9 
11.8 
8.7 


IBM 
3M 

Bristol-Myers 
Eastman  Kodak 
Reynolds  Metals 


Low 

High 

Average 


421-9900 
231-4639 
231-4639 
231-4639 
544-6060 


CA  714 

TX  409 

TX  409 

TX  409 

VA  804 


671-7000 
763-2767 
763-2767 
763-2767 
846-1361 


19.3 

20.0 
12.6 
13.0 


Average  18  16.9  Philip  Morris  4  Averoge  872-2638  MN  612  738-4000 

High  16  16.5  Philip  Morris  4              High  872-2638  MN  612  738-4000 

High  13  20.4  Centel  Cable  Television  2               High  872-2638  MN  612  738-4000 

Average  8  13.6  IBM  5  Very  low  CA  714  833-0294 

Very  high  5  12.9  AT&T  2               Low  366-0444  NY  914  333-5200 


11.2 

13.3 
fund,  not  rated 
fund,  not  rated 


Very  high 

Low 

Low 

Low 
Average 


15 

5 

4 

18 

20 


16.1 
12.7 
13.5 
14.7 
16.4 


Apple  Computer 

Apogee  Enterprises 

IBM 

3M 

Michaels  Stores 


Very  high 
Average 
Average 


366-0444 
422-2766 
422-2766 
792-2473 
792-2473 


NY    914 

MO   816 

MO   816 

Wl    414 

Wl    414 


333-5200 
471-5200 
471-5200 
765-3500 
765-3500 


1  fund,  not  rated 

2  fund,  not  rated 

16.0 


Average  8  10.5  Westmark  International  3 

Average  15  15.9  Rouse  1 

High  16  14.7  Ford  Motor  1 

Average  8  12.7  Warner-Lambert  4 

Very  high  14  13.4  FAI  Insurance  3 


Very  low 


Low 
High 


543-0863 
882-8383 
922-7771 
225-5267 
225-5267 


OH  513 

CA  415 

NY  212 

MA  800 

MA  800 


621-0066 
571-6002 
779-7979 
225-5267 
225-5267 


H  fund,  not  rated 
13.9 
12.3 


fund,  not  rated 
-  T— 

fund, 


High 

High 

Average 

Average 

Low 


10 
1 
3 
3 


12.7 

17.9 
18.6 
13.5 
13.9 


Compaq  Computer 
RJR  Nabisco 
Western  Mining 
Washington  Post 
Clorox 


High 
Very  high 
Very  low 


847-4200 
847-4200 
368-2748 
368-2748 


DE  302 

NY  212 

NY  212 

DC  301 

DC  301 


656-6200 
363-1100 
363-1100 
951-4820 
951-4820 


"  fund, 

1   fund, 


not  rated 

16.8 
not  rated 
not  rated 

14.8 


Low 
Very  low 

Low 

Low 
Very  low 


23 

13 
7 
2 
5 


10.8 
11.3 
13.4 
11.1 
9.9 


Ohio  Casualty 
Philip  Morris 
Philip  Morris 
Transamerica 
Ohio  Casualty 


Low 


Average 


421-9900 
848-7734 
321-2322 
321-2322 
321-1928 


CA  714 

OH  614 

OH  216 

OH  216 

MA  617 


671-7000 
464-6852 
781-4440 
781-4440 
482-3060 


fund, 
fund, 
fund, 
fund. 


14.0 
not  rated 
not  rated 
not  rated 
not  rated 


inn 


Low  4  13.2  IBM  2 

High  3  11.5  Carolina  Power  &  Light  5 

High  6  13.3  Paradyne  3 

Very  low  35  13.1  IBM  2 

Low  12  13.3  IBM  3 


Average 


562-4462 
562-4462 
562-4462 
522-5212 
522-5212 


MA  413 

MA  413 

MA  413 

NY  212 

NY  212 


784-0100 
784-0100 
784-0100 
736-8990 
736-8990 


fund, 
fund. 


not  rated 
not  rated 

11.9 

15.6 

17.3 


Low 

Low 
Very  low 

Low 
Average 


5 
1 
15 
7 
5 


11.8 
17.0 
14.5 
12.5 
13.2 


Federal  Express 

Corona 

Sonat 

UST 

Union  Carbide 


Low 

Low 

Average 


248-2828 
248-2828 
248-2828 
248-2828 


CA  213 

MA  617 

MA  617 

MA  617 

MA  617 


278-5033 
426-3750 
426-3750 
426-3750 
426-3750 


fund, 
fund, 

fund. 


not  rated 
not  rated 

19.1 
not  rated 

13.6 


H 


Very  low 

Low 
Very  high 
Very  high 

High 


4 
5 

17 
3 

60 


12.1 
13.2 
14.8 
17.1 
14.2 


General  Electric 

Korea  Fund 

IBM 

LIN  Broadcasting 

Boeing 


Average 
Low 


2482828 
248-2828 
547-1037 
547-1037 
999-3863 


MA  617 

MA  617 

OR  503 

OR  503 

TX  713 


426-3750 
426-3750 
222-3600 
222-3600 
751-2400 


Ih  )»•«•«  »4-«S  tor  an  iiplonilion  ol  IW  I 


I  tlK»r  lirmi 
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FUND 

RATING 

SIZE 

FEES 

OBJECTIVE 

CURRENT  RESULTS 

m 

ASSETS 

SMIL. 

%  CHG. 
1987-88 

SALES 
CHARGE (%) 

EXPENSE 
RATIO  (%) 

1988 

JAI 

TOTAL  RET.  (%) 

YIELD       TOT,\ 

COMMOM  SENSE  GROWTH  &  INCOME 

172.8 

91 

8.50 

1.57 

Growth/income 

10.1 

2.7 

COMMON  SENSE  GROWTH  A 

515.0 

105 

8.50 

1.93 

Growth 

11.9 

1.0 

COMMONWEALTH  PUN  C 

AVG 

37.2 

0 

7.50 

0.75 

Balanced 

14.9 

4.3 

COMPOSITE  BOND  &  STOCK 

♦ 

68.5 

-10 

4.00 

0.87t 

Balanced 

14.7 

5.2 

COMPOSITE  GROWTH 

AVG 

67.3 

3 

4.00 

0.89f 

Growth 

18.7 

3.2 

CONTINENTAL  OPTION  INCOME  PLUS 

54.2 

55 

5.50** 

2.29t 

Option/income 

8.3 

0.4 

COPLEY  ± 

* 

* 

23.0 

-12 

No  load 

1.72 

Growth/income 

19.9 

0.0 

COUNSELLORS  CAPITAL  APPRECIATION 

31.4 

84 

No  load 

1.10 

Growth 

21.4 

2.1 

COUNTRY  CAPITAL  GROWTH 

AVG 

68.7 

4 

7.50 

1.00 

Growth 

13.8 

3.9 

COWEN  INCOME  &  GROWTH 

30.3 

6 

5.00** 

2.21f 

Growth/income 

17.5 

4.7 

CRITERION  SUNBELT  GROWTH 

o 

36.0 

-24 

4.75 

1.67f 

Growth 

6.8 

4.0             ; 

DEAN  WITTER  AMERICAN  VALUE 

AVG 

89.4 

-18 

5.00** 

1.76f 

Growth 

10.8 

2.5                < 

DEAN  WITTER  DEVELOPING  GROWTH 

^> 

o 

96.3 

-21 

5.00** 

1.90f 

Small  company 

8.9 

0.0            ;  - 

DEAN  WITTER  DIVIDEND  GROWTH 

♦ 

♦ 

1731.0 

2 

5.00** 

1.55t 

Growth/income 

17.5 

1.9                < 

DEAN  WITTER  NATURAL  RES.  DEV. 

o 

137.8 

-18 

5.00** 

1.81 1 

Natural  resources 

14.4 

2.2 

DEAN  WITTER  OPTION  INCOME 

263.3 

-30 

5.00** 

1.83t 

Option/income 

15.5 

1-3                    kiwi- 

DEAN  WITTER  UTILITIES 

454.1 

NM 

5.00** 

1.88T 

Utilities 

2.1 

Ind,  not  n 

DEAN  WITTER  VALUE  MARKET  EQ. 

48.8 

168 

5.00** 

1.60f 

Growth/income 

15.3 

1.2                 ( 

fcnd,  not  r 

DEAN  WITTER  WORLD  WIDE  INVEST. 

♦ 

+ 

314.7 

-17 

5.00** 

2.13f 

International 

14.1 

0.8               : 

DELAWARE  GRP.  DECATUR  1  (h) 

♦ 

1515.5 

11 

8.50 

0.73 

Equity/income 

19.9 

4.8 

! 

DELAWARE  GRP.  DECATUR  II  (i)  A 

203.9 

30 

4.75 

1.28f 

Equity/income 

25.8 

4.2                 c 

Knot 

DELAWARE  GRP.  DELAWARE  (j)  A 

AVG 

306.2 

-2 

8.50 

0.77 

Balanced 

21.0 

4.8                i       ,j 

DELAWARE  GRP.  DELCAP 1  (k) 

106.6 

0 

4.75 

1.55f 

Growth 

17.8 

0.9                 ^ 

drK),  not 

DELAWARE  GRP.  TREND  (1) 

o 

o  o 

54.3 

5 

8.50 

1.20 

Maximum  growth 

26.8 

0.0               1C 

K 

DODGE  &  COX  BALANCED  X 

♦ 

+ 

39.0 

13 

No  load 

0.77 

Balanced 

11.6 

5.2            ; 

1 

DODGE  &  COX  STOCK  JL 

# 

+ 

81.6 

21 

No  load 

0.69 

Growth/income 

13.8 

2.9                7 

1 

DR  EQUITY 

33.8 

136 

No  load 

1.30 

Growth/income 

17.9 

3.4                3 

hnd,  not 

DREXELBURNHAM 

♦ 

♦  + 

185.2 

-8 

5.00 

1.00 

Growth/income 

11.9 

3.5                4 

1 

DREXEL  SERIES  GROWTH  A 

25.9 

-20 

5.00** 

2.13f 

Growth 

15.6 

2.6                4 

fand.not 

DREXEL  SERIES  OPTION  INCOME  A 

23.0 

-40 

5.00** 

2.01t 

Option/income 

13.5 

1.7                 6 

W,noi 

DREYFUS  CAPITAL  VALUE 

505.6 

135 

4.50 

1.37f 

Balanced 

8.1 

6.2                3 

fad,  not 

DREYFUS  A 

♦ 

2258.4 

-4 

No  load 

0.71 

Growth/income 

8.8 

4.2                 3 

1 

DREYFUS  GROWTH  OPPORTUNITY 

AVG 

566.9 

31 

No  load 

0.91 

Growth 

17.9 

4.1                 5 

1 

DREYFUS  LEVERAGE  A 

♦ 

♦ 

455.6 

-8 

4.50 

1.31 

Maximum  growth 

1.8 

4.7                 1 

1 

DREYFUS  NEW  LEADERS 

112.2 

41 

No  load 

1.41| 

Small  company 

23.4 

0.9                3 

fmd,  no 

DREYFUS  STRATEGIC  AGGRESSIVE  A 

158.2 

70 

3.00 

1.98f 

Maximum  growth 

5.1 

0.0                5 

fed,  no 

DREYFUS  STRATEGIC  INVESTING  A 

100.3 

-15 

4.50 

2.08t 

Growth 

-5.0 

8.8                2 

fadrn 

DREYFUS  STRATEGIC  WORLD  INVEST.  A 

18.2 

86 

3.00 

1.74f 

International 

15.8 

0.0                2 

fed  no 

DREYFUS  THIRD  CENTURY 

AVG 

164.6 

20 

No  load 

1.02 

Growth 

23.2 

4.9                4 

EATON  &  HOWARD  STOCK 

AVG 

76.8 

4 

7.25 

0.95 

Growth/income 

14.9 

3.3                 6. 

EATON  VANCE  GROWTH 

AVG 

80.4 

-4 

4.75 

1.00 

Growth 

8.5 

1.0                7. 

EATON  VANCE  INCOME  FUND  BOSTON 

♦ 

+  ♦ 

46.9 

12 

4.75 

1.31 

Income 

15.2 

11.3                 1. 

EATON  VANCE  INVESTORS 

* 

202.4 

-2 

4.75 

0.90 

Balanced 

10.7 

5.2 

EATON  VANCE  SPECIAL  EQUITIES 

o 

^> 

34.2 

3 

7.25 

1.16 

Growth 

11.2 

0.0                3. 

EATON  VANCE  TOTAL  RETURN 

AVG 

473.6 

-9 

4.75 

1.71| 

Growth/income 

11.9 

6.5                2. 

ECLIPSE  EQUITY 

161.3 

9 

No  load 

1.13 

Small  company 

12.7 

4.0                 4. 

fednn 

ENTERPRISE  GROWTiS  A. 

AVG 

40.4 

70 

5.00** 

1.70t 

Growth 

12.3 

1.1                  7. 

EQUITECSIEBELAGGRE2    VI  GROWTH  A 

40.5 

1 

5.00** 

2.28| 

Maximum  growth 

7.5 

0.6                 6. 

WOnr 

EQUITECSIEBEL  TOTAL  RE.    3N 

137.5 

-5 

5.00** 

2.01  f 

Growth/income 

6.5 

2.1                  4 

ki, 

EQUITY  STRATEGIES 

55.0 

29 

No  load}: 

2.40 

Maximum  growth 

37.2 

0.0                 3. 

»3  n 

'  Includes  redemption  fee.   "*  Includes  deferred  sales  ( 

(h)  Formerly   Decatur  Income.    0)  Formerly  Dccalur — Decatur 

;harge.   f  1 
1  Series,  (j) 

2(b)- 1  plan  in  effect,   t  Not  currently  accepting 

Formerly  Delaware,    (k)  Formerly  Delcap — Concept 

new  accounts  or  deposits.   NA  =  No 
.    (1)  Formerly  Delta  Trend. 

available.   NM  = 

Not  meaningful. 
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i  fund,  not  rated 
fund,  not  rated 
13.3 
13.8 
16.8 


Average 
Average 

Low 
Average 
Average 


6 
10 
18 

4 

18 


14.6 
14.1 
12.0 
11.7 
11.8 


Amoco 

IBM 

Alcoa 

Bank  of  New  England 

Ford  Motor 


3  888  3863  GA  800  888  3863     \J 

3  888  3863  GA  800  888  3863 

3  Low               343-2902  MA  617  482-6500 

2  Very  low            544-6093  WA  509  624-4118 

5  Low                544-6093  WA  509  624-4118 


fund,  not  rated 
13.5 

fund,  not  rated 
14.1 

fund,  not  rated 


Very  high 
Very  low 

Low 
Average 

Low 


30 

5 

17 

16 
1 


15.7 

12.7 
15.2 
13.2 
11.2 


Lucky  Stores 

Am.  Electric  Power 

American  Express 

IBM 

National  Fuel  Gas 


Low 


Average 


626-3863 
424-8570 
888-6878 

221-5616 


NY  212  440-3863 

MA  508  674-8459 

NY  212  878-0600 

IL  309  557-2444 

NY  212  495-6000 


High  60  18.3  Service  Merchandise  6  Average  999-3863  TX  713  751-2400 

Very  high  2  12.8  First  Fidelity  Bancorp  2  Average  221-2685  NY  212  938-4554 

Average  2  13.9  First  Financial  Mgt.  5              High  221-2685  NY  212  938-4554 

Very  low  20  13.1  Kraft  2               Low  221-2685  NY  212  938-4554 

Low  10  13.1  Mobil  5  Average  221-2685  NY  212  938-4554 


1  fund,  not  rated 
fund,  not  rated 

fund,  not  rated 


18.1 


Very  low  5  12.6  Atlantic  Richfield  4 

Very  low  27  10.3  Consolidated  Edison  3 

Very  low  0  13.3  Dun  &  Bradstreet  1 

Average  14  14.6  Taiwan  ROC  Fund  1 

Low  3  11.6  USX  3 


Low 
Low 


221-2685 
221-2685 
221-2685 
221-2685 
523-4640 


NY  212  938-4554 
NY  212  938-4554 
NY  212  938-4554 
NY  212  938-4554 
PA   215  988-1333 


fund,  not  rated 
16.7 

fund,  not  rated 
16.4 
14.6 


Average 
High 

Average 
Low 

Very  low 


0 
2 
23 
8 
5 


12.8 
12.4 
16.7 
16.6 
11.7 


Philip  Morris 

IBM 

Warner  Commun. 

Viacom 

IBM 


Average 

Very  high 
Very  low 


523-4640 
523-4640 
523-4640 
523-4640 


PA  215  988-1333 
PA  215  988-1333 
PA  215  988-1333 
PA  215  988-1333 
CA   415  434-0311 


fund, 

fund, 
fund, 


18.2 
not  rated 

16.4 
not  rated 
not  rated 


Very  low 

Average 

High 

Low 

High 


4 
41 
17 
14 
14 


11.8 
11.8 
12.4 
17.4 
13.1 


IBM 

Ryder  System 

Polaroid 

IBM 

Dun  &  Bradstreet 


Average 
Very  low 


356-6454 
272-2700 
272-2700 
272-2700 


CA  415 

NY  212 

NY  212 

NY  212 

NY  212 


434-0311 
906-7658 
232-2888 
232-2888 
232-2888 


fund. 


fund, 


not  rated 

15.4 

15.8 

16.C 
not  rated 


rTT~B 


L3 


Average  5  14.5  Commonwealth  Edison  1  645-6561  NY  718  895-1206 

Very  low  11  11.9  Capital  Cities/ABC  2  Low                645-6561  NY  718  895-1206 

High  26  13.4  Occidental  Petroleum  5  Average            645-6561  NY  718  895-1206 

Low  27  14.0  Raychem  3  Low                645-6561  NY  718  895-1206 

High  27  15.7  Calgon  Carbon  6  645-6561  NY  718  895-1206 


fund, 
fund, 

fund, 


not  rated 
not  rated 
not  rated 

15.9 

14.4 


Very  high 

High 
Very  high 

Low 

Low 


29 

48 

35 

48 

8 


13.3 
12.3 
N/A 
12.3 
12.2 


UAL 
Deere 
Bayer 

Rorer  Group 
IBM 


Low 
Low 


645-6561 
645-6561 
645-6561 
645-6561 
225-6265 


NY  718 

NY  718 

NY  718 

NY  718 

MA  617 


895-1206 
895-1206 
895-1206 
895-1206 
482-8260 


15.4 
13.1 
14.2 
14.5 


u^mj 


Average 
Average 
Average 
Average 
High 


13 

7 

13 

15 

2 


14.5 
9.5 
12.9 
16.7 
10.1 


Gannett 

Penn.  Power  &  Light 

Merck 

Browning-Ferris  Ind. 

Ameritech 


Average 

Very  low 

Low 

High 

Average 


225-6265 
225-6265 
225-6265 
225-6265 
225-6265 


MA  617 

MA  617 

MA  617 

MA  617 

MA  617 


482-8260 
482-8260 
482-8260 
482-8260 
482-8260 


fund, 

fund, 
fund, 
fund, 


not  rated 

17.0 
not  rated 
not  rated 
not  rated 


Very  low  11  10.6  Commonwealth  Edison  2 

Average  13  12.9  Hewlett-Packard  3 

Average  22  14.2  Digital  Equipment  5 

Average  19  13.9  IBM  4 

Very  low  -15  N/A  Anglo  Energy  38 


Average 


872-2710 
443-3521 
826-7194 

826-7194 


GA  404 

GA  404 

CA  415 

CA  415 

NY  212 


631-0414 
521-6545 
430-9900 
430-9900 
8886685 


'  Rating,  Trend  and  other  larffil 
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%  CHG. 
1987-88 

FEES 

SALES 

CHARGE  (%) 

EXPENSE 

RATIO  (%) 

OBJECTIVE 

CURRENT  RESULTS 

u 

1988 

JA 

TOTAL  RET.  (%) 

YIELD       TOT.' 

EUROPACIFIC  GROWTH 

208.4 

13 

5.75 

1.21t 

International 

21  0 

1.3 

EVERGREEN  JL 

AV6 

709.4 

21 

No  load 

1.03 

Small  company 

23.0 

1.7 

EVERGREEN  TOTAL  RETURN 

♦ 

♦ 

1297.7 

2 

No  load 

1.01 

Growth/income 

15.7 

6.4 

EVERGREEN  VALUE  TIMING 

23.9 

15 

No  load 

1.58 

Growth/income 

25.3 

2.3 

EXPLORER 

o 

o 

264.4 

25 

No  load  i 

0.65 

Small  company 

25.9 

1.1 

EXPLORER  II 

72.7 

51 

No  load 

0.73 

Small  company 

22.0 

0.4 

FAIRFIELD 

o 

o  o 

38.8 

-1 

8.50 

1.23 

Maximum  growth 

11.1 

1.9 

FAIRMONT 

> 

64.1 

-19 

No  load 

1.18 

Growth 

3.1 

1.6 

FBL  GROWTH  COMMON  STOCK 

o 

36.7 

-20 

5.00** 

1.50f 

Growth 

11.6 

6.1 

FEDERATED  HIGH  QUALITY  STOCK  (m) 

23.8 

-24 

1.75* 

1.03f 

Growth/income 

12.5 

2.7 

FENIMORE  INTERNATIONAL 

51.6 

-24 

5.00** 

1.50| 

International 

12.6 

3.8 

FIDELITY  BALANCED 

123.2 

1 

2.00 

1.30 

Balanced 

16.0 

6.4 

y.soitt 

FIDELITY  BLUE  CHIP  GROWTH 

38.2 

-3 

3.00* 

2.74 

Growth 

5.9 

0.3 

FIDELITY  CAPITAL  APPRECIATION 

1573.9 

83 

3.00* 

1.36 

Maximum  growth 

37.6 

0.9 

W,noit 

FIDELITY  CONTRAFUND 

o 

105.0 

20 

No  load 

1.09 

Growth 

20.9 

2.5 

FIDELITY  DESTINY  PLAN  1 

AVG 

1432.3 

17 

8.98 

0.60 

Growth 

19.4 

2.1 

FIDELITY  DESTINY  PLAN  II 

100.5 

122 

8.98 

1.12 

Growth 

22.8 

1.0 

W,  lot  r 

FIDELITY  EQUITY  INCOME  JL. 

♦ 

♦ 

4064.9 

17 

2.00 

0.66 

Equity/income 

22.5 

6.0 

FIDELITY  EUROPE 

70.5 

-35 

3.00* 

3.10 

International 

5.8 

2.2 

ind.  not  r 

FIDELITY  FREEDOM  A 

AVG 

1219.9 

10 

No  load 

1.18 

Growth 

15.5 

1.7 

FIDELITY 

AVG 

895.2 

3 

No  load 

0.71 

Growth/income 

17.9 

3.6 

16 

FIDELITY  GROWTH  &  IHCOME 

1145.1 

2 

2.00 

1.02 

Growth/income 

23.0 

4.2 

fed,  not 

FIDELITY  GROWTH  COMPANY 

o 

138.4 

-5 

3.00 

1.16 

Growth 

16.1 

0.7 

FIDELITY  INTL.  GROWTH  &  IHCOME 

30.9 

-19 

2.00* 

2.91 

International 

11.6 

1.7 

Wool 

FIDELITY  MAGELLAN  J, 

* 

8971.1 

15 

3.00 

1.14 

Growth 

22.8 

1.9                 i 

30 

FIDELITY  OK 

720.1 

-6 

3.00 

1.42 

Small  company 

22.9 

1.7 

ImUl 

FIDELITY  OVERSEAS 

1114.5 

-18 

3.00 

1.61 

International 

8.3 

2.3 

Wool 

FIDELITY  PACIFIC  BASIN 

149.3 

-12 

3.00* 

2.08 

International 

10.5 

0!6 

w,nol 

FIDELITY  PURITAN 

♦ 

♦  ♦ 

4295.5 

8 

2.00 

0.72 

Balanced 

18.9 

7.1 

D 

FIDELITY  REAL  ESTATE  INVESTMENT 

64.0 

-6 

2.00 

1.41 

Specialty 

10.4 

6.6                ( 

find,  not 

FIDELITY  SELECT  AMERICAN  GOLD 

191.5 

-29 

3.00* 

2.33 

Precious  metals 

-12.5 

o.o            : 

M,nol 

FIDELITY  SELECT  BIOTECHNOLOGY 

39.9 

-30 

3.00* 

2.51 

Health  care 

4.1 

0.0                < 

Hm 

FIDELITY  SELECT  CHEMICALS  A 

79.4 

-28 

3.00* 

1.93 

Specialty 

21.0 

0.0                < 

hid,  not 

FIDELITY  SELECT  COMPUTERS  A 

18.1 

-48 

3.00* 

2.52 

Technology 

-5.1 

0.0                i 

W,  not 

FIDELITY  SELECT  EHERGY 

o 

75.1 

5 

3.00* 

2.09 

Natural  resources 

15.9 

2.6 

FIDELITY  SELECT  ENERGY  SERVICE 

29.6 

17 

3.00* 

2.71 

Natural  resources 

-0.4 

0.0                ( 

few 

FIDELITY  SELECT  FINANCIAL 

AVG 

26.2 

-13 

3.00* 

2.47 

Financial 

12.0 

3.0                i 

FIDELITY  SELECT  FOOD  &  AGRI. 

21.1 

122 

3.00* 

2.45 

Specialty 

26.8 

0.3                 i 

Wt,noi 

FIDELITY  SELECT  HEALTH  CARE 

AVG 

181.1 

-22 

3.00* 

1.64 

Health  care 

8.8 

0.8                 1 

FIDELITY  SELECT  INDUSTRIAL  A 

26.2 

-76 

3.00* 

2.43 

Natural  resources 

10.8 

1.6                c 

fund,  not 

FIDELITY  SELECT  LEISURE 

66.6 

27 

3.00* 

1.96 

Specialty 

26.0 

0.0                £ 

Wi,  not 

FIDELITY  SELECT  PREC.  METALS 

o 

o  o 

199.9 

-42 

3.00* 

2.02 

Precious  metals 

-23.9 

4.2 

FIDELITY  SELECT  SOFTWARE  A 

26.8 

-18 

3.00* 

2.51 

Technology 

9.1 

0.0                7 

knot 

FIDELITY  SELECT  TECHNOLOGY 

o 

V  o 

148.1 

6 

3.00* 

1.76 

Technology 

-2.7 

0.0               a 

FIDELITY  SELECT  TELECOMMUN.  A 

44.3 

35 

3.00* 

2.48 

Utilities 

27.8 

0.6            a 

Knot 

FIDELITY  SELECT  UTILITIES 

♦ 

♦ 

82.1 

6 

3.00* 

1.94 

Utilities 

16.5 

5.5                k 

FIDELITY  SPCL.  SITUATIONS  INIT. 

♦ 

* 

18.2 

-4 

3.00J: 

1.03 

Growth 

22.7 

3.9                5 

FIDELITY  TREND 

o 

702.8 

17 

No  load 

0.46 

Growth 

24.3 

1.4                 7 

1 

FIDELITY  UTILITIES  IHCOME 

129.7 

332 

2.00 

2.00 

Utilities 

14.8 

4.7                  1 

'•<    ) 

FIDELITY  VALUE 

V 

124.8 

46 

No  load 

1.11 

Growth 

29.1 

1.8                3 

■  Includes  redemption  fee.    "  Includes  deterred  sales  charge,   t  12(b)-1  plan  in 
(m)  Redemption  fee  applies  within  4  years  of  purchase. 

effect,   t  Not 

currently  accepting  new  accounts  or  deposits.    NA  =  Not  available.    NM  = 

Not  meaningful. 
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SCOREBOARD 


A 


IK  RESULT! 

■  TALRET.  1%) 
S         10  YEARS 


PORTFOLIO  DATA 


RISK 


BW  10  YEAR 
ANALYSIS 


TURNOVER        %  CASH 


P/E 
RATIO 


LARGEST  HOLDING 
COMPANY  7.  ASSETS 


TELEPHONE 

TOLL  FREE 
[8001 


fund,  not  rated 
19.8 
18.0 

fund,  not  rated 
14.3 


HI 


Low  17  N/A  Huntingdon  Int'l  4  421-9900  CA  714  6717000 

Low  1  12.8  Stop  &  Shop  2  Average            235-0064  NY  914  698  5711 

Average  1  12.6  Shawmut  National  2  Very  low             235-0064  NY  914  698-5711 

Average  7  13.0  Kansas  City  Southern  2  235-0064  NY  914  698-5711 

Very  low  10  15.6  Computer  Data  Syst.  2  High                662-7447  PA  215  648-6000 


fund,  not  rated 
13.4 

10.2 
I  fund,  not  rated 


u 


CEMJ 


Average 
High 
High 
High 

Average 


9 
0 
7 
60 
2 


17.7 
20.5 
13.4 
12.5 
10.5 


Dionex 

Pyramid  Technology 

Pfizer 

EMC  Insurance 

IBM 


Very  high 
Average 
Average 


662-7447 
356-5535 
262-9936 
247-4170 
245-2423 


PA 
NY 
KY 
IA 
PA 


215  648-6000 
212661-3000 
502  636-5633 
515  225-5586 
412  288-1900 


*  fund,  not  rated 
I  fund,  not  rated 
X  fund,  not  rated 

♦  fund,  not  rated 

14.3 


Average 
Very  high 

Low 

High 
Very  high 


17 
8 
2 

1 
8 


N/A 
11.3 
15.3 
11.6 
10.8 


Maclean  Hunter 

Am.  Electric  Power 

IBM 

CMS  Energy 


PolyPeck  International        5 


Average 


272-2700 
544-6666 
544-6666 
544-6666 
544-6666 


NY 
MA 
MA 
MA 
MA 


212  232-2888 
617  523-1919 
617  523-1919 
617  523-1919 
617  523-1919 


20.8 
Ifund,  not  rated 

20.4 
•fund,  not  rated 


Average 
High 
High 
High 
High 


2 
-1 

4 
16 

5 


10.6 
11.1 
11.0 
N/A 
12.2 


Digital  Equipment 
Digital  Equipment 
General  Motors 
Torras  Hostench 
General  Re 


Average 


Low 


Average 


544-6666 
544-6666 
544-6666 
544-6666 
544-6666 


MA 
MA 
MA 
MA 
MA 


617  523-1919 
617  523-1919 
617  523-1919 
617  523-1919 
617  523-1919 


16.4 
t  fund,  not  rated 

1  fund,  not  rated 
30.0 


Very  high 
High 

Very  high 
High 
High 


12.8 
12.2 
17.0 
N/A 
11.9 


IBM 

MCI  Communications 

LIN  Broadcasting 

Unilever  (NV) 

FNMA 


Average 

High 
Average 


544-6666 
544-6666 
544-6666 
544-6666 
544-6666 


MA 
MA 
MA 
MA 
MA 


617523-1919 
617  523-1919 
617  523-1919 
617  523-1919 
617  523-1919 


!  fund,  not  rated 
fund,  not  rated 
fund,  not  rated 
17.4 


i  Fj 


und,  not  rated 


High  4  14.1  Tele-Communications  3 

High  4  N/A  Matsushita  Electric  ind.  2 

Very  high  14  N/A  Ito-Yokado  2 

Average  6  11.5  Citicorp  2 

Average  8  15.3  Meditrust  5 


Very  low 


544-6666 
544-6666 
544-6666 
544-6666 
544-6666 


MA 
MA 
MA 
MA 
MA 


617523-1919 
617  523-1919 
617523-1919 
617523-1919 
617  523-1919 


fund,  not  rated 
4)  fund,  not  rated 
i  fund,  not  rated 
5.  fund,  not  rated 


a 


Average 
Very  high 

High 
Very  high 

High 


0 
6 
3 

19 
7 


16.5 
19.5 
10.2 
15.1 
12.1 


Corona 
Amgen 
Georgia  Gulf 
Novell 
USX 


10 
7 
4 
6 
6 


Average 


544-6666 
544-6666 
544-6666 
544-6666 
544-6666 


MA 
MA 
MA 
MA 
MA 


617  523-1919 
617523-1919 
617  523-1919 
617  523-1919 
617  523-1919 


6.  fund,  not  rated 

i 

5  fund,  not  rated 

fund,  not  rated 


LXB 


CTM3 


Very  high 
Average 
Very  high 

High 
Very  high 


4 

7 

40 

4 

1 


18.7 
9.7 
15.3 
18.4 
10.6 


Noble  Drilling 
Security  Pacific 
McDonald's 
Warner-Lambert 
Fibreboard 


Average 
High 


544-6666 
544-6666 
544-6666 
544-6666 
544-6666 


MA 
MA 
MA 
MA 
MA 


617  523-1919 
617523-1919 
617523-1919 
617  523-1919 
617  523-1919 


fund,  not  rated 
fund,  not  rated 
fund,  not  rated 


Very  high 

Average 

High 

High 

High 


0 
3 
0 
8 
16 


20.2 
15.8 
18.3 
15.7 
15.0 


Tele-Communications 

Corona 

Microsoft 

Compaq  Computer 

GTE 


Very  high 
Very  high 


544-6666 
544-6666 
544-6666 
544-6666 
544-6666 


MA 
MA 
MA 
MA 
MA 


617  523-1919 
617  523  1919 
617523-1919 
617  523-1919 
617523-1919 


13.9 
fund,  not  rated 
16.0 


High 
High 
Low 
N/A 
Very  high 


11.5 
13.6 
13.0 
10.7 
16.8 


Middle  South  Utilities 

Circle  K 

CMS  Energy 

Am.  Electric  Power 

Zayre 


Low 
Low 
High 

Average 


544-6666 
544-6666 
544-6666 
544-6666 
544-6666 


MA 
MA 
MA 
MA 
MA 


617523-1919 
617523-1919 
617  523-1919 
617  523  1919 
617523  1919 


Soo  p««ti  to-oS  for  an  oxalanation  of  BW  Rating,  Trend  and  other  farm* 


DATA    MORNINGSTA. 
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FUND 

RATING 

SIZE 

ASSETS 

SMIL. 

%  CHG. 
1987-88 

FEES 

SALES 

CHARGE (%) 

EXPENSE 
RATIO  (%) 

OBJECTIVE 

CURRENT  RESULTS 

1988 

j> 

TOTAL  RET.  (%) 

YIELD       TOT 

FIDUCIARY  CAPITAL  GROWTH 

o 

o 

40.6 

4 

No  load 

1.30 

Growth 

18.8 

0.2 

FINANCIAL  DYNAMICS  X 

o 

o 

91.7 

20 

No  load 

1.02 

Maximum  growth 

9.1 

1.3 

FINANCIAL  INDUSTRIAL 

o 

317.3 

-10 

No  load 

0.81 

Growth 

5.9 

2.0 

FINANCIAL  INDUSTRIAL  INCOME 

* 

♦ 

372.7 

4 

No  load 

0.78 

Equity/income 

15.3 

4.5 

FINANCIAL  STRATEGIC  GOLD 

31.6 

-24 

No  load 

1.58 

Precious  metals 

-20.0 

1.2 

ttmit 

FINANCIAL  STRATEGIC  PACIFIC 

29.4 

4 

No  load 

1.62 

International 

23.2 

0.0 

FINANCIAL  STRATEGIC  UTILITIES  A 

18.1 

1 

No  load 

1.39 

Utilities 

14.2 

4.5 

FIRST  EAGLE  FUND  OF  AMERICA  (n) 

57.4 

98 

1.00* 

3.30 

Growth 

22.7 

0.0 

FIRST  INVESTORS  DISCOVERY 

o 

o  ^> 

20.1 

-2 

8.50 

1.31 1 

Small  company 

17.0 

1.3 

FIRST  INVESTORS  FUND  FOR  GROWTH 

o 

o  o 

33.5 

-15 

8.50 

1.09T 

Growth 

11.5 

2.1 

FIRST  INVESTORS  INTERNATIONAL 

AVG 

88.7 

-5 

8.50 

1.77f 

International 

15.3 

0.0 

FUG  INVESTORS  EMERGING  GROWTH 

28.1 

NM 

4.50 

1.47| 

Small  company 

17.0 

0.4 

vi.  not  rat 

FUG  INVESTORS  INTERNATIONAL 

34.7 

-11 

4.50 

1.46t 

International 

14.4 

0.7 

flrtro 

FUG  INVESTORS  TELEPHONE 

102.8 

9 

3.00$ 

0.92| 

Utilities 

19.9 

5.8 

■trim 

FLEX-FUND  RETIREMENT  GROWTH 

o 

34.2 

-b7 

No  load 

1.31 1 

Growth 

-9.7 

8.4 

FOUNDERS  BLUE  CHIP  X 

AVG 

173.5 

-1 

No  load 

0.98t 

Growth/income 

10.1 

3.9 

13. 

FOUNDERS  GROWTH  X 

^> 

53.1 

-23 

No  load 

1.54| 

Growth 

4.8 

2.0 

FOUNDERS  SPECIAL  X 

o 

63.1 

-6 

No  load 

1.14 

Maximum  growth 

13.2 

0.6 

FPA  CAPITAL 

o 

62.4 

22 

6.50 

0.86 

Growth 

18.1 

1.9                1 

1!. 

FPAPARAMOUHT 

♦ 

134.3 

14 

6.50 

1.00 

Growth/income 

11.4 

2.5 

17 

FPA  PERENNIAL 

51.6 

6 

6.50 

1.00 

Growth/income 

19.9 

3.3 

ltd,  not  r 

FRANKLIH  DYHATECH 

^> 

o 

31.9 

-16 

4.00 

0.87 

Technology 

6.5 

0.5 

13 

FRAHKLIH  EQUITY 

AVG 

306.7 

4 

4.00 

0.72 

Growth 

25.4 

1.9                < 

17 

FRANKLIN  GOLD  X 

o 

o  o 

259.1 

-14 

4.00 

0.76 

Precious  metals 

-10.6 

3.5                < 

20 

FRANKLIN  GROWTH  X 

AVG 

105.9 

5 

4.00 

0.77 

Growth 

9.1 

2.3                 c 

H 

FRAHKLIN  INCOME 

* 

♦ 

883.4 

76 

4.00 

0.61 

Income 

8.7 

10.6                1 

15 

FRANKLIN  MANAGED  RISING  DIV.  (o) 

31.0 

-7 

4.00 

1.79f 

Growth/income 

18.8 

3.2                 G  *"d. not 

FRANKLIN  OPTION  X 

AVG 

45.4 

15 

4.00 

0.84 

Option/income 

19.0 

2.8                4 

1 

FRAHKLIH  UTILITIES  X 

* 

608.3 

4 

4.00 

0.64 

Utilities 

11.6 

7.7                  1 

1 

FREEDOM  GLOBAL 

33.4 

-30 

3.00** 

2.53t 

International 

9.2 

0.1                    2  knot 

FREEDOM  GOLD  &  GOVERNMENT 

72.3 

-14 

3.00** 

1.93f 

Precious  metals 

1.5 

5.1                 2 

knot 

FREEDOM  REGIONAL  BANK 

49.0 

32 

3.00** 

1.40f 

Financial 

30.0 

1.3                 3 

Kind,  not 

FUND  OF  AMERICA 

o 

169.5 

3 

8.50 

0.84 

Growth 

16.3 

2.0                5 

1 

FUNDAMENTAL  INVESTORS 

AVG 

632.3 

4 

5.75 

0.61  f 

Growth/income 

16.0 

3.1                 8 

1 

FUNDTRUST  AGGRESSIVE  GROWTH 

23.4 

-25 

1.50 

1.86t 

Maximum  growth 

10.1 

0.0                6 

fnd.no 

FUHDTRUST  GROWTH  &  IHCOME 

47.4 

-28 

1.50 

1.58f 

Growth/income 

19.2 

2.4                6, 

1*0,  no 

FUNDTRUST  GROWTH 

36.6 

-21 

1.50 

1.64| 

Growth 

11.1 

0.2                 6. 

fund,  no 

G.  T.  INTERNATIONAL  GROWTH 

29.5 

71 

4.75 

2.0f 

International 

19.4 

0.0                 5. 

fad,«o 

G.  T.JAPAN  GROWTH 

18.5 

84 

4.75 

1.70| 

International 

21.8 

0.4                 7. 

kind,  no 

G.  T.PACIFIC  GROWTH 

* 

56.4 

49 

4.75 

2.10| 

International 

23.2 

0.0                 6. 

GABELLI  ASSET  (p) 

142.4 

85 

2.00* 

1.35| 

Growth 

31.1 

2.4                 7. 

y,nc 

GATEWAY  OPTION  INDEX  (q)  X 

♦ 

27.3 

0 

No  load 

1.50 

Option/income 

19.8 

1.5                 2. 

GENERAL  AGGRESSIVE  GROWTH 

41.3 

5 

No  load 

1.63t 

Maximum  growth 

16.6 

1.6                4. 

fod,n 

GIHTEL  CAPITAL  APPRECIATION 

27.5 

29 

No  load 

1.80t 

Growth 

35.6 

0.0               11. 

Vn 

GINTEL  ERISA 

AVG 

81.3 

8 

No  load 

1.20f 

Growth/income 

22.0 

0.0                9. 

GINTEL 

■>> 

84.3 

5 

No  load 

1.30 

Growth 

29.4 

0.0               10. 

GRADISON  ESTABLISHED  GROWTH 

* 

♦ 

82.8 

52 

No  load 

1.57t 

Growth 

15.1 

2.9                 7. 

GRADISON  OPPORTUN    Y  GROWTH 

o 

17.9 

23 

No  load 

1.83f 

Small  company 

23.6 

1.4                 4. 

GROWTH  FUND  OF  AM. 

AVG 

1121.4 

17 

5.75 

0.71  f 

Growth 

18.5 

1.7                8. 

GROWTH  FUND  OF  WASH*      YOH 

51.8 

7 

5.00 

1.76f 

Growth 

17.2 

1.1                 3. 

k 

'  Includes  redemption  fee.   "  In     di  s  deferred  sales  charge,  t  12(b)-1  plan  in  effect,   t  Not  currently  accepting  new  accounts  or  deposits.   NA  =  No 

(n)  Redemption  fee  applies  within  2  ,     irs  of  purchase,    (o)  Formerly  LF   Rothschild  Managed-Rising  Dividends,    (p)  Redemption  fee  applies  within  2  years  of  purchase 

available    NM  =  Not  meaningful. 

(q|  Formerly  Gateway  Option  Income. 
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CORE 


IC  RESULTS  TREND 

>CL  TOTAL  RET.  (%)  BW  10- YEAR 

S        10  YEARS  ANALYSIS 


A  R  D 


A. 


PORTFOLIO  DATA 


TURNOVER        %  CASH 


P/E 
RATIO 


LARGEST  HOLDING 
COMPANY  .'.SETS 


TELEPHONE 

TOU  FREE 
18001 


SB 


•** 


13.6 
13.4 

16.9 
.  und,  not  rated 


Average 
High 
High 
High 

Average 


8 

20 

15 

7 

8 


15.4 
17.5 
12.1 
13.9 
20.7 


Network  Systems 
Ogden 
RJR  Nabisco 
Squibb 
Dominion  Mining 


High 

Very  high 

High 

Low 


338-1579 
525-8085 
5258085 
525-8085 
525-8085 


Wl 
CO 
CO 
CO 
CO 


800  338-1579^ 
303  779  1233 
303  779  1233 
303  779-1233 
303  779-1233 


und,  not  rated 
und,  not  rated 
und,  not  rated 
7.4 
5.6 


TTH 


Average  5  N/A  Ind.  Bank  of  Japan  4 

High  8  10.3  General  Public  Utilities  4 

Average  10  13.8  Castle  &  Cooke  16 

Low  39  14.7  Mediagenic  3 

High  2  12.6  Teledyne  5 


Very  high 
Very  high 


525-8085 
525-8085 
451-3623 
423-4026 
423-4026 


CO 
CO 
NY 
NY 
NY 


303  779-1233 
303  779-1233 
212  943-9200 
212  208-6000 
212  208-6000 


■und,  not  rated 
und,  not  rated 
und,  not  rated 


a 


High  3  N/A  Bangkok  Investments  3  High                423-4026  NY  212  208-6000 

High  11  24.3  Century  Telephone  Ent.  4  638-2596  MD  301727-1700 

Average  3  N/A  Ind.  Bank  of  Japan  5  638-2596  MD  301727-1700 

Very  low  2  11.9  Southwestern  Bell  14  638-2596  MD  301727-1700 

Very  high  10  12.3  Ralston  Purina  2  Average            325-3539  OH  614  766-7000 


13.9 
17.1 
16.8 
12.8 
17.6 


Average 
High 
High 
Low 
High 


11 
9 
6 
6 

35 


13.6 
15.0 
20.1 
13.7 
12.4 


Philip  Morris 

Time 

LIN  Broadcasting 

Puritan-Bennett 

Castle  &  Cooke 


Average 
High 
High 
High 
Low 


525-2440 
525-2440 
525-2440 
421-4374 
421-4374 


CO 

CO 
CO 
CA 
CA 


303  394-4404 
303  394-4404 
303  394-4404 
213  277-4900 
213  277-4900 


und,  not  rated 
13.9 
17.0 
20.8 
14.5 


Low  15  12.0  Melville  5  421-4374  CA  213  277-4900 

Very  low  5  20.5  LIN  Broadcasting  8               High  342-5236  CA  415  570-3000 

Average  3  10.3  Crown  Cork  &  Seal  2  Average  342-5236  CA  415  570-3000 

Very  low  19  17.7  DeBeers  Cons.  Mines  5  Very  high  342-5236  CA  415  570-3000 

Very  low  2  13.8  Union  Pacific  4               Low  342-5236  CA  415  570-3000 


15.9 
und,  not  rated 
15.0 
14.2 
und,  not  rated 


Mill 


n 


Very  low 
Average 

Low 
Very  low 

High 


13 

13 

8 

3 

5 


9.3 
10.6 
12.4 

9.9 
16.9 


Houston  Industries 
Selective  Ins.  Group 
Dow  Chemical 
San  Diego  G&E 
Torras  Hostench 


Very  low 

Low 
Low 


342-5236 
342-5236 
342-5236 
342-5236 
225-6258 


CA 

CA 
CA 
CA 
MA 


415  570-3000 
415  570-3000 
415  570-3000 
415  570-3000 
617  523-3170 


und,  not  rated 
und,  not  rated 
18.8 
16.8 
und,  not  rated 


ex 


High 
Average 

Low 
Very  low 
Very  low 


4 

4 

3 

10 

1 


19.1 

10.3 
13.9 
11.5 
N/A 


American  Barrick 
Alliance  Financial 


Texas  Instruments  3 

Digital  Equipment  4 

New  Perspective  Fund      10 


Average 
Average 


225-6258 
225-6258 
421-5666 
421-9900 
845-8406 


MA 
MA 
TX 
CA 
NY 


617  523-3170 
617  523-3170 

713  993-0500 

714  671-7000 
212  309-8400 


und,  not  rated 
und,  not  rated 
und,  not  rated 
und,  not  rated 
12.9 


: 

■    und,  not  rated 
10.5 
und,  not  rated 
und,  not  rated 


Low  6  N/A  Putnam  Growth  &  Inc.  1 1 

Very  low  1  N/A  Guardian  Mutual  Fund  10 

High  8  N/A  Tokyo  Gas  3 

High  0  N/A  Chiyoda  Shoe  6 

High  9  N/A  Daewoo  Heavy  Ind.  5 


Average 


845-8406 
845-8406 
824-1580 
824-1580 
824-1580 


NY 
NY 
CA 
CA 
CA 


212  309-8400 
212  309-8400 
415  392-6181 
415  392-6181 
415392-6181 


Average 
High 
High 
High 
High 


25 
1 

18 
6 
3 


19.1 
12.6 
13.8 
9.1 
10.4 


Worner  Commun. 

IBM 

Calgon  Carbon 

Phelps  Dodge 

Phelps  Dodge 


5 

9 

4 

22 

15 


Very  low 


Average 


422-3554 
354-6339 
645-6561 
243-5808 
243-5808 


NY 
OH 
NY 

a 
a 


212  490-3670 
513  248-2700 
718  895-1206 
203  622-6400 
203  622-6400 


19.3 
und,  not  rated 


High  0  9.4  Phelps  Dodge  23  Average  243-5808  CT  203  622-6400 

Low  25  9.4  Phelps  Dodge  3  Low  543-1818  OH  513  579-5700 

Average  (      24  9.4  Willcox  &  Gibbs  5  High  543-1818  OH  513  579-5700 

Low  16  13.6  Tele-Communications  5  High  421-9900  CA  415  4219360 

Very  low  14  11.5  Washington  Post  16  972-9274  DC  202  842  5665 
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Now  vou  can  turn  a  bright  id 


ea 


over  lunch  into  a  ieast  ior  the  eyes  in  no 
time  at  all.  With  Harvard  Graphics  fr 


om 


Software  Publishing  Corporation. 

Just  pick  the  graphics  format  you  want 
from  the  menu.  Then  enter  your  data, 
hit  a  hey  and  your  chart  or  graph  appears 
on  screen  in  an  instant. 


Customizing  your  graphics  can  b 
just  as  easy.  Convert  a  flat  pie  chart  to 
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length  presentation  in  just  one  step. 
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OBJECTIVE 

CURRENT  RESULTS 

m 

ASSETS 
$  MIL. 

%  CHG. 
1987-88 

SALES 

CHARGE  (%) 

EXPENSE 
RATIO  (%) 

1988 

:M 

TOTAL  RET.  (%) 

YIELD       ToJ 

r 

GROWTH  INDUSTRY 

o 

59.8 

-10 

No  load 

0.92 

Growth 

7.1 

1.9 

GUARDIAN  MUTUAL 

AVG 

529.7 

20 

No  load 

0.84 

Growth 

28.1 

2.7 

GUARDIAN  PARK  AVENUE  X 

AVG 

175.8 

12 

4.50 

0.70 

Growth 

20.8 

2.5 

GUARDIAN  STOCK 

172.9 

24 

No  load 

0.60 

Growth 

20.4 

2.6 

JOHN  HANCOCK  GLOBAL 

131.1 

-1 

8.50 

1.70 

International 

10.4 

1       I 

JOHN  HANCOCK  GROWTH 

♦ 

101.5 

17 

8.50 

1.10 

Growth 

11.3 

1.7 

HARBOR  GROWTH 

115.8 

24 

No  load 

1.06 

Growth 

14.3 

1.1 

HARBOR  U.S.  EQUITIES 

46.2 

2 

No  load 

1.00 

Growth/income 

15.4 

1.6 

HARTWELL  EMERGING  GROWTH  X 

o 

o  o 

20.4 

-12 

3.00 

2.40 

Small  company 

19.2 

0.0 

: 

HEARTLAND  VALUE 

28.5 

4 

4.50 

1.70| 

Growth 

27.0 

0.9 

HERITAGE  CAPITAL  APPRECIATION 

44.6 

4 

3.00 

2.00| 

Growth 

19.4 

0.5 

HIDDEN  STRENGTH  GROWTH 

30.3 

25 

4.75 

1.33f 

Growth 

21.6 

0.0 

■  Ml  10 

HIDDEN  STRENGTH  MOD.  ASSET  ALLOC,  (r) 

35.7 

64 

4.75 

1.26f 

Balanced 

14.0 

2.6 

Umln 

WAYNE  HUMMER  GROWTH 

20.8 

12 

No  load 

1.50 

Growth 

7.0 

1.7 

Wool  10 

HUTTON  INVESTMENT  BASIC  VALUE  A 

340.9 

-22 

5.00** 

1.48f 

Growth 

11.8 

3.2 

W,Ntrc 

HUTTON  INVESTMENT  GROWTH 

AVG 

996.9 

-26 

5.00** 

1.44f 

Growth 

7.0 

3.0 

HUTTON  INVESTMENT  PRECIOUS 

91.2 

-34 

5.00** 

1.66t 

Precious  metals 

-14.7 

4.5 

bd,*trc 

HUTTON  INVESTMENT  SPECIAL  EQ. 

o 

o 

170.0 

-7 

5.00** 

2.09f 

Small  company 

7.8 

0.0 

IAI  APOLLO 

J> 

25.4 

32 

No  load 

1.00 

Growth 

24.3 

0.8 

IAI  REGIONAL 

♦ 

92.4 

13 

No  load 

0.80 

Growth 

18.8 

1.5 

IAI  STOCK  X 

AVG 

72.4 

-13 

No  load 

0.80 

Growth/income 

8.5 

1.4 

16 

IDEX 

66.4 

1 

8.50* 

1.49 

Growth 

18.5 

2.5 

knd.notr 

IDEX3 

50.1 

68 

8.50 

1.50 

Growth 

17.0 

1.9 

fcnd,  notr 

IDEX  II 

65.1 

7 

8.50$ 

1.47 

Growth 

20.5 

2.4 

hnd,  not  r 

IDS  DISCOVERY  A 

o 

o 

155.3 

-8 

5.00 

0.66f 

Small  company 

12.9 

1.7 

IDS  EQUITY  PLUS 

AVG 

358.0 

-7 

5.00 

0.61  f 

Growth/income 

8.5 

3.1 

IDS  GROWTH  X 

o 

o 

599.4 

-7 

5.00 

0.65t 

Growth 

7.3 

1.4 

1! 

IDSIHTERNATIONAL 

227.7 

-12 

5.00 

1.29f 

International 

12.8 

0.9 

I«nd,  not 

IDS  MANAGED  RETIREMENT 

644.1 

-12 

5.00 

0.87t 

Growth/income 

5.2 

2.1 

W.nol 

IDS  MUTUAL 

# 

♦  + 

1449.4 

6 

5.00 

0.68t 

Balanced 

12.7 

6.4 

1 

IDS  HEW  DIMENSIONS 

AVG 

620.0 

-3 

5.00 

0.84f 

Growth 

8.1 

1.5 

2 

IDS  PRECIOUS  METALS 

104.1 

-15 

5.00 

1.80T 

Precious  metals 

-14.1 

1.8 

«W(»ol 

IDS  PROGRESSIVE 

AVG 

175.3 

6 

5.00 

0.75f 

Growth 

20.5 

3.7 

1 

IDS  STOCK 

AVG 

1214.8 

-6 

5.00 

0.61  f 

Growth/income 

10.4 

3.2 

1 

IDS  STRATEGY  AGGRESSIVE  EQUITY 

237.9 

-2 

5.00** 

1.64f 

Maximum  growth 

8.4 

0.0 

fcnd.nol 

IDS  STRATEGY  EQUITY 

207.3 

38 

5.00** 

1.66f 

Growth/income 

24.5 

3.3                < 

(ml,  no 

IDS  STRATEGY  PAN  PACIFIC 

57.1 

0 

5.00** 

2.23t 

International 

11.6 

0.0 

fund,  no 

INCOME  FUND  OF  AMERICA 

* 

♦ 

956.7 

14 

5.75 

0.55f 

Income 

14.8 

7.0 

INTEGRATED  CAPITAL  APPRECIATION 

204.3 

20 

5.00** 

2.29f 

Growth 

29.3 

1.3 

Who 

INTEGRATED  EQUITY  AGGRESSIVE  GR. 

25.5 

148 

4.75 

2.27f 

Maximum  growth 

48.5 

o.o            ; 

fcnd,  no 

INTEGRATED  EQUITY  GROWTH 

29.1 

27 

4.75 

1.84f 

Growth 

23.3 

6.3                i 

fcnd.no 

INTEGRATED  TOTAL  RETURN 

22.7 

125 

4.75 

2.19f 

Balanced 

17.7 

3.0               : 

Wl,  no 

INTERNATIONAL  EQUITY 

35.3 

28 

No  load 

1.25f 

International 

19.3 

0.2                 1 

Wi.no 

INTERNATIONAL  INVESTORS  X 

o 

o  o 

712.1 

-32 

8.50 

0.84 

Precious  metals 

-22.1 

4.0                 1 

INVESTMENT  COMPANY  OF  AMERICA 

♦ 

4119.0 

6 

5.75 

0.41  f 

Growth/income 

13.3 

4.1                      t 

INVESTMENT  PORT.  EQUITY 

244.6 

-10 

5.00** 

2.20f 

Growth 

9.6 

1.3                 i 

INVESTMENT  HURT.  OPTION  INCOME 

404.7 

1 

5.00** 

2.1  If 

Option/income 

15.0 

2.2                i 

INVESTMENT  PORT.  TPTAL  RETURN 

491.3 

-4 

5.00** 

2.18f 

Growth/income 

11.9 

4.1                 A 

Wi.n 

INVESTMENT  TR.  OF  BOSTON  GROW,  (s)  A  AVG 

55.0 

-7 

4.25 

1.57f 

Growth/income 

9.8 

3.1                 6 

INVESTORS  RESEARCH 

J> 

68.8 

-11 

8.50 

0.76 

Growth 

-1.2 

3.6                A 

'  Includes  redemption  fee.   *"  Includes  deterred  sales  charge,   t  12(b)-1  plan  in 

(r)  Formerly  Hidden   Strength  Total  Return,    (s)  Formerly  Investment  Trust  of  Boston. 

affect,   t  Not  currently  accepting  new  accounts 

or  deposits    NA  =  Not  available    NM  = 

Not  meaningful 
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TREND 

BW  10-YEAR 
ANALYSIS 

PORTFOLIO  DATA 

TURNOVER        %  CASH 

P/E 
RATIO 

LARGEST  H 

RISK 

TELEPHONE 

%* 

OTALRET.  (%l 

TOLL  FREE 
(8001 

■■ 

— 

S        10  YEARS 

COMPANY                       % 

ASSETS 

15.3 

Mill 

Low                   8 

Average              1 0 

Average                7 

Low                  13 

High                 11 

15.5 
12.5 

11.8 
11.9 
15.3 

McDonald'i 
Household  Int'l 
Morgan  Stanley  Group 
Morgan  Stanley  Group 
Sanwa  Bank 

6 
3 
7 
13 
2 

High 
Average 
Average 

635-2886 
877-9700 
221  3253 
221  3253 
225-5291 

IL 
NY 
NY 
NY 
MA 

312  346-4830 
800  877  9700 
212  598-8259 
212  598  8259 
617  375-1760 

18.1 
19.4 

ES£ 

fund,  not  rated 

1  II  w 

■  unci   not  rated 

1   1   1   W 

15.3 

H-M-i 

Average                3 
Average                0 
Average                0 
Very  high               6 
Average                0 

16.7 
16.2 
12.4 
17.7 
11.5 

Nordstrom 
Brown-Forman 
Am.  Int'l  Group 
Applied  Materials 
Laclede  Steel 

3 
2 
3 
6 
4 

High 
Very  high 

225-5291 
422-1050 
422-1050 
845-8406 
558-1015 

MA 
OH 
OH 
NY 
Wl 

617  375-1760 
419  247-2477 
419  247-2477 
212  308-3355 
414  347-7276 

und,  not  rated 

1  1  1  1  1 

'und,  not  rated 

1  1  1  1  1 

16.9 

■J-U 

fund,  not  rated 

1   1   1   u 

fund,  not  rated 
fund,  not  rated 
Kind,  not  rated 
fund,  not  rated 
fund,  not  rated 

1  1  1  u 

High                   0 
Average                0 
Average                1 
Very  low                6 

Low                  19 

17.8 

14.1 
14.4 
13.7 
11.2 

Schering-Plough 

Boeing 

Occidental  Petroleum 

Abbott  Laboratories 

Clorox 

5 
3 
2 
4 
3 

334-4437 
334-4437 
621-4477 
447-7757 

FL 
NY 

NY 
IL 

NY 

813  573-8143 
212  956-7030 
212  956-7030 
312431-1700 
212  528-7000 

1  1  1  1  1 

1  1  1  1  1 

II  1  u 

1  1  1  u 

1    1    U    1 

Very  high             34 
Average             37 
High                 17 
Average                8 
Average              1 2 

12.3 
17.5 
16.3 
18.2 

15.0 

Colgate-Palmolive 
Int'l  Corona  Res. 
Block  Drug 
Digital  Microwave 
NWA 

4 
4 
3 
9 
4 

Average 

High 

High 

Average 

447-7757 
447-7757 
447-7757 

NY 
NY 
NY 
MN 
MN 

212  528-7000 
212  528-7000 
212  528-7000 

612  371-2884 
612  371-2884 

fund,  not  rated 

1MB 
1    I    u    1 

'  '  i  ■ 

16.1 
•und,  not  rated 
und,  not  rated 
und,  not  rated 

1  ■  ■ 

Low                    5 
High                   2 

Very  high               2 
High                   2 

Average             1 2 

14.1 
19.5 
20.8 
16.5 
16.0 

Digital  Microwave 
Chambers  Dev. 
United  Telecom. 
United  Telecom. 
XL/Datacomp 

5 
7 
6 
6 
3 

Average 
High 

237-3055 
237-3055 
237-3055 

MN 

FL 

FL 

FL 

MN 

612  371-2884 
813  585-6565 
813  585-6565 
813  585-6565 
612  372-3733 

1MB 

II   1   1   1 

1MB 

LLUU 

14.6 
18.9 
und,  not  rated 
:und,  not  rated 
15.0 

l^^jj 

Average                4 
Low                  10 
Average                8 
Average                7 
Average                7 

13.7 
21.8 
N/A 
15.1 
10.9 

Worthington  Industries 

Wal-Mart  Stores 

Taisho  Mar.  &  Fire  Ins. 

IBM 

Imp.  Chem.  Ind. 

2 

16 
3 
5 
2 

Average 
High 

Very  low 

i 

MN 
MN 
MN 
MN 
MN 

612  372-3733 
612  372-3733 
612  372-3733 
612  372-3733 
612  372-3733 

1 

■bWJ 

1   1   1   ■ 

i 

1   II   U 

! 

20.5 
fund,  not  rated 
16.9 
14.3 
fund,  not  rated 

■flb 

High                   6 
Average              1 9 
Average                8 

Low                  13 
Average             1 0 

17.5 
22.8 
18.9 
13.7 
24.3 

Wal-Mart  Stores 

Corona 

Penn  Central 

IBM 

LIN  Broadcasting 

5 
6 
6 
3 
6 

Average 

Average 
Average 

MN 
MN 
MN 
MN 
MN 

612  372-3733 
612  372-3733 
612  372-3733 
612  372-3733 
612  372-3733 

i  i  i  ■ 

! 

i 

LJaJM 

t 

LL±JU 

I 

fund,  not  rated 
fund,  not  rated 

15.1 
fund,  not  rated 
fund,  not  rated 

1MB 

Average                6 
Low                    1 

Average              1 0 
Low                  12 
Low                   6 

11.5 
19.9 
11.3 
14.9 
11.8 

Air  Prod.  &  Chem. 

Cannon 

Middle  South  Utilities 

TW  Services 

Wolohan  Lumber 

5 
4 
2 
6 
5 

Very  low 

421-9900 
858-8850 
858-8850 

MN 
MN 
CA 
NY 
NY 

612  372-3733 
612  372-3733 
714  671-7000 
212  353-7125 
212  353-7125 

! 

1 

1   1    1    1   1 

! 

iiiy 

1   1   1    1   1 

fund,  not  rated 
iund,  not  rated 
fund,  not  rated 
20.5 
17.1 

1   1    1   1   1 

Average                 4 
Very  low                7 
High                   3 
Very  low                0 
Very  low               1 4 

15.7 
12.5 
N/A 
18.2 
12.3 

Gerber  Products 
National  Data 
Brammer 
Placer  Dome 
Philip  Morris 

6 
2 
1 

7 
6 

Very  high 
Low 

858-8850 
858-8850 
845-8406 
221-2220 
421-9900 

NY 
NY 
NY 
NY 
CA 

212  353-7125 
212  353-7125 
212  309-8400 
212  687-5201 
714  671-7000 

3 

1   1   1   1   1 

1 
1 
( 

mm 

fund,  not  rated 
fund,  not  rated 
fund,  not  rated 
11.9 

1/8 

1  II  u 

High                 20 
Average                8 
Average                 4 

Low                    1 
Average             60 

13.7 
12.0 
13.6 
12.9 
14.1 

IBM 

IBM 

Philip  Morris 

Exxon 

Apple  Computer 

4 
5 
4 
4 

3 

Average 
Average 

621-1048 
621-1048 
6211048 
8884823 

IL 

IL 

IL 

MA 

CA 

312781-1121 
3)2781-1121 
312781-1121 
617  578  1388 
213  595-7711 

5 

1  1  1  u 
Mill 

) 
4 
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CURRENT  RESULTS 

0 

ASSETS 
$MIL 

%  CHG. 
1987-88 

SALES 
CHARGE  (%) 

EXPENSE 
RATIO  (%) 

1988 

JAJ 

TOTAL  RET.  (%) 

YIELD       TOTA     | 

ISI  TRUST  A 

AVG 

96.3 

3 

6.00 

0.86 

Growth/income 

12.4 

5.0 

IVY  GROWTH 

♦ 

172.9 

0 

No  load 

1.34 

Growth 

12.4 

2.9 

IVY  INTERNATIONAL 

23.6 

11 

No  load 

2.01 

International 

29.7 

0.7 

JANUS 

AVG 

377.7 

0 

No  load 

0.98 

Growth 

16.6 

4.9 

JANUS  VENTURE 

34.7 

14 

No  load 

1.41 

Small  company 

19.6 

5.5 

JAPAN 

♦ 

♦ 

* 

403.9 

30 

No  load 

0.90 

International 

19.4 

0.1 

JP  GROWTH 

AVG 

23.6 

3 

6.75 

0.88 

Growth 

7.4 

2.4 

KEMPER  BLUE  CHIP 

20.0 

15 

4.50 

1.83t 

Growth/income 

-6.6 

3.9 

KEMPER  GROWTH 

o 

273.7 

0 

8.50 

0.82 

Growth 

10.8 

3.5 

' 

KEMPER  INTERNATIONAL 

♦ 

♦ 

184.2 

0 

8.50 

1.10 

International 

17.3 

2.6 

KEMPER  OPTION  INCOME 

o 

347.1 

-13 

8.50 

0.97 

Option/income 

18.6 

4.7 

KEMPER  SUMMIT 

o 

o 

253.5 

3 

8.50 

0.72 

Growth 

7.8 

1.4 

KEMPER  TECHNOLOGY 

o 

o 

491.8 

-8 

8.50 

0.69 

Technology 

3.1 

2.5 

KEMPER  TOTAL  RETURN  A 

AVG 

933.4 

-11 

8.50 

0.78 

Balanced 

8.8 

5.7 

KEYSTONE  AMERICA  EQUITY  INCOME 

20.5 

99 

4.00** 

1.16f 

Equity/income 

11.5 

5.0 

Um\ 

KEYSTONE  CUSTOM  AN  K-l 

♦ 

♦ 

655.2 

0 

4.00** 

1.91| 

Balanced 

11.5 

6.3 

KEYSTONE  CUSTODIAN  K-2 

AVG 

285.8 

-6 

4.00** 

1.69f 

Growth 

10.7 

2.8 

V 

KEYSTONE  CUSTODIAN  S-l 

AVG 

196.6 

-7 

4.00** 

1.77 

Growth/income 

8.5 

2.6                < 

KEYSTONE  CUSTODIAN  S-3 

o 

o 

213.6 

-5 

4.00** 

1.44t 

Growth 

14.1 

1.6                < 

1 

KEYSTONE  CUSTODIAN  S-4 

o 

o 

o 

474.3 

8 

4.00** 

1.17T 

Maximum  growth 

11.8 

0.0 

It 

KEYSTONE  INTERNATIONAL 

♦ 

♦ 

130.7 

4 

4.00** 

2.04t 

International 

16.8 

0.9                ( 

1 

KEYSTONE  PRECIOUS  METALS  HOLDING 

o 

o 

o 

214.7 

-23 

4.00** 

1.84t 

Precious  metals 

-15.4 

0.7                ; 

KIDDER  PEABODY  EQUITY  INCOME 

57.8 

-25 

5.00** 

1.01 1 

Equity/income 

1.1 

3.8 

MboI 

KIDDER  PEABODY  MARKETGUARD  APPR. 

34.4 

-29 

4.00 

1.16 

Growth 

4.7 

5.6 

fund,  not 

IEGG  MASON  SPECIAL  INVESTMENT 

40.5 

-2 

No  load 

2.50f 

Small  company 

19.7 

0.1                i 

fax),  not 

IEGG  MASON  TOTAL  RETURN 

30.1 

-18 

No  load 

2.48| 

Growth/income 

21.8 

1.4 

Mnol 

LEGG  MASON  VALUE 

AVG 

678.2 

12 

No  load 

1.97t 

Growth 

25.8 

1.4                 i 

LEHMAN  CAPITAL 

o 

o 

64.3 

-30 

5.00 

1.27 

Maximum  growth 

-4.6 

0.0                J 

1 

LEHMAN  INVESTORS  ± 

AVG 

362.7 

3 

5.00 

0.67 

Growth/income 

16.9 

3.2                 i 

1 

LEHMAHOPPORTUHITY 

♦ 

# 

96.0 

11 

No  load 

1.20 

Growth 

23.3 

2.3                 I 

LEPERCQ-ISTEL  JL 

o 

20.1 

-10 

No  load 

1.44t 

Growth/income 

7.2 

4.3               : 

1 

LEVERAGE  FUND  OF  BOSTON 

o 

o 

o 

18.6 

-1 

No  load 

2.50 

Maximum  growth 

9.4 

0.0                c 

LEXIHGTOH  GLOBAL 

38.2 

22 

5.00 

1.20 

International 

16.3 

0.4               : 

fund,  not 

LEXINGTON  GOLDFUHD 

o 

o 

o 

93.0 

-10 

No  load 

1.30 

Precious  metals 

-15.1 

1.0                 1 

LEXINGTON  GROWTH 

o 

26.4 

3 

No  load 

1.26 

Growth 

10.5 

1.4                c 

LEXINGTON  RESEARCH 

AVG 

111.2 

-1 

No  load 

1.09 

Growth/income 

9.5 

3.1                 i 

1 

LINDNER  DIVIDEND  (t) 

♦ 

# 

# 

83.8 

82 

2.00* 

1.04 

Equity/income 

24.2 

7.7                1 

2 

LINDNER  (u)  A 

* 

# 

* 

425.2 

21 

2.00* 

1.07 

Growth 

20.4 

4.0                 I 

2 

LMH 

# 

36.7 

-17 

No  load 

1.61 

Growth/income 

18.0 

4.3                 t 

LOOMIS-SAYLES  CAP.  DEVELOPMENT  A 

AVG 

194.2 

-16 

No  loadj 

0.92 

Growth 

-0.3 

3.9                3 

2 

LOOMIS-SAYLES  MUTUAL  JL 

* 

# 

292.8 

-3 

No  load 

1.01 

Balanced 

3.2 

5.5                A 

1 

LORD  ABBETT  DEVELOPIHG  GROWTH 

o 

o 

o 

157.6 

-16 

7.25 

0.92 

Small  company 

0.0 

0.0                8 

i 

LORD  ABBETT  FUHDAMEHT&L  VALUE  A 

21.9 

-11 

7.25 

1.69| 

Growth 

8.7 

1.8                i 

Wnot 

LORD  ABBETT  VALUE  APPRECIATION 

o 

■* 

188.4 

-16 

7.25 

0.81 

Growth 

15.6 

0.0                A 

LOWRY  MARKET  TIMING 

o 

23.3 

-19 

4.75 

1.93f 

Maximum  growth 

0.9 

3.1                 0 

LUTHERAN  BROTHERHOOD 

AVG 

262.8 

4 

5.00 

1.08 

Growth/income 

9.2 

3.2                6 

MACKAY  -SHIELDS  GLOBAL 

18.3 

7 

5.00** 

3.65t 

International 

7.1 

2.8                2 

•»o.noi 

MACKAY-SHIELDS  MAINSTAY  CAPITAL 

28.1 

-5 

5.00** 

2.35f 

Growth 

2.6 

0.0                8 

Wm 

MACKAY-SHI£iL»S  MAINSTAY  VALUE 

18.1 

7 

5.00** 

2.86f 

Growth/income 

16.1 

1.6                7 

MACKENZIE  AMERICAN 

40.0 

88 

8.50 

1.71 

Growth 

15.7 

2.0                 4 

*  Includes  redemption  tee.    ■•  Includes  deterred  sales  charge,   f  12(b 

(t)  Redemption  fee  applies  within  60  days  of  purchase,    (u)  Redemption  fee 

•1  plan  in 
applies  with 

affect,   t  Not  currently  accepting 

n  60  days  of  purchase. 

new  accounts  or  deposits.   NA  =  Not  available    NM  = 

Not  meaningful 
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i  IK  RESULTS 

HAL  RET.  I V.  I 
,1  RS         10  YEARS 


TREND 

BW  10- YEAR 
ANALYSIS 


PORTFOLIO  DATA 

rURNOVEl 


RISK 


CASH  P/E 

RATIO 


LARGEST  HOLDING 

COMPANY  %  ASSETS 


TELEPHONE 

rou  ifii 
|800| 


m 


10.1 
19.1 

fund,  not  rated 
19.7 

fund,  not  rated 

1    LJ    M 

Very  low 
Average 
Average 

High 
Very  high 

8 

14 

2 

2 

15 

13.3 
13.0 
N/A 
16.7 
17.0 

Telecredit 

Warner-Lambert 

Bergesen 

MCI  Communications 

MCI  Communications 

9 
2 
3 
7 

7 

Very  low 
Low 

Low 

441-9490 
235-3322 
235-3322 
525-3713 
525-3713 

DE 
MA 
MA 
CO 
CO 

302  652  3091 
617  749  1416 
617  749-1416 

303  333-3863 
303  333-3863 

1. 

1    1    1    ■ 

■Maid 

1  II  U 

. 

18.1 
14.3 
fund,  not  rated 
16.3 

HULM 

Low 
Average 
Very  high 
Average 
Average 

7 
18 
23 
28 

5 

N/A 
12.6 
14.1 

15.3 
N/A 

Tokyo 

Dow  Chemical 

Kimberly-Clark 

IBM 

Bayer 

4 
3 
4 
4 
2 

High 
Average 

Average 
Average 

225-2470 

621-1048 
621-1048 
621-1048 

MA 

NC 

IL 

IL 

IL 

617  439-4640 
919  378-2448 
312781-1121 
312781-1121 
312781-1121 

yjflLj 

II  1  1  1 

10.7 

16.6 
13.5 
15.7 
fund,  not  rated 

LJ    1    l_l 

Low 
Average 
Very  low 

High 

Low 

5 
26 
22 
15 

6 

12.2 
15.6 
14.4 
13.7 
12.8 

IBM 

Chambers  Dev. 

IBM 

RJR  Nabisco 

British  Steel 

5 

3 
5 
4 
3 

Average 
High 
High 

Average 

621-1048 
621-1048 
621-1048 
621-1048 
343-2898 

IL 
IL 
IL 
IL 
MA 

312781-1121 
312781-1121 
312781-1121 
312781-1121 

617  338-3400 

■>W_ 

■        i 

■ 

1    1    II    1 

13.5 
13.5 
11.1 
14.3 
10.7 

LMM 

Average 
Average 
Average 

High 
Average 

5 
9 
8 
8 
7 

12.3 
13.4 
11.8 
14.6 
17.6 

Philip  Morris 

IBM 

IBM 

Corning  Glass  Works 

MCI  Communications 

2 
2 
5 
3 

7 

Very  low 
Average 
Average 

High 
Very  high 

343-2898 
343-2898 
343-2898 
343-2898 
343-2898 

MA 
MA 
MA 
MA 
MA 

617  338-3400 
617  338-3400 
617  338-3400 
617  338-3400 
617  338-3400 

. 

■    ■    i 

1 

I 

: 

Miii 

i 

■   i   i   i 

: 

16.6 

fund,  not  rated 
fund,  not  rated 
fund,  not  rated 

'■■ 

Average 
Average 
Very  high 
Average 
High 

2 
20 
10 
70 
25 

N/A 
18.1 
14.1 
12.5 
10.7 

Ind.  Bank  of  Japan 
Cons.  Gold  Fields 
Toys  'FT  Us 
Exxon 
Salant 

4 
5 
3 

1 
7 

Average 
Very  high 

343-2898 
343-2898 
543-3377 
543-3377 
522-5544 

MA 
MA 
NY 
NY 
MD 

617  338-3400 
617  338-3400 
800  543-3377 
800  543-3377 
301  539-3400 

1 

I   I   I   ■ 

i 
i 

1  1  1  U 

1  1  1  II 

I 

1  II  u 

i 
! 
1 

fund,  not  rated 

17.3 
16.7 

1  1  1  u 

LLZH 

Low 
Average 
Very  high 

Low 

Low 

6 

11 
4 

12 
9 

10.5 
10.6 
19.7 
13.7 
12.3 

UNUM 

Ford  Motor 

LIN  Broadcasting 

IBM 

Loews 

4 
2 
20 
5 
6 

Average 
High 

Average 
Low 

822-5544 
822-5544 
221-5350 
221-5350 
221-5350 

MD 
MD 
NY 
NY 

NY 

301  539-3400 
301  539-3400 
212  668-8578 
212  668-8578 
212  668-8578 

5 

Til 

: 

10.6 
fund,  not  rated 
10.6 

M    1    LJ 

Average 

High 
Average 
Very  low 
Average 

1 
2 
8 
13 
9 

15.9 
12.7 
16.3 
20.6 
14.5 

Golden  West  Financial 
Gannett 
Sumitomo  Bank 
Western  Mining 
Hillenbrand  Industries 

5 
5 
2 
5 

4 

Average 
Very  high 

Very  high 
High 

225-6265 
526-0057 
526-0057 
526-0057 

NY 
MA 
NJ 
NJ 
NJ 

212  702-0174 
617  482-8260 
201  845-7300 
201  845-7300 
201  845-7300 

1 

'    1    1    1    1    1 

1    1    1    II 

i 

e 

m-m** 

1 
i 

14.8 
20.7 
21.7 

22.7 

J*i 

Average 

Low 

Low 
Very  low 
Very  high 

10 
14 
3 
21 
54 

12.9 
11.5 
9.4 
13.1 
12.9 

Johnson  &  Johnson 
Duquesne  Light 
DeBeers  Cons.  Mines 
General  Motors 
UAL 

4 
5 
3 
8 
8 

Average 
Very  low 
Very  low 
Very  low 
High 

526-0057 

422-2564 
345-4048 

NJ 
MO 
MO 

CT 
MA 

201  845-7300 
314  727-5305 
314  727-5305 
203  222-1624 
617  578-1333 

i 

: 

1  1  W-Id 

t 

15.6 
10.6 
fund,  not  rated 

LBH 

Very  high 

Low 
Average 
Average      « 
Very  high 

38 

13 

10 

2 

100 

10.4 
16.1 
13.3 
12.4 

N/A 

UAL 

Interface 

Ameritech 

Citizens  &  Southern 

None 

7 
6 
4 
4 
0 

Low 
Very  high 

Average 
Average 

345-4048 
874-3733 
874-3733 
874-3733 
999-3863 

MA 
NY 
NY 
NY 
TX 

617  578-1333 
212  848-1800 
212  848-1800 
212  848-1800 
713  751-2400 

■rL— 

1  1  1  1  1 

1    1    M    1 

1    '    1    '    1 

15.0 

fund,  not  rated 

fund,  not  rated 

fund,  not  rated 

,  fund,  not  rated 

um^d 

Average 
Very  high 
Average 
Average 
Very  low 

3 

6 

3 

11 

35 

12.3 
N/A 
22.1 
10.8 
14.2 

Caterpillar 
Nomuro  Securities 
Am.  Int'l  Group 
Coastal 
Schlumberger 

3 
2 
4 
3 
2 

Low 

328-4552 
522-4202 
522-4202 
522-4202 
456-5111 

MN 
NY 
NY 
NY 
FL 

612  339-8091 
617  328-5000 
617  328-5000 
617  328-5000 
407  393-8900 

1    1    1    1    1 

1  1  1  u 
1  1  1  U 
1MB 

*••  P«M 

•4-«$ 

lor  mm  Biplanation  of  BW  Rating,  Trend  and  o»K«r  le 

rmt 

OAT* 

MORNINGSTAi 

• 

BUSINESS  WEEK/FEBR'                          101 

'"""■'" 


BJB 

to 

Bfl 

-  18 

Ml 

II      ■ 

FUND 

RATING 

SIZE 

FEES 

OBJECTIVE 

CURRENT  RESULTS 

u> 

ASSETS 
$MIL. 

%  CHG. 
1987-88 

SALES             EXPENSE 
CHARGE  (%)      RATIO  (%) 

1988 

TOTAL  RET.  (%) 

YIELD       TO|  f 

MACKENZIE  OPTION  INCOME 

241.1 

-18 

8.50 

1.02 

Option/income 

2.6 

6.9 

MANHATTAN 

AVG 

341.7 

4 

No  load 

1.00 

Growth 

18.3 

1.8              7 

MASS.  CAPITAL  DEVELOPMENT  ± 

o 

o 

722.1 

-10 

7.25 

0.83 

Growth 

9.0 

1.6             * 

MASS.  FINANCIAL  DEVELOPMENT 

o 

220.8 

-o 

7.25 

0.73 

Growth 

10.3 

2.6              6 

MASS.  FINANCIAL  EMERGING  GROWTH  A  O 

o 

214.2 

2 

7.25 

1.50 

Small  company 

14.8 

0.0 

MASS.  FINANCIAL  SPECIAL 

o 

113.4 

5 

7.25 

1.27 

Growth 

26.5 

1.8              6 
6.0              4 

MASS.  FINANCIAL  TOTAL  RETURN 

+ 

♦ 

515.3 

11 

7.25 

0.63 

Balanced 

14.9 

MASS.  INVESTORS  GROWTH  STOCK 

o 

o 

687.4 

-16 

7.25 

0.55 

Growth 

4.1 

1.4              9 

MASS.  INVESTORS 

AVG 

1083.7 

0 

7.25 

0.45 

Growth/income 

10.3 

3.2 

MASSMUTUAL  BALANCED 

27.6 

NM 

4.50 

l.OOf 

Balanced 

3.4 

MASSMUTUAL  VALUE  STOCK 

27.4 

427 

4.50 

0.70t 

Growth/income 

15.6 

3.1 

MATHERS  J. 

AVG 

200.7 

32 

No  load 

0.98 

Growth 

13.7 

2.0 

MEDICAL  TECHNOLOGY 

o 

o 

31.3 

-19 

No  load 

2.26| 

Health  care 

4.7 

0.0 

MEESCHAERT  CAPITAL  ACCUMULATION 

AVG 

36.5 

-9 

4.00** 

1.26t 

Growth 

2.1 

9.8 
4.0 

MERRILL  LYNCH  BASIC  VALUE  A  ±. 

♦ 

* 

1131.3 

14 

6.50 

0.58 

Growth 

22.7 

IM 

MERRILL  LYNCH  CAPITAL  A 

♦ 

# 

653.6 

4 

6.50 

0.62 

Growth/income 

17.0 

3.2 

II," 

MERRILL  LYNCH  EUROFUND  B 

247.9 

-37 

4.00** 

2.08f 

International 

4.0 

1.7 

Unotm 

MERRILL  LYNCH  FD.  FOR  TOMORROW  B 

544.5 

-13 

4.00** 

1.87f 

Growth 

22.1 

1.3 

y««i 

MERRILL  LYNCH  INTERNATIONAL  A 

199.4 

-26 

6.50 

1.31 

International 

10.0 

2.7 

bdrtm 

MERRILL  LYNCH  NATURAL  RES.  B 

569.2 

-31 

4.00** 

1.82t 

Natural  resources 

-7.9 

1.9 

■d  tntm 

MERRILL  LYNCH  PACIFIC  A 

♦ 

* 

♦ 

294.0 

4 

6.50 

1.06 

International 

34.7 

2.2 

n 

MERRILL  LYNCH  PHOENIX  A 

+ 

♦ 

♦ 

167.2 

85 

6.50 

1.18 

Growth 

33.1 

3.6 

MERRILL  LYNCH  RETIRE.  FULL  INV.  B 

2068.4 

-27 

4.00** 

1.82f 

Balanced 

8.1 

5.4 

kdnntrr 

MERRILL  LYNCH  RETIRE.  EQUITY  B 

466.2 

-20 

4.00** 

1.93t 

Growth 

16.0 

1.8 

iUlr 

MERRILL  LYNCH  SPECIAL  VALUE  A  ± 

o 

o 

90.2 

-10 

6.50 

1.17 

Small  company 

17.1 

2.0 

1(1 

MERRILL  LYNCH  STRATEGIC  DIV.  B 

181.1 

60 

4.00** 

1.08| 

Equity/income 

12.8 

6.9 

Hi,  «0l  [ 

METLIFE-STATE  STREET  CAPITAL 

27.7 

10 

4.50 

1.50t 

Maximum  growth 

21.6 

0.4 

•Jwr 

METLIFE-STATE  STREET  EQUITY  INC. 

37.0 

35 

4.50 

1.50f 

Equity/income 

16.6 

6.1 

WUli 

METLIFE-STATE  STREET  EQUITY  INV. 

23.0 

-8 

4.50 

1.50f 

Growth 

10.8 

2.7 

mlrtr 

MFS  LIFETIME  CAPITAL  GROWTH 

135.1 

35 

6.00** 

2.26f 

Growth 

15.4 

1.1 

inUtr 

MFS  LIFETIME  DIVIDEND  PLUS 

151.0 

23 

6.00** 

2.18f 

Growth/income 

10.8 

6.3 

*H0I 

MFS  LIFETIME  EMERGING  GROWTH  A 

68.1 

18 

6.00** 

2.40t 

Small  company 

9.0 

1.0 

mml 

MFS  LIFETIME  GLOBAL  EQUITY 

41.2 

0 

6.00** 

2.50t 

International 

0.8 

3.4 

ft!  ml 

MFS  LIFETIME  MANAGED  SECTORS 

137.9 

-9 

6.00** 

2.25t 

Growth 

5.3 

1.1 

md.  not 

MFS  MANAGED  SECTORS 

117.8 

-27 

4.75 

1.48t 

Growth 

4.8 

1.6 

KUt 

MIDAMERICA  MUTUAL  A 

AVG 

34.1 

5 

8.50 

1.00 

Growth 

8.8 

3.6 

W.L  MORGAN  GROWTH 

o 

621.9 

16 

No  load 

0.55 

Growth 

22.3 

2.1 

MORISON  ASSET  ALLOCATION 

21.1 

-9 

7.25 

1.71t 

Balanced 

5.3 

3.3 

MSB 

AVG 

49.1 

1 

No  load 

1.00 

Growth 

9.5 

1.7 

i 

MUTUAL  BEACON 

♦ 

# 

# 

213.7 

62 

No  load 

0.60 

Growth 

28.8 

3.3 

1 

MUTUAL  BENEFIT 

AVG 

20.0 

40 

8.50 

1.34 

Growth 

30.0 

2.1 

1 

MUTUAL  OF  OMAHA  GROWTH 

AVG 

39.2 

7 

8.00 

1.24 

Growth 

23.0 

0.8 

MUTUAL  OF  OMAHA  INCOME 

♦ 

# 

159.2 

6 

8.00 

0.80 

Income 

12.1 

8.7 

MUTUAL  QUALIFIED  (v) 

+ 

♦ 

* 

1091.7 

59 

No  load 

0.60 

Growth/income 

30.2 

3.4 

MUTUAL  SHARES 

♦ 

♦ 

♦ 

2544.7 

51 

No  load 

0.62 

Growth 

30.7 

3.6 

■ 

NAESS&  THOMAS  SPECIAL 

o 

o  o 

25.6 

5 

No  load 

0.95 

Small  company 

24.6 

0.5 

NATIONAL  AVIATION  &  TECHNOLOGY  X 

V 

70.3 

10 

4.75 

1.23 

Technology 

24.9 

1.7 

NATIONAL  GROWTH 

o 

o 

51.7 

-1 

7.25 

0.90 

Growth 

7.8 

3.2 

NATIONAL  INDUSTRIES 

o 

26.1 

10 

No  load 

1.65 

Growth/income 

12.6 

1.1 

NATIONAL  PREMIUM  INCOME 

18.1 

-10 

6.75 

1.49f 

Option/income 

20.1 

1.5 

»t  - 

*  Includes  redemption  fee.   **  Includes  deferred  sales 

(v)  Formerly  Mutual  Qualified  Income. 

:hargs 

.   t  12(b)-1  plan  in 

effect,  t  Not 

currently  accepting  new  accounts  or  deposits    NA  =  Not  available.   NM  = 

Not  meaningful. 
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PORTFOLIO  DATA 

RISK 

TELEPHONE                         V^r 

itAi  mil    ) 

rURNI  'VI  R 

%  CASH 

P/E 

RATIO 

LARl  ■ 

ron fwi 
(800) 

INSTATE 

,         10  YEARS 

COMPANY 

ASSETS 

und,  not  rated 
18.9 
18.9 

1  1  1  u 

High 
High 
Low 
High 
Low 

5 

5 

19 

23 

17 

12.4 
13.6 
15.5 
12.9 
17.7 

Exxon 

Philip  Morris 
Gulf  &  Western 
Philip  Morris 
Metro  Mobile  C.T.S. 

6 
2 
3 
3 
4 

Average 

High 
Average 
Very  high 

456  5111 
877-9700 
343-2829 
343-2829 
3432829 

Fl    407  393  51  11 
NY    800  877-9700 
MA    617  954-5000 
MA    617  954-5000 
MA    617  954-5000 

16.1 

mdmM 

- 

''Ml 

1    1    1    M 

Average 

Average 

Average 

Low 

N/A 

20 

10 
4 

10 
19 

13.6 
12.0 
17.8 
12.6 
13.8 

Warner  Commun. 
United  Telecom. 
Apple  Computer 
IBM 
IBM 

4 
2 
3 
3 
3 

High 

Low 

High 

Average 

343-2829 
3432829 
343-2829 
343-2829 
343-1714 

MA    617  954-5000 
MA    617  954-5000 
MA    617  954-5000 
MA   617  954-5000 
MA    800343-1714 

15.4 

_mma 

13.9 

IkUJ 

14.5 
und,  not  rated 

L^jjg ■ 

1      1      1      II 

und,  not  rated 

1      II      1      1 

Very  low 

High 
Very  low 
Average 

Low 

-1 
1 
12 
82 
10 

13.8 
11.0 
19.2 
21.9 
10.0 

IBM 

Int'l  Technology 

Merck 

Wal-Mart  Stores 

ITT 

4 
5 
6 
2 

4 

Average 
High 
Low 

Low 

343-1714 
962-3863 
262-3863 

637-3863 

MA    800  343-1714 

IL   312  295-7400 

PA    215  825-0400 

VT    802  748-2400 

NJ    609  282-2800 

17.9 

1     1     M     1 

- 

19.3 

1    1    U    1 

18.3 
und,  not  rated 
und,  not  rated 
und,  not  rated 
und,  not  rated 

mumm 

Average 
High 
Low 
High 

Average 

47 

5 
11 
21 

4 

11.1 
13.1 
14.3 

14.4 
14.5 

McDonald's 

Fiat 

MCA 

MCI  Communications 

Pioneer  Int'l  Services 

3 
6 
4 
2 
8 

Low 

637-3863 
637-3863 
637-3863 
637-3863 
637-3863 

NJ    609  282-2800 
NJ    609  282-2800 
NJ    609  282-2800 
NJ    609  282-2800 
NJ    609  282-2800 

i  i  i  i  i 

1   1   1   u 

ii  i  ■ 

1MB 

22.2 

und,  not  rated 
und, not  rated 
10.0 

-*jam 

Low 

Low 
Very  high 
Very  low 
Average 

8 
39 

3 
10 

6 

N/A 
13.5 
11.8 
13.4 
15.0 

Fuji  Fire  &  Mar.  Ins. 
General  Public  Utilities 

in 

MCI  Communications 
Multibank  Financial 

10 
4 
1 

10 

7 

Average 
Very  low 

High 

637-3863 
637-3863 
637-3863 
637-3863 
637-3863 

NJ    609  282-2800 
NJ    609  282-2800 
NJ    609  282-2800 
NJ    609  282-2800 
NJ    609  282-2800 

mm 

1  1  1  u 

i  i  i  i  i 

ii  ■■■  l 

und,  not  rated 
und,  not  rated 
und,  not  rated 
und,  not  rated 
und,  not  rated 

I  I  I  I  I 

Low 
Very  high 
High 
High 
High 

20 

4 

15 

11 
16 

12.6 
15.5 
11.6 
13.3 
13.0 

Panhandle  Eastern 

MCI  Communications 

Barclays 

MCI  Communications 

Loews 

4 
4 
4 
3 
3 

637-3863 
882-0052 
,    882-0052 
882-0052 
841-8000 

NJ    609  282-2800 
MA    617  348-2000 
MA    617  348-2000 
MA    617  348-2000 
MA    617  954-5000 

1 

i  i  i  i  i 

Mill 

II  1  1  1 

^ 

1  1  1  1  1 

: 

und,  not  rated 
und,  not  rated 
und,  not  rated 
und,  not  rated 
und,  not  rated 

Mill 

High 
Average 
Very  high 

High 
Average 

11 
4 
34 
27 
23 

N/A 
15.6 
12.3 
14.6 
13.9 

Ford  Motor 

Policy  Mgt.  Systems 

Nestle 

USX 

Digital  Equipment 

3 
5 
3 
3 

4 

841-8000 
841-8000 
841-8000 
841-8000 
343-2829 

MA    617  954-5000 
MA    617  954-5000 
MA    617  954-5000 
MA    617  954-5000 
MA    617  954-5000 

1 

1   1   1   1   1 

1 

Mill 

( 

1   1   1   1   1 

( 

1   1   1   II 

5 

14.1 
15.5 
und,  not  rated 
15.4 
14.2 

_dH 

Average 
Average 

High 

Low 
Average 

29 

5 

3 

4 

18 

15.2 
13.8 

15.0 
13.6 
15.7 

Seagram 

IBM 

Marion  Laboratories 

Owens-Corning 

Pillsbury 

3 

5 
2 
5 
4 

Average 
High 

Average 
Very  low 

228-2346 
662-7447 
992-0179 

553-3014 

IA    319  398-8789 

PA    215  648-6000 

MN    612  332-1588 

NY    212  551-1920 

NJ    201  912-2100 

i 

wMmM 

1 

1    1    1    II 

8 

J 

LLLJi 

5 

16.6 
12.9 
11.3 

21.1 

-MaM 

Low 
Average 
Average 
Average 
Average 

10 

7 

5 

29 

30 

14.9 
15.4 
12.5 
16.7 
16.6 

Kellogg 

SCI-Med  Life  Systems 

NCR 

Pillsbury 

Pillsbury 

5 
6 
2 
4 
5 

Average 
Average 
Very  low 
Very  low 
Very  low 

333-4726 
228-9596 
228-9596 
448-3863 
448-3863 

Rl    401  751-8600 
NE    402  397-8555 
NE    402  397-8555 
NJ    201  912-2100 
NJ    201  912-2100 

5 

LLJiU 

'i 
i 
i 

_"2 

i 

13.2 

11.2 

8.1 

9.6 

jnd,  not  rated 

H-LJ 

Average 
Very  low 

High 
Average 
Average 

12 
8 
1 
5 

10 

20.4 
14.7 
15.8 
14.0 
12.6 

Telxon 

NWA 

Pyramid  Technology 

Bausch  &  Lomb 

Dun  &  Bradstreet 

3 
11 
6 
5 
5 

Very  high 
Average 

High 
High 

662-7447 
654-0001 
356-5535 

356-5535 

PA    215  648-6000 
NY    212  482-8100 
NY    212661-3000 
CA    213  277  1450 
NY    212  661-3000 

LJ    1    LJ 

U    1    I    1 

L-l    1    1    1 

„ 

□      m 

Sm  pi|M  S4-BS  for 

an  explanation  of  BW  Rattna,  Trend  and 

of  nor  form*. 
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FUND 

RATING 

SIZE 

FEES 

OBJECTIVE 

CURRENT  RESULTS 

ttf! 

ASSETS 

SMIL 

%  CHG. 
1987-88 

SALES 
CHARGE (%) 

EXPENSE 
RATIO  (%) 

1988 

JAM     | 

TOTAL  RET.  (%) 

YIELD        TOTAt 

IS   ■ 

NATIONAL  REAL  ESTATE  STOCK 

23,0 

44 

7.75 

1.50T 

Specialty 

17.4 

6.7                 1 

NATIONAL  STOCK 

AVG 

211.2 

4 

7.25 

0.74 

Growth/income 

20.9 

3.8                  ( 

NATIONAL  STRATEGIC  ALLOCATION 

139.7 

-1 

7.75 

1.71f 

Balanced 

6.3 

2.5                3 

NATIONAL  TELECOMMUN.&  TECH.  J. 

V 

o 

38.6 

-13 

4.75 

1.63 

Technology 

9.7 

0.9               i 

NATIONAL  TOTAL  INCOME 

♦ 

♦  ♦ 

141.5 

9 

7.25 

0.91 

Balanced 

17.9 

6.5                3 

NATIONAL  TOTAL  RETURN 

AVG 

252.8 

-7 

7.25 

0.84 

Growth/income 

13.3 

5.0                 \ 

NATIONWIDE 

AVG 

389.8 

5 

7.50 

0.64 

Growth/income 

16.8 

2.6                t 

NATIONWIDE  GROWTH 

AVG 

230.4 

15 

7.50 

0.68 

Growth 

22.5 

1.8                 < 

NEUWIRTH 

o 

25.6 

21 

No  load 

1.93 

Growth 

29.6 

0.1                 J 

HEW  ECONOMY 

AVG 

696.6 

-6 

5.75 

0.81  f 

Growth 

15.7 

2.2                 | 

HEW  ENGLAND  EQUITY  INCOME  JL 

AVG 

51.9 

11 

6.50 

1.52t 

Equity /income 

10.0 

3.5                3 

NEW  ENGLAND  GROWTH  J. 

o 

462.5 

5 

6.50 

1.26t 

Growth 

1.5 

3.2                \ 

1 

NEW  ENGLAND  RETIREMENT  EQUITY  ± 

AVG 

136.4 

-4 

6.50 

1.29f 

Growth/income 

-2.2 

3.5            , : 

] 

NEW  PERSPECTIVE 

♦ 

♦ 

998.8 

2 

5.75 

0.69| 

International 

10.4 

3.0 

1 

HEW  YORK  VENTURE  X 

AVG 

239.3 

50 

4.75 

1.01 

Growth 

21.4 

2.7                 ! 

t 

HEWTOH  GROWTH  & 

o 

32.5 

1 

No  load 

1.20 

Growth 

12.8 

2.0                ( 

1. 

NICHOLAS  JL 

♦ 

♦ 

1100.0 

7 

No  load 

0.86 

Growth 

18.0 

3.1 

IS 

NICHOLAS  II 

* 

♦ 

361.1 

6 

No  load 

0.77 

Small  company 

17.3 

1.9               ; 

NICHOLAS  LIMITED  EDITION 

33.0 

71 

No  load 

1.32 

Small  company 

27.3 

0.8 

km 

HOMURA  PACIFIC  BASIH 

78.7 

6 

No  load 

1.22 

International 

16.4 

0.2                (  html 

HORTHEAST  INVESTORS  GROWTH 

AVG 

19.2 

-8 

No  load 

2.00 

Growth 

12.8 

1.4                 } 

OLYMPIC  TRUST  EQUITY  IHCOME 

31.3 

96 

No  load 

1.00 

Equity/income 

21.2 

4.7                    <  ted,  nolr 

OMEGA 

AVG 

34.0 

12 

6.75 

1.78T 

Maximum  growth 

14.3 

0.9                ( 

13 

OPPEHHEIMER  ASSET  ALLOCATION 

51.4 

57 

4.75 

1.50f 

Balanced 

16.8 

4.0                -  W,i»ii 

OPPEKHEIMER  DIRECTORS 

o 

o 

138.3 

-1 

8.50 

1.13 

Growth 

20.8 

i.9            : 

14 

OPPEHHEIMER  EQUITY  IHCOME 

♦ 

♦ 

855.4 

23 

8.50 

0.83 

Equity /income 

14.0 

5.7                I 

18 

OPPEHHEIMER 

o 

V 

194.0 

-2 

8.50 

1.04 

Growth 

8.2 

2.1                 ( 

10 

OPPEHHEIMER  GLOBAL 

AVG 

414.9 

12 

8.50 

1.89 

International 

23.0 

0.3                 ! 

a 

OPPEHHEIMER  GOLD  &  SPEC  MIHERAL 

o 

o 

105.0 

10 

8.50 

1.22 

Precious  metals 

8.4 

1.5              i 

OPPEHHEIMER  NINETY-TEN 

26.0 

410 

8.50 

1.30 

Growth 

-5.0 

8.8                ( 

■d.notrc 

OPPEHHEIMER  OTC 

32.7 

9 

4.75 

1.52f 

Small  company 

19.7 

0.8                     <  ml, noire 

OPPEHHEIMER  PREMIUM  INCOME 

AVG 

303.8 

-14 

8.50 

1.06 

Option/income 

4.7 

2.6                ( 

11 

OPPEHHEIMER  REGENCY 

o 

o 

126.2 

-8 

8.50 

1.14 

Maximum  growth 

11.2 

1.9                < 

OPPEHHEIMER  SPECIAL 

o 

o 

514.5 

1 

8.50 

0.95 

Growth 

18.1 

3.5               ; 

14. 

OPPEHHEIMER  TARGET  A 

o 

o 

68.1 

11 

4.75 

1.29 

Maximum  growth 

32.4 

1.6 

OPPEHHEIMER  TIME 

AVG 

268.5 

-2 

8.50 

0.97 

Growth 

13.8 

2.8                 < 

If. 

OPPEHHEIMER  TOTAL  RETURN 

AVG 

313.9 

15 

4.75 

0.94t 

Growth/income 

13.4 

4.1 

13, 

OVER-THE-COUNTER  SECURITIES 

AVG 

292.6 

37 

4.50 

1.45f 

Small  company 

27.2 

0.8                < 

17. 

PACIFIC  HORIZON  AGGRESSIVE  GROW. 

92.1 

-35 

4.50 

1.31 1 

Maximum  growth 

0.4 

0.0                 < 

*tMro 

PAIHEWEBBER  AMERICA 

AVG 

57.7 

-21 

4.25 

1.26 

Growth/income 

17.8 

3.7 

PAINEWEBBER  ASSET  ALLOCATION 

634.2 

-4 

5.00** 

1.99f 

Balanced 

11.3 

5.3 

■"rWro 

PAIHEWEBBER  ATLAS 

♦ 

#  ♦ 

195.2 

-13 

4.50 

1.41 

International 

19.9 

2.9 

PAINEWEBBER  MASTER  GROWTH 

73.5 

-24 

5.00** 

2.21f 

Growth 

18.0 

0.0 

•Uliu 

PAIHEWEBBER  OLYMPUS 

63.5 

-27 

4.50 

1.25 

Growth 

22.1 

0.9 

*Utrn 

PARTHERS  A 

♦ 

♦ 

683.6 

7 

No  load 

0.95 

Growth 

15.5 

3.9 

19.8 

PASADEHA  GROWTH 

18.9 

73 

3.00 

2.00 

Growth 

35.8 

0.0 

t*tmi 

PAX  WORLD  X 

AVG 

73.7 

12 

No  load 

1.04t 

Balanced 

11.7 

5.0 

13,3 

PBHG  GROWTH 

24.3 

-10 

4.75 

1.21 

Small  company 

6.9 

0.0 

1*1  mi 

PEHH  SQUARE  MUTUAL  JL 

AVG 

189.0 

0 

4.75 

0.92  f 

Growth 

14.3 

3.0 

15.3 

PENNSYLVANIA  MUTUAL  w)  JL 

♦ 

436.1 

56 

1.00* 

1.02 

Small  company 

24.6 

1.8 

h 

*  Includes  redemption  fee.   *"  Includes  deferred  sales  charge,   t  12(b)-1  plan  in 
(w)  Redemption  fee  applies  within  1   yeor  of  purchase. 

effect,   t  Not 

currently  accepting 

new  accounts  or  deposits.   NA  =  Not  available.   NM  = 

Not  meaningful.  II 
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MUTUAL  FUND  SCOREE 
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tIC  RESULTS 

IN'l  TOTAL  RET.  (*/.) 
<S         10  YEARS 


TREND 

kw  10  riAk 

ANALYSIS 


PORTFOLIO  DATA 


RISK 


TURNOVER        %  CASH 


P/E 
RATIO 


LARGEST  HOLDIN 
COMPANY  •  ',SETS 


TELEPHONE 

(800) 


'♦& 


in  state 


'V 


1   fund,  not  rated 

1  11  u 

Average 
Average 
Average 
Very  low 
Low 

3 

1 

32 

10 

19 

17.9 
12.2 
13.5 
14.5 
16.6 

Del  E  Webb 

Loews 

Salomon 

Tele-Communications 

RJR  Nabisco 

5 
3 
1 
10 
4 

Average 

High 
Very  low 

356-5535 
356-5535 
356-5535 
654-0001 
356-5535 

NY 
NY 
NY 
NY 
NY 

212661  3000 
212661-3000 
212661  3000 
212  482-8100 
212  661-3000 

14.8 

1  1  y  1 

.   fund,  not  rated 

i  i  i  i  i 

1 

1  1  I  u 

J 

16.4 

LMU 

: 

16.3 
14.3 
18.1 
14.2 

Mi|U 

Low 

Very  low 
Low 
High 

Very  low 

4 

4 

6 

10 

12 

13.6 
12.9 
14.7 
13.9 
13.9 

Texas  Instruments 

Vulcan  Materials 

Big  Bear 

Del  Laboratories 

Tele-Communications 

4 

7 
6 
3 
4 

Low 
Average 
Average 

High 
Average 

356-5535 
8480920 
848-0920 
225-8011 
421-9900 

NY 
OH 
OH 
NY 
CA 

212661-3000 
614  249-4080 
614  249-4080 
212  504-4000 
714  671-7000 

UJfci 

1 

_■■■ 

bd    1-1    1 

' 

i  i  jy 

: 

15.3 
21.4 
16.0 
19.6 
20.6 

b^UJ 

Average 
Very  high 
Very  high 

Low 

Low 

32 

54 

58 

15 

9 

14.2 
11.2 
12.6 
15.5 
13.1 

Sysco 

UAL 

UAL 

Digital  Equipment 

Golden  West  Financial 

4 

7 
7 
4 
2 

Average 
High 
High 
Low 

Average 

343-7104 
343-7104 
343-7104 
421-9900 
545-2098 

MA 
MA 
MA 
CA 
NM 

800  343-7104 
800  343-7104 
800  343-7104 
714  671-7000 
505  983-4335 

. 

■w 

LMJ 

)/mmM 

MaMM 

15.5 
19.7 

und,  not  rated 
und,  not  rated 

Average 

Low 

Low 

Low 
Average 

19 
13 

7 
12 

5 

13.6 
13.3 
14.4 
14.2 
N/A 

IBM 

DeBeers  Cons.  Mines 
Chambers  Dev. 
Int'l  Dairy  Queen 
Mitsui  Toatsu  Chem. 

5 
2 
5 
5 

5 

High 
Low 
Low 

247-7039 
833-0018 

Wl 

Wl 
Wl 
Wl 
NY 

414  347-1141 
414  272-6133 
414  272-6133 
414  272-6133 
212  208-9300 

mm  1  i 

MiiJ 

1  1  MM 

Mill 

1  1  1  ■ 

und,  not  rated 
13.6 

und,  not  rated 
16.4 

MR* 

Low 
Low 
Average 
High 
High 

6 
0 
4 

10 
15 

13.5 
8.8 
12.5 
16.2 
14.1 

Merck 

Aetna  Life  &  Casualty 

Waste  Management 

Harnischfeger  Ind. 

Dravo 

3 
4 
5 
2 
5 

Average 

Average 

High 

225-6704 
346-7301 
444-3863 
525-7048 
525-7048 

MA 
CA 
MA 
CO 
CO 

617  523-3588 
213  623-7833 
617  482-8757 
303  671-3200 
303  671-3200 

II    1   1    1 

uy 

i  i  i  i  i 

M  fTI 

18.3 

10.9 
20.3 

,  jnd,  not  rated 

LflJftrt| 

Average 

High 
Average 
Average 
Very  low 

12 

15 

8 

2 

99 

16.4 
15.3 
N/A 
9.3 
N/A 

Occidental  Petroleum 

IBM 

Bombardier 

Corona 

None 

2 
3 
4 
5 
0 

Very  low 

High 
Average 
Very  high 

525-7048 
525-7048 
525-7048 

f 

525-7048 
525-7048 

CO 
CO 
CO 
CO 
CO 

303  671-3200 
303  671-3200 
303  671-3200 
303  671-3200 
303  671-3200 

M    1    1    1 

■_rrS 

MIR* 

■ 

l-jnd,  not  rated 
13.6 

14.8 

High 
Very  high 
Average 

Low 

High 

17 
43 
18 
2 
20 

18.4 
10.9 
15.5 
12.9 
15.7 

Zayre 

Amerada  Hess 
International  Paper 
Lockheed 
Outboard  Marine 

3 
6 
3 
3 
6 

Low 

High 

Average 

High 

525-7048 
525-7048 
525-7048 
525-7048 
525-7048 

CO 
CO 
CO 
CO 
CO 

303  671-3200 
303  671-3200 
303  671-3200 
303  671-3200 
303  671-3200 

1    1    II    1 

,IUM 

1   1   1   u 

—    1    1    1 

1   R*   1   1 

19.0 
13.7 
17.1 
ind,  not  rated 

M j^j 

Average 

High 

Low 
Very  high 
Average 

17 
5 
7 
1 

17 

17.4 
14.6 
14.2 
19.2 
14.3 

LIN  Broadcasting 
Panhandle  Eastern 
Woodward  Governor 
MCI  Communications 
MCI  Communications 

3 
2 
2 
4 
5 

Average 

Low 
Average 

Low 

525-7048 
525-7048 
523-2578 
332-3863 
544-9300 

CO 
CO 
PA 
NY 
MA 

303  671-3200 
303  671-3200 
215  643-2510 
800  332-3863 
617  328-5000 

LLrrrI 

Mmm— 

1  1  1  u 

11  y  l 

ind.  not  rated 

■nd,  not  rated 
ind,  not  rated 
19.8 

i  i  i  i  i 

Average 
Average 

Low 
Average 
Very  high 

44 

12 

9 

7 

12 

12.0 
N/A 
19.5 
21.4 
14.1 

Gannett 

Am.  TV/Commun. 
MCI  Communications 
Calgon  Carbon 
Du  Pont 

1 
2 
3 
5 
3 

Low 
Low 

647-1568 
544-9300 
647-1568 
544-9300 
877-9700 

NY 
MA 
NY 
MA 
NY 

617  328-5000 
617  328-5000 
617  328-5000 
617  328-5000 
800  877-9700 

LLHri 

Mill 

II  1  u 

nd,  not  rated 

13.3 
nd,  not  rated 

<             153 

194 

II  1  u 

High 
High 
Very  high 
Low 
Low 

2 
10 

9 
18 
27 

14.3 
13.4 
17.1 
11.3 
14.2 

Wal-Mart  Stores 
Bay  State  Gas 
Sigma  Designs 
Bristol-Myers 
Farmer  Brothers 

5 
6 
5 
4 
1 

Low 

Average 
Low 

882-2855 

262-663 1 
523-8440 
221-4268 

CA 
NH 
TX 
PA 
NY 

818  351-4276 
603  431-8022 
713  750-8000 
215670-1031 
212  355-7311 

i  i  i  y 

ULXM 

rUI 
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ItM 

(1 

^u 

MM 
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FUND 

RATING 

SIZE 

FEES 

OBJECTIVE 

CURRENT  RESULTS 

K«l 

ASSETS 
$MIL. 

%  CHG. 
1987-88 

SALES 

CHARGE (%) 

EXPENSE 
RATIO  (%) 

1988 

JAC 

TOTAL  RET.  (%) 

YIELD       TOTA 

PERMANENT  PORTFOLIO 

AVG 

98-.  1 

10 

No  load 

1.14f 

Balanced 

1.3 

0.0 

PHILADELPHIA 

o 

91.4 

0 

8.50 

0.91 

Growth/income 

15.2 

1.6 

PHOENIX  BALANCED 

♦ 

♦ 

415.4 

11 

8.50 

0.80 

Balanced 

2.9 

5.1 

PHOENIX  GROWTH  JL 

AVG 

587.2 

12 

8.50 

0.85 

Growth 

7.0 

2.6 

PHOENIX  STOCK 

AVG 

121.0 

4 

8.50 

0.84 

Maximum  growth 

4.5 

3.1 

PHOENIX  TOTAL  RETURN 

34.9 

19 

4.75 

1.53T 

Growth/income 

3.4 

3.6               : 

PILGRIM  MAGNACAP 

♦ 

♦ 

200.2 

-7 

4.75 

1.53t 

Growth 

15.3 

1.7                : 

PILOT 

o 

Q 

52.1 

-14 

4.75 

1.52f 

Maximum  growth 

0.9 

4.6                ( 

PINE  STREET  X 

AVG 

48.8 

-5 

No  load 

1.16 

Growth/income 

16.2 

4.0                i 

PIONEER 

AVG 

1409.7 

11 

8.50 

0.76 

Growth/income 

18.3 

2.9 

PIONEER  II 

AVG 

3762.0 

15 

8.50 

0.81 

Growth/income 

21.8 

3.1                < 

PIONEER  THREE 

AVG 

623.2 

17 

8.50 

0.80 

Small  company 

30.0 

2.0                J 

PIPER  JAFFRAY  INVESTMENT  VALUE 

18.9 

7 

4.00 

1.30| 

Growth 

12.2 

1.9          ' ; 

PLYMOUTH  IHCOME  &  GROWTH 

35.7 

2 

4.00 

2.06t 

Growth/income 

20.9 

5.3                I 

T.  ROWE  PRICE  CAPITAL  APPREC 

101.3 

59 

No  load 

1.50 

Growth 

21.2 

2.6                ! 

T.  ROWE  PRICE  EQUITY  INCOME 

500.9 

171 

No  load 

1.30 

Equity/income 

27.7 

4.6                 *   :■<■■: 

T.  ROWE  PRICE  GROWTH  &  INCOME 

AVG 

444.6 

22 

No  load 

1.04 

Growth/income 

25.1 

3.8                 d 

T.  ROWE  PRICE  GROWTH  STOCK 

AVG 

1294.3 

2 

No  load 

0.77 

Growth 

6.1 

2.2                  < 

T.  ROWE  PRICE  INTERNArL  STOCK 

♦ 

*  ♦ 

630.1 

-2 

No  load 

1.16 

International 

17.9 

1.6               : 

T.  ROWE  PRICE  NEW  AMERICA  GROWTH 

66.4 

6 

No  load 

1.50 

Growth 

18.5 

0.0                7 

fifid,  not 

T.  ROWE  PRICE  NEW  ERA  ± 

AVG 

726.5 

-4 

No  load 

0.92 

Natural  resources 

10.3 

2.7                7       i 

T.  ROWE  PRICE  NEW  HORIZONS 

^> 

o 

914.6 

7 

No  load 

0.84 

Small  company 

14.0 

0.6                i 

T.  ROWE  PRICE  SMALL-CAP  VALUE 

25.6 

NM 

No  load 

1.25 

Small  company 

0.8                  '  fend,  noi 

PRIMARY  TREND 

47.7 

38 

No  load 

1.10 

Growth/income 

18.4 

5.0                 7  U,ooi 

PRIMECAP 

185.7 

13 

No  load 

0.83 

Growth 

14.7 

0.8                 6  Ik,  a 

PRINCOR  CAPITAL  ACCUMULATION 

AVG 

99.1 

21 

5.00 

1.02f 

Growth 

13.9 

2.6                 5 

1 

PRINCOR  GROWTH 

o 

31.0 

2 

5.00 

1.07f 

Growth 

11.0 

1.5                6 

] 

PROVIDENT  FUND  FOR  INCOME 

AVG 

94.8 

1 

7.25 

0.79 

Income 

12.5 

7.3                  5        | 

PRUDENTI AL-BACHE  EQUITY 

AVG 

514.9 

-2 

5.00** 

1.61 1 

Growth 

14.4 

2.0                7 

PRUDENTI AL-BACHE  EQUITY  INCOME 

57.9 

-9 

5.00** 

2.42| 

Equity /income 

20.9 

2.8                 5 

fund,  not 

PRUDENTIAL-BACHE  FLEXIFUND  AGGR. 

55.8 

33 

5.00** 

2.40| 

Balanced 

11.0 

3.4                3 

toUi 

PRUDENTI  AL-BACHE  FLEXIFUND  CONS. 

141.5 

30 

5.00** 

2.08| 

Balanced 

7.0 

4.3                  2 

y,« 

PRUDENTIAL-BACHE  GLOBAL 

506.7 

-20 

5.00** 

1.861 

International 

11.1 

6.1                  2 

tal,noi 

PRUDENTIAL-BACHE  GLOBAL  NATURAL 

49.3 

9 

5.00** 

2.93t 

Natural  resources 

10.2 

0.2                 9 

W),M 

PRUDENTIAL-BACHE  GROWTH  OPPORT. 

o 

o 

138.7 

15 

5.00** 

1.66f 

Growth 

25.9 

1.0                3 

PRUDENTI  AL-BACHE  OPTION  GROWTH 

AVG 

68.0 

-8 

5.00** 

1.79| 

Growth/income 

13.3 

2.3                 5 

PRUDENTIAL-BACHE  RESEARCH 

AVG 

367.0 

-16 

5.00** 

1.83f 

Growth/income 

10.4 

3.0                6 

PRUDENTIAL-BACHE  UTILITY 

# 

♦  ♦ 

1583.8 

14 

5.00** 

1.57| 

Utilities 

23.2 

5.2                 4 

PUTNAM  ENERGY-RESOURCES 

o 

o 

106.3 

0 

8.50 

1.42 

Natural  resources 

20.2 

2.5                7 

PUTNAM  FUND  FOR  GROWTH  &  IHCOME 

# 

1647.7 

10 

8.50 

0.64 

Growth/income 

20.7 

5.3                 5 

1 

GEORGE  PUTNAM  FUND  OF  BOSTON 

AVG 

387.4 

1 

8.50 

0.71 

Balanced 

12.1 

5.7                  5 

I 

PUTNAM  HEALTH  SCIENCES 

o 

230.5 

-8 

8.50 

1.03 

Health  care 

10.6 

1.6                 & 

PUTNAM  INFORMATION  SCIENCES 

o 

o  o 

92.3 

-17 

8.50 

1.23 

Technology 

6.0 

0.0               10 

PUTNAM  INTERNATIONAL  EQUITIES  A 

♦ 

♦  ♦ 

479.0 

-9 

8.50 

1.58 

International 

9.0 

1.6                3 

] 

PUTNAM  INVESTORS 

o 

610.6 

-20 

8.50 

0.61 

Growth 

7.5 

2.2                 6 

) 

PUTNAM  OPTION  IHCOME 

AVG 

966.8 

2 

8.50 

0.83 

Option/income 

22.5 

3.0                6. 

1 

PUTNAM  OPTION  INCOME  II 

1281.7 

-11 

8.50 

0.78 

Option/income 

18.2 

2.8                 4. 

f»J 

PUTNAM  OTC  EMERGING  GROWTH 

o 

146.9 

22 

6.75 

1.49f 

Small  company 

16.1 

0.0                6 

PUTNAM  VISTA  BASIC  VALUE 

o 

237.9 

-6 

8.50 

1.05 

Growth 

14.8 

2.9 

1 

PUTNAM  VOYAGER 

o 

545.1 

3 

8.50 

1.20 

Maximum  growth 

11.7 

0.3                  6 

*  Includes  redemption  fee.   **  Includes  deferred  sales  charge,   t  12(b)-1  plan  in 

2ffect.   t  Not  currently  accepting  new  accounts  or  deposits.   NA  =  Not  available.   NM  = 

Not  meaningful. 
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COREBOARD 


RIC  RESULTS 


TOTALS 
10  YEARS 


TREND 

BW  10- YEAR 
ANALYSIS 


PORTFOLIO  DATA 


RISK 


TURNOVER        %  CASH 


P/E 
RATIO 


LARGEST  MOLDr 
COMPANY  ',SETS 


12.6 

20.2 


Low  25  16.9  Banner  Entertainment  1  Low 

High  14  18.1  LIN  Broadcasting  7  Average 

Very  high  35  14.6  Merck  3  Very  low 

Very  high  28  14.9  Philip  Morris  4  Low 

Very  high  39  16.4  Philip  Morris  4  Average 


531-5142 
221-5588 
243-1574 
243-1574 
243-1574 


TX 
NY 

a 
a 
a 


512  453  7558 
212  425-9655 
203  278-8050 
203  278-8050 
203  278-8050 


fund,  not  rated 
17.3 
13.7 
13.8 
14.8 


Very  high  48  15.6  Philip  Morris  4  243-1574  CT  203  278-8050 

Very  high  2  13.3  Hartford  Steam  Boiler  3  Low  334-3444  CA  213  551-0833 

Very  high  100  15.6  None  0  High  999-3863  TX  713  751-2400 

Average  1  11.8  IBM  5  Average  225-8011  NY  212  504-4000 

Very  low  1  13.1  AT&T  2  Average  622-0181  MA  617  742-7825 


18.1 

fund,  not  rated 
fund,  not  rated 
fund,  not  rated 


Low 
Very  low 
Average 

Very  high 
High 


0 
24 


13.5 
13.5 
11.5 
12.3 
14.9 


Xerox 

Whittaker 

Saint  Jude  Medical 

Enron 

RJR  Nabisco 


Average 
Average 


622-0181 
622-0181 
333-6000 
522-7297 
638-5660 


MA 
MA 
MN 
MA 

MD 


617  742-7825 
617  742-7825 
612  342-6418 
617  439-0547 
301  547-2308 


fund,  not  rated 

11.5 
fund,  not  rated 


Low 
Average 

Low 

Low 
Average 


23 
4 

4 
11 

7 


12.5 
10.5 
12.6 
N/A 
15.9 


General  Motors 

General  Motors 

IBM 

BTR  Nylex 

Tele-Communications 


Average 

Average 

Low 


638-5660 
638-5660 
638-5660 
638-5660 
638-5660 


MD 
MD 
MD 
MD 
MD 


301  547-2308 
301  547-2308 
301  547-2308 
301  547-2308 
301  547-2308 


fund, 
fund, 
fund, 


17.6 

13.3 
not  rated 
not  rated 
not  rated 


TTH 


Low 
Average 
Average 

Low 

Low 


8 

10 

11 

3 

2 


12.9 
18.7 
N/A 
11.6 
15.4 


Mobil 

LIN  Broadcasting 

Sanford 

Xerox 

Federal  Express 


Average 
High 


638-5660 
638-5660 
638-5660 
443-6544 
662-7447 


MD 
MD 
MD 
Wl 
PA 


301  547-2308 
301  547-2308 
301  547-2308 
414  271-7870 
215  648-6000 


17.2 

14.3 
13.6 

fund,  not  rated 


UEMJ 


Low 
Very  low 
Average 
Average 
Average 


14.0 
13.5 
10.1 
14.3 
12.3 


IBM 

Hewlett-Packard 

Transamerica 

IBM 

IBM 


Average 
High 
Low 

Average 


247-4123 
247-4123 
421-5666 
225-1852 
225-1852 


IA 

IA 
TX 
NY 
NY 


515  247-6833 
515  247-6833 
713  993-0500 
800  225-1852 
800  225-1852 


fund, 
fund, 
,fund, 
fund, 


not  rated 
not  rated 
not  rated 
not  rated 


rr 


Average 
High 

Average 
Low 

Average 


0 
48 
2 
4 
6 


14.2 
13.6 
N/A 
12.0 
15.6 


IBM 

IBM 

Ind.  Bank  of  Japan 

Placer  Pacific 

Learonal 


High 


225-1852 
225-1852 
225-1852 
225-1852 
225-1852 


NY 
NY 
NY 
NY 
NY 


800  225-1852 
800  225-1852 
800  225-1852 
800  225-1852 
800  225-1852 


17.5 


Very  low 
Low 
Low 
High 
High 


15 

24 

6 

4 

14 


14.5 
12.7 
11.3 
11.4 
11.8 


IBM 

MCA 

Southwestern  Bell 

Mobil 

Ford  Motor 


Average 

Averoge 

Low 

High 

Low 


225-1852 
225-1852 
225-1852 
225-1581 

225-1581 


NY 

NY 
NY 
MA 
MA 


800  225-1852 
800  225-1852 
800  225-1852 
617  292-1000 
617  292-1000 


14.7 


18.8 
14.7 


High 
Low 
High 
High 
Average 


11.3 
16.7 
18.8 
14.1 
13.9 


IBM 

Merck 

LIN  Broadcasting 

Sumitomo  Bank 

Ford  Motor 


3 
11 
5 
3 
3 


Low 
High 
Very  high 
Low 
High 


225-1581 
225-1581 
225-1581 
225-1581 
225-1581 


MA 
MA 
MA 
MA 
MA 


617  292-1000 
617  292-1000 
617  292-1000 
617  292-1000 
617  292-1000 


fund 


12.2 
not  rated 

184 
18.5 


QZjjjjjjB 


Very  high 
Very  high 
Average 

High 
Average 


3 
7 
10 
1 
8 


13.3 
13.9 
19.1 
11.1 
18.7 


Amoco 

IBM 

LIN  Broadcasting 

IBM 

LIN  Broadcasting 


Average 

High 
High 
High 


225-1581 
225-1581 
225-1581 
225-1581 
225-1581 


MA 
MA 
MA 
MA 
MA 


617  292-1000 
617  292-1000 
617  292-1000 
617  292-1000 
617  292-1000 
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FUND 

RATING 

SIZE 

FEES 

OBJECTIVE 

CURRENT  RESULTS 

Kit) 

ASSETS 
$MIL 

%  CHG. 
1987-88 

SALES 

CHARGE  (%) 

EXPENSE 
RATIO  (%) 

1988                            JAN 

TOTAL  RET.  (%)        YIELD       TOTAI     ! 

QUASAR  ASSOCIATES  X 

o 

95:6 

24 

5.50 

1.28f 

Maximum  growth 

29.7 

0.0              1( 

QUEST  FOR  VALUE 

AVG 

79.1 

-9 

4.50 

2.21f 

Growth 

17.6 

1.2                 < 

REA-GRAHAM  X 

♦ 

♦ 

50.3 

4 

6.75 

1.30 

Balanced 

11.0 

4.9                ( 

REICH  &  TANG  EQUITY 

102.4 

14 

No  load 

1-1  It 

Growth 

22.9 

2.8 

RETIREMENT  PUNNING  EQUITY 

20.0 

17 

5.00** 

2.45t 

Growth 

10.5 

1.5                < 

RIGHTiME  BLUE  CHIP 

71.5 

164 

4.75 

2.56f 

Growth/income 

2.6 

6.7                 i 

RIGHTIME 

218.6 

0 

No  load 

2.58t 

Growth/income 

-1.3 

0.5                i 

RODNEY  SQ.IHn  EQUITY 

55.9 

NM 

5.75 

1.75T 

International 

11.9 

0.8 

RODNEY  SQ.  MULTI-MANAGER  GROWTH 

28.8 

19 

5.75 

1.75T 

Growth 

20.9 

0.7                ' 

ROYCE  VALUE 

AVG 

168.8 

21 

1.00** 

1.86f 

Small  company 

23.6 

i.4            : 

RUSHMORE  STOCK  MARKET  PLUS 

20.8 

54 

2.00** 

1.00 

Growth/income 

8.9 

3.5                 "/ 

SAFECO  EQUITY 

AVG 

43.9 

7 

No  load 

0.98 

Growth/income 

25.3 

2.3                 < 

SAFECO  INCOME  X 

♦ 

219.4 

0 

No  load 

0.93 

Equity /income 

19.0 

5.5 

SALEM  GROWTH 

18.9 

-12 

No  load 

1.95t 

Growth 

20.2 

2.3                   <   fain 

SBSF  GROWTH 

♦ 

81.0 

-4 

No  load 

1.16 

Growth/income 

17.2 

3.2                i 

SCI/TECH  HOLDINGS  A 

AVG 

184.6 

-23 

6.50 

1.41 

Technology 

6.4 

1.4               : 

SCUDDER  CAPITAL  GROWTH 

AVG 

499.2 

47 

No  load 

1.00 

Growth 

29.7 

0.4                11 

SCUDDER  DEVELOPMENT  X 

^> 

o 

292.8 

8 

No  load 

1.30 

Small  company 

11.1 

0.0                •< 

SCUDDER  GLOBAL 

74.5 

-35 

No  load 

1.71 

International 

19.2 

0.6                 i 

M  • 

SCUDDER  GROWTH  &  IHCOME 

400.9 

22 

No  load 

0.89 

Growth/income 

13.4 

4.4                 i 

'. 

SCUDDER  IHTERHATIONAL 

♦ 

♦  ♦ 

537.2 

14 

No  load 

1.16 

International 

18.8 

0.5                ' 

SECURITY  ACTION  PLAHS 

o 

162.1 

47 

8.50 

0.77 

Growth 

14.9 

1.4                 * 

SECURITY  EQUITY 

AVG 

228.6 

5 

8.50 

0.72 

Growth 

19.2 

2.5                 c 

SECURITY  INVESTMENT  X 

AVG 

80.6 

-7 

8.50 

0.78 

Equity /income 

10.7 

6.4                £ 

SECURITY  OMNI 

19.1 

32 

8.50 

3.21 

Maximum  growth 

36.1 

0.0              -C 

'.' : .  . 

SECURITY  ULTRA 

o 

o 

62.6 

— / 

8.50 

1.54 

Maximum  growth 

23.0 

0.4                  2 

SELECTED  AMERICAH 

♦ 

♦  ♦ 

284.7 

8 

No  load 

1-1  It 

Growth/income 

22.0 

1.9                 i 

SELECTED  SECTORS  PLUS  ENERGY  (x)  X 

AVG 

375.3 

4 

No  load 

1.01 

Natural  resources 

16.5 

2.9                 c 

SELECTED  SPECIAL 

o 

34.9 

-3 

No  load 

1.24f 

Growth 

19.6 

1.1                 £ 

SELIGMAN  CAPITAL 

o 

o 

114.6 

-25 

4.75 

0.99 

Maximum  growth 

2.6 

0.0                £ 

SELIGMAN  COMMON  STOCK 

AVG 

487.2 

-7 

4.75 

0.69 

Growth/income 

10.1 

3.6                £ 

SELIGMAN  COMMUNICATIONS  &  INFO. 

o 

38.7 

-9 

4.75 

1.61 

Technology 

7.2 

0.0                7 

SELIGMAN  GROWTH 

o 

498.0 

-6 

4.75 

0.70 

Growth 

7.3 

2.5                £ 

SELIGMAH  IHCOME 

# 

♦ 

160.4 

-3 

4.75 

0.80 

Income 

10.5 

8.2                 2 

| 

SEHTIHELBALAHCED 

♦ 

♦ 

66.5 

2 

8.50 

0.97 

Balanced 

9.9 

6.0                3 

SENTINEL  COMMON  STOCK  X 

AVG 

500.5 

4 

8.50 

0.87 

Growth/income 

13.4 

4.1                5 

SENTINEL  GROWTH 

o 

47.8 

-9 

8.50 

1.12 

Growth 

3.5 

1.6                5 

SENTRY  X 

AVG 

41.9 

10 

8.00 

0.66 

Growth 

16.9 

1.9                 A 

SEQUOIA  X 

# 

#  # 

714.2 

-1 

No  load:): 

1.00 

Growth 

11.1 

3.4                 3 

SHEARSOH  AGGRESSIVE  GROWTH 

o 

o 

75.5 

-6 

5.00 

1.10 

Maximum  growth 

9.5 

0.0                10 

SHEARSOH  APPRECIATION 

AVG 

470.7 

20 

5.00 

0.93 

Growth 

13.5 

2.6                6 

SHEARSOH  LEHMAN  FUNDAMENTAL  VAL 

AVG 

72.7 

13 

5.00 

1.00 

Growth 

21.2 

1.6                4 

SHEARSOH  LEHMAH  GLOBAL  OPPORT. 

107.0 

-33 

5.00 

1.30 

International 

8.6 

1.3                 4 

k-,. 

SHEARSOH  LEHMAH  MULTIPLE  OPPORT. 

329.6 

-34 

3.00** 

3.00f 

Balanced 

-5.6 

0.0               10 

tut:... 

SHEARSOH  LEHMAH  PRECIOUS  METALS 

43.4 

-36 

5.00 

1.86 

Precious  metals 

-21.3 

0.0                5 

ftl  :.',.; 

SHEARSOH  UHMAN  SPEC.  EQUITY 

146.6 

16 

5.00** 

2.67f 

Growth 

18.8 

0.6                5 

M  v 

SHEARSOH  LEHMAN  SPEC.  INTL.  A 

81.3 

-15 

5.00** 

2.39f 

International 

10.9 

0.0 

ta 

SHEARSOH  LEHMAN  SPEC  SECTOR 

392.1 

-43 

5.00** 

2.03f 

Growth 

-13.1 

4.1                 6 

br 

SHEARSOH  LEHMAH  SPEC  STRATEG. 

133.7 

-10 

5.00** 

2.14T 

Growth/income 

17.0 

3.3                S 

SHEARSOH  LEHMAH  SP£C.  OPTIOH 

567.3 

-7 

5.00** 

1.70f 

Option/income 

21.6 

1.6 

b.. 

•  Includes  redemption  fee.    * '  li  nudes  deferred  sales  charge,  t  12(b 

(x)  Formerly  Energy. 

-1  plan  in 

3ffect    t  Not  currently  accepting  new  accounts  or  deposits.   NA  =  Not  available. 

NM  =  Not  meaningful      j 
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=k<S^ 

IK  RESULTS 

N'l  TOTAL  RET.  (%) 
IS        10  YEARS 

TREND 

BW  10  YEAR 
ANALYSIS 

PORTFOLIO  DATA 

TURNOVER        %  CASH 

P/E 
RATIO 

LARGEST  HOLDING 
COMPANY                     '/.  ASSETS 

RISK 

TELEPHONE 

TOIL  FREE 

18001 

IN- STATE 

22.4 

fund,  not  rated 
fund,  not  rated 

" 

Average 

Low 
Average 

Low 
Averoge 

2 
23 
83 
23 
11 

14.5 
14.8 
5.6 
13.9 
13.1 

Assoc.  Commun. 

Boeing 

Farwest  Financial 

Fleming 

Intel 

2 

4 
1 
5 

5 

High 

Low 

Very  low 

227  4618 
2323863 
433  1998 
221-3079 
545-2098 

NJ 
NY 
CA 
NY 
NM 

201  319  4000 
212  667  7587 
213471  1917 
212  370-1240 
505  983-4335 

k 

i  i  m 

1MB 

i  i  i  y 

fund,  not  rated 
fund,  not  rated 
fund,  not  rated 
fund,  not  rated 

i  i  ii  i 

High 
High 
Low 
Average 
Low 

9 

72 

7 

0 

24 

12.8 
N/A 
N/A 
16.9 
14.2 

IBM 

Vanguard  Index  Trust 

Taisho  Mar.  &  Fire  Ins. 

Altera 

Farmer  Brothers 

3 
9 
2 
1 
1 

Low 

242-1421 
242-1421 
225-5084 
225-5084 
221-4268 

PA 
PA 
DE 
DE 
NY 

215  887-8111 
215  887-8111 
800  225-5084 
800  225-5084 
212  355-7311 

1  1  1  u 

i  i  i  i  i 

Mill 

1  1  LM 

' 

fund,  not  rated 
14.3 
16.9 

fund,  not  rated 

1  1  1  M 

Very  high 
Very  low 
Very  low 
Very  low 
Low 

-A 

1 
1 

0 
18 

12.4 
14.6 
12.9 
13.5 
14.3 

IBM 

Colgate-Palmolive 
Americus-IBM  Prime 
RJR  Nabisco 
Prospect  Group 

8 
6 
2 
6 
4 

Average 
Low 

Low 

343-3355 
426-6730 
426-6730 
343-2898 
422-7273 

MD 
WA 
WA 
MA 
NY 

301  657-1500 
206  545-5530 
206  545-5530 
617621-6100 
212  903-1200 

: 

1 

EBB 

■ 

1  II  m 

1 

I  i  yy 

: 

18.1 
13.2 

fund,  not  rated 
fund,  not  rated 

1    1    1    M 

High 
Average 

Low 
Average 
Average 

15 
9 
4 
2 
5 

21.6 
16.6 
17.4 
12.9 
13.2 

General  Electric 
Tele-Communications 
Flight  Safety  Int'l 
Brown  Boveri 
Warner  Commun. 

3 

4 
3 
4 
3 

Average 

Average 

High 

637-3863 
225-2470 
225-2470 
225-2470 
225-2470 

NJ 
MA 
MA 
MA 
MA 

609  282-2800 
617  439-4640 
617  439-4640 
617  439-4640 
617  439-4640 

:: 

MfajRftl 

I 

■  1  1  1 

1  1  1  1  1 

1 

1  1  1  U 

| 

17.8 

15.8 
12.3 

fund,  not  rated 

Lxaa 

Average 
High 
High 

Average 
High 

0 

0 

15 

9 

-33 

N/A 
15.4 
11.8 
10.3 
14.7 

Sumitomo  Mar.  &  Fire 
Student  Loan  Market. 
Newhall  Land  &  Farm. 
International  Paper 
Dycom  Industries 

2 

5 
4 
6 
5 

Average 
Average 
Average 
Average 

225-2470 
888-2461 
888-2461 
888-2461 
888-2461 

MA 
KS 
KS 
KS 
KS 

617  439-4640 
913  295-3127 
913  295-3127 
913  295-3127 
913  295-3127 

1    1    U    1 

1 

*llm 

1 

U   1   u 

-: 

II  1  U 

: 

: 

15.3 
15.8 
14.5 
12.8 
16.7 

™ 

High 

Low 
Average 
Average 
Average 

-23 
1 
8 
2 
0 

16.4 

14.6 
15.4 
13.3 
15.5 

Network  Systems 

RJR  Nabisco 

Unocal 

Capital  Cities/ABC 

Circus  Circus 

6 

7 
2 
5 
4 

Average 

Low 

Low 
Average 

High 

888-2461 
553-5533 
,     877-9700 
553-5533 
221-2450 

KS 

IL 
NY 

IL 
NY 

913  295-3127 
312  641-7862 
800  877-9700 
312  641-7862 
212  488-0200 

-. 

M-LM 

| 

: 

i   i   '   i-j 

: 

16.5 

12.9 
13.0 
14.8 

bMfcd 

Average 

High 
Average 
Average 
Average 

1 

0 

5 

3 

12 

12.9 
17.5 
14.4 
11.0 
11.4 

Bell  Atlantic 

Digital  Microwave 

Boeing 

Atlanta  Gas  Light 

IBM 

2 
5 
3 
3 
2 

Average 

High 

High 

Very  low 

Very  low 

221-2450 
221-2450 
221-2450 
221-2450 
233-4332 

NY 
NY 
NY 
NY 
VT 

212  488-0200 
212  488-0200 
212  488-0200 
212  488-0200 
802  229-3900 

I  i  m 

y-Mj 

1 

uSa 

; 

17.6 
16.6 
14.2 
18.0 

S 

Very  low 
Average 

Low 

Low 

Low 

7 

6 

11 

34 

2 

11.6 
15.0 
14.5 
14.3 
21.4 

General  Electric 
IBM 

McDonald's 
Capital  Cities/ABC 
Tyco  Laboratories 

3 

3 

5 

14 

11 

Average 

High 
Average 
Very  low 
Very  high 

233-4332 
233-4332 
533-7837 

451-2010 

VT 
VT 
Wl 
NY 
NY 

802  229-3900 
802  229-3900 
800  472-0280 
212  245-4500 
212  528-2744 

1 

i  i  uj 

19.7 

und,  not  rated 
und,  not  rated 
und,  not  rated 

Hi 

Low 
Average 
Average 

High 

Low 

16 
18 

9 
17 

7 

13.7 
11.5 
15.4 
11.8 
N/A 

IBM 

IBM 

World  Bank 
Amax 
Western  Mining 

4 
5 
5 

1 
4 

Average 
Average 

451-2010 
451-2010 
451-2010 
451-2010 
451-2010 

NY 
NY 
NY 
NY 
NY 

212  528-2744 
212  528-2744 
212  528-2744 
212  528-2744 
212  528-2744 

1  1  u 

1  1  1  u 

1 

i  i  i  i  i 

ii  i  i  i 

und,  not  rated 
und,  not  rated 
und,  not  rated 
und,  not  rated 
und,  not  rated 

1  1  1  w 

Low 

High 
Very  high 
Average 
Average 

10 
6 

14 

N/A 

0 

12.6 
N/A 
11.5 
N/A 
12.5 

Loews 

Cable  &  Wireless 

McDonald's 

N/A 

Johnson  &  Johnson 

5 
4 
3 
N/A 
5 

451-2010 
451-2010 
451-2010 
451-2010 
451-2010 

NY 
NY 
NY 
NY 
NY 

212  528-2744 
212  528-2744 
212  528-2744 
212  528-2744 
212  528-2744 

1  1  1  u 

1  1  1  1  1 

1  1  1  1  1 

1   1    I   u 
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RATING 
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FEES 

OBJECTIVE 

CURRENT  RESULTS 

r 

ASSETS 
$MIL 

%  CHG. 
1987-88 

SALES 
CHARGE  (%) 

EXPENSE 
RATIO  (%) 

1988 

jaJ 

r.r>. 

TOTAL  RET.  (%) 

YIELD       TOT4     1 

SHEARSON  LEHMAN  SPEC  UTILITY 

399.9 

NM 

5.00** 

1.87f 

Utilities 

4.0 

■ 

SIGMA  CAPITAL  A 

AVG 

82.0 

2 

6.00 

1.07f 

Growth 

11.1 

1.5 

SIGMA  INVESTMENT  A 

AVG 

89.2 

2 

6.00 

0.92| 

Growth 

11.6 

2.9 

SIGMA  SPECIAL  A 

AVG 

18.8 

13 

6.00 

1.35f 

Growth 

11.6 

1.3 

SIGMA  TRUST  A 

# 

# 

46.5 

8 

6.00 

1.09f 

Balanced 

12.1 

5.1 

SIGMA  VENTURE  A 

^> 

o  o 

43.3 

-12 

6.00 

1.20T 

Small  company 

4.1 

0.1 

SIT  NEW  BEGINNING1  GROWTH 

AVG 

49.3 

24 

No  load 

1.21 

Small  company 

9.8 

1.4 

SMITH  BARNEY  EQUITY 

AVG 

73.6 

-1 

4.00 

0.84f 

Growth 

0.9 

3.0 

SMITH  BARNEY  INCOME  &  GROWTH  X 

♦ 

♦ 

517.9 

-5 

5.75 

0.49 

Growth/income 

17.6 

5.6 

SOGEN  INTERNATIONAL 

* 

# 

# 

105.6 

36 

3.75 

1.36t 

International 

14.2 

4.6 

SOUND SHORE 

28.6 

20 

No  load 

1.45f 

Growth 

21.1 

1.3 

fd,  not 

SOUTHEASTERN  ASSET  MGMT.  VALUE 

74.6 

148 

No  load 

1.50 

Growth 

35.3 

0.5 

rd,  not 

SOUTHEASTERN  GROWTH 

94.8 

2 

5.00** 

2.20f 

Growth 

16.9 

0.2 

knot 

SOVEREIGN  INVESTORS 

# 

45.9 

13 

5.00 

0.86 

Growth/income 

11.2 

5.2 

STATE  BOND  COMMON  STOCK  X 

o 

28.4 

-1 

8.50 

1.08 

Growth 

9.9 

1.8 

STATE  BOND  DIVERSIFIED  X 

AVG 

18.1 

4 

8.50 

0.97 

Growth/income 

15.2 

4.0 

!. 

STEIHROE  CAPITAL  OPPORTUNITIES 

o 

o 

151.3 

-12 

No  load 

1.01 

Growth 

-3.9 

0.5 

1 

STEIHROE  DISCOVERY 

o 

o 

33.8 

-9 

No  load 

1.50 

Small  company 

11.8 

0.7 

STEIHROE  PRIME  EQUITIES 

23.7 

-30 

No  load 

1.47 

Growth/income 

9.0 

2.1 

STEIHROE  SPECIAL 

AVG 

229.7 

22 

No  load 

0.99 

Growth 

20.3 

1.5 

i 

STEIHROE  STOCK 

V 

174.5 

-25 

No  load 

0.76 

Growth 

0.7 

1.9 

13 

STEIHROE  TOTAL  RETURN 

# 

130.8 

-7 

No  load 

0.87 

Balanced 

7.9 

5.8 

1 

STRATEGIC  INVESTMENTS 

o 

o  * 

45.0 

-50 

8.50 

1.52 

Precious  metals 

-43.0 

7.5 

! 

STRATEGIC  SILVER 

25.3 

-22 

8.50 

1.45 

Precious  metals 

-15.9 

0.0 

md,  not 

STRATTOH  MONTHLY  DIVIDEND 

♦ 

# 

32.7 

-3 

No  load 

1.28 

Equity/income 

9.8 

8.8 

STRONG  INVESTMENT 

♦ 

* 

256.1 

-6 

1.00 

1.30 

Balanced 

9.2 

9.1 

STRONG  OPPORTUNITY 

157.4 

2 

2.00 

1.60 

Maximum  growth 

16.5 

9.2 

Wid,  not 

STRONG  TOTAL  RETURN 

*  # 

♦ 

1005.2 

25 

1.00 

1.20 

Growth/income 

15.6 

11.7 

SURVEYOR 

^>  ^> 

91.6 

19 

5.50 

1.54t 

Small  company 

28.8 

0.0               1' 

U 

TEMPLETOH  FOREIGN 

♦ 

# 

# 

320.9 

23 

8.50 

0.81 

International 

22.0 

3.0 

TEMPLETOH  GLOBAL 

AVG 

732.5 

210 

8.50 

0.69 

International 

28.6 

2.7 

TEMPLETON  GROWTH  X 

# 

1691.2 

32 

8.50 

0.69 

International 

23.6 

3.4 

If 

TEMPLETOH  WORLD  X 

♦ 

3921.5 

13 

8.50 

0.68 

International 

19.7 

2.6 

IS 

THOMSON  MCKINNOH  GLOBAL 

58.4 

-21 

5.00** 

2.40| 

International 

10.5 

0.0 

und,  not 

THOMSON  MCKINNOH  GROWTH 

317.1 

-12 

5.00** 

1.80f 

Growth 

9.4 

0.5 

*l,A0| 

THOMSON  MCKINNON  OPPORTUNITY 

45.8 

-15 

5.00** 

2.00f 

Maximum  growth 

14.0 

0.0 

no1,  not 

TRANSATLANTIC  GROWTH  X 

♦ 

# 

♦ 

59.9 

11 

No  load 

2.00f 

International 

21.0 

0.0 

I 

TRUSTEES'  COMMINGLED  IHTL  EQ. 

♦ 

# 

♦ 

467.0 

-29 

No  load 

0.51 

International 

18.8 

3.0 

TRUSTEES'  COMMINGLED  U.  S.  EQ. 

AVG 

115.4 

-6 

No  load 

0.58 

Growth/income 

24.6 

3.5 

TRUSTFUNRS  INDEX  S&P  500 

94.0 

44 

No  load 

0.25f 

Growth/income 

15.6 

3.3 

fti,  not 

TUDOR  X 

^> 

163.5 

19 

No  load 

1.16 

Growth 

15.2 

0.1                 1 

1! 

TWENTIETH  CENTURY  GROWTH  X 

o 

1193.8 

-3 

No  load 

1.00 

Growth 

2.7 

2.6 

!D 

TWENTIETH  CENTURY  HERITAGE 

58.7 

693 

No  load 

1.00 

Growth 

16.4 

1.1 

■1,1101 

TWEHTIETH  CENTURY  SELECT  X 

o 

2266.0 

-5 

No  load 

1.00 

Growth 

5.6 

2.6 

1) 

TWENTIETH  CENTURY  ULTRA 

o 

<y 

o 

255.6 

3 

No  load 

1.00 

Small  company 

13.3 

0.0               1 

TWENTIETH  CENTURY  VISTA 

o 

o 

o 

201.4 

-7 

No  load 

1.00 

Small  company 

2.4 

0.2                ! 

U.S.  TREND 

o 

87.2 

-3 

4.75 

1.01 

Growth 

12.4 

2.5                ( 

15 

UMB  STOCK 

AVG 

41.0 

4 

No  load 

0.86 

Growth 

13.9 

3.6 

UNITED  ACCUMULATIVE 

AVG 

737.6 

6 

8.50 

0.59 

Growth 

17.0 

4.6 

UHITED  COHTINENTAL  INCOME 

AVG 

297.4 

-4 

8.50 

0.84 

Balanced 

11.7 

6.3 

*  Includes  redemption  fee.   "  Includes  deferred  sales  charge 

.   t  12(b)-1  plan  In 

affect,   t  Not  currently  accepting  new  accounts  or  deposits.   NA  =  Not  available.   NM  = 

Not  meaningful 
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IC  RESULTS 

N"l  TOTAL  RET.  IV.) 
S         10  YEARS 


TREND 


PORTFOLIO  DATA 


RISK 


TURNOVER         V.  CASH 


P/E 
RATIO 


LARGEST  HOLDING 

COMPANY  '/.  ASSETS 


TELEPHONE 

TOLL  FREE 
(BOO) 


fund,  not  rated 
17.8 
16.1 
15.4 
12.9 


Low 
Very  low 

Low 

Low 
Very  low 


N/A 

15 

3 

0 

31 


N/A 
15.0 
13.3 
14.7 
11.8 


N/A 

Syntex 

Merck 

Snap-On-Tools 

Warner-Lambert 


N/A 
6 
4 
5 
4 


Average 
Average 
Average 

High 
Very  low 


451  2010 
441  9490 
441-9490 
441-9490 
441-9490 


12.7 

15.2 
18.0 
20.5 


Low 
Average 

Low 

Low 
Average 


2 
5 
15 
2 
9 


15.9 
15.7 
14.3 
11.7 
14.4 


Dress  Barn 

Browning-Ferris  Ind. 

IBM 

Am.  Home  Products 

Greif  Brothers 


High 

High 

Average 

Very  low 

Very  low 


441-9490 
332-5580 
544-7835 
544-7835 
832-6363 


DE  302 

MN  612 

NY  212 

NY  212 

NY  212 


652-3091 
332-3223 
698-5349 
698-5349 
832-6363 


•und,  not  rated 
und,  not  rated 
und,  not  rated 
16.4 
11.3 


u 


High  9  11.5  Philip  Morris  4 

Average  8  13.6  Federal  Express  5 

Low  5  11.8  Windmere  3 

Low  23  12.6  SmithKline  Beckman  2 

Very  low  9  14.5  Waste  Management  9 


Low 
High 


445-9469 
999-4328 

328-4735 


NY  203 

TN  901 

VA  804 

PA  215 

MN  507 


629-1980 
761-2474 
649-2311 
254-0703 
354-2144 


14.8 
15.1 

i  und,  not  rated 
21.0 


Very  low  6  13.7  United  Telecom.  5                Low  328-4735  MN  507  354-2144 

Very  high  5  19.6  Chambers  Dev.  4  Very  high  338-2550  IL  800  338-2550 

Very  high  5  19.0  King  World  Productions  6  Very  high  338-2550  IL  800  338-2550 

Average  11  14.4  MCI  Communications  3  338-2550  IL  800  338-2550 

Average  11  17.8  MCI  Communications  4  Average  338-2550  IL  800  338-2550 


13.9 

11.8 

9.7 

und,  not  rated 
11.4 


mc 


High  3  16.0  IBM  4  High  338-2550  IL  800  338-2550 

High  6  13.5  Bristol-Myers  2  Low  338-2550  IL  800  338-2550 

Low  5  N/A  H'beestfontein  Gold  13  Very  high  527-5027  TX  214  484-1326 

Low  5  12.1  Coeur  D'Alene  Mines  30  527-5027  TX  214  484-1326 

Very  low  2  10.0  DPL  6  Low  634-5726  PA  215  941-0255 


und,  not  rated 


14.3 


Very  high 
Very  high 
Very  high 
Average 
Low 


0 
38 

30 
4 
9 


13.5 
14.7 
13.8 
18.9 
N/A 


Pillsbury 
Pillsbury 
Pillsbury 
NacRe 


PolyPeck  International        6 


Very  low 

Very  low 

Very  high 

Low 


368-3863 
368-3863 
368-3863 
227-4618 
237-0738 


Wl  414 

Wl  414 

Wl  414 

NJ  201 

FL  813 


359-1400 
359-1400 
359-1400 
319-4000 
823-8712 


16.8 
18.0 
und,  not  rated 
|und,  not  rated 


a: 


Very  low  12  11.2  Leggett  8.  Piatt  3  Low                237-0738  FL  813  823-8712 

Very  low  8  11.3  Nat'l  Australia  Bank  5  Low                237-0738  FL  813  823-8712 

Low  5  10.8  Reynolds  Metals  3  Low                237-0738  FL  813  823-8712 

Average  8  16.9  MCI  Communications  2  628-1237  NY  212  482-5894 

High  6  17.8  MCI  Communications  4  628-1237  NY  212  482-5894 


und,  not  rated 
15.9 


jnd,  not  rated 


mm 


High  7  18.6  TW  Services  4  628-1237  NY  212  482-5894 

Average  1  N/A  Scottish  &  Newcastle  2  Average            237-4218  NY  212  687-2515 

Average  7  N/A  Kashiyama  5  Low                662-7447  PA  215  648-6000 

Average  6  12.7  General  Motors  7  Average            662-7447  PA  215  648-6000 

Average  19  12.7  Exxon  4  345-1151  PA  215  254-1754 


19.4 
20.3 
jnd,  not  rated 
21.1 


Average 
High 
High 
High 
High 


16.0 
15.8 

14.4 
13.1 
13.8 


Federal  Express 

Warner  Commun. 

Tiffany 

Boeing 

Cellular  Commun. 


High 
High 

High 
Very  high 


223-3332 
345-2021 
345-2021 
345-2021 
345-2021 


NY  212 
MO  816 
MO  816 
MO  816 
MO  816 


908-9582 
531-5575 
531-5575 
531-5575 
531-5575 


15.7 

17.4 
15.3 


High 
Average 

Low 
Very  high 

High 


0 

0 

15 

32 

21 


18.7 
12.4 
12.8 
14.1 
12.5 


MCI  Communications 

IBM 

Alcoa 

Texaco 

Texaco 


Very  high 
High 
Low 
Low 

Low 


345-2021 
262-6631 
422-2766 
360-5465 
360-5465 


MO  816 

TX  713 

MO  816 

MO  816 

MO  816 


531-5575 
750-8000 
471-5200 
283-4122 
283-4122 
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FUND 

RATING 

SIZE 

FEES 

OBJECTIVE 

CURRENT  RESULTS 

ASSETS 
$MIL. 

%  CHG. 
1987-88 

SALES 

CHARGE  (%) 

EXPENSE 
RATIO  (%) 

1988 

J  J 

TOTAL  RET.  (%) 

YIELD       TOT| 

UNITED  GOLD  &  GOVERNMENT 

99.6 

-17 

8.50 

1.20 

Precious  metals 

-4.0 

2.1 

UNITED  INCOME 

♦ 

1149.3 

19 

8.50 

0.63 

Equity/income 

19.8 

3.9 

UNITED  INTERNATIONAL  GROWTH 

♦ 

♦ 

281.9 

2 

8.50 

1.12 

International 

10.0 

1.6 

UNITED  NEW  CONCEPTS 

o 

^> 

82.9 

-4 

8.50 

1.19 

Small  company 

4.0 

2.2 

UNITED  RETIREMENT  A 

AVG 

105.7 

14 

8.50 

0.91 

Growth/income 

17.8 

4.8 

1 

UNITED  SCIENCE  AND  ENERGY 

AVG 

214.9 

0 

8.50 

0.81 

Technology 

9.1 

2.1 

UNITED  SERVICES  GOLD  SHARES 

o 

o  o 

222.8 

-35 

No  load 

1.31 

Precious  metals 

-35.7 

6.6 

- 

UNITED  SERVICES  NEW  PROSPECTOR  (y) 

96.1 

-21 

2.00* 

1.47 

Precious  metals 

-18.8 

0.0 

KM  re 

UNITED  SERVICES  PROSPECTOR 

o 

o 

o 

38.3 

-28 

2.00*  * 

-0.49 

Precious  metals 

-12.2 

0.0 

UNITED  VAHGUARD 

AVG 

657.7 

11 

8.50 

1.00 

Growth 

13.3 

2.6 

USAA  INVESTMENT  CORNERSTONE 

519.9 

-11 

No  load 

1.21 

Balanced 

8.4 

4.0 

Uiolrc 

USAAINVESTMEHTGOLD  A 

176.3 

-18 

No  load 

1.42 

Precious  metals 

-17.1 

1.6                         K  mi  It 

USAA  MUTUAL  GROWTH 

o 

211.1 

0 

No  load 

1.22 

Growth 

6.6 

2.9 

USAA  MUTUAL  IHCOME  STOCK 

33.3 

59 

No  load 

1.00 

Equity/income 

19.4 

4.7 

USAA  MUTUAL  SUNBELT  ERA  A 

^> 

o 

137.2 

16 

No  load 

1.00 

Small  company 

14.3 

0.8 

VALUE  LINE  A 

o 

181.8 

-11 

No  load 

0.69 

Growth 

9.7 

2.4 

VALUE  LINE  IHCOME  A 

AVG 

133.1 

-5 

No  load 

0.76 

Income 

12.2 

6.8 

! 

VALUE  LIKE  LEVERAGED  GROWTH  A 

o 

235.2 

-17 

No  load 

0.95 

Maximum  growth 

6.4 

2.3 

15 

VALUE  LIKE  SPECIAL  SITUATIONS 

^> 

o 

o 

113.6 

-8 

No  load 

1.01 

Maximum  growth 

3.4 

0.8 

1! 

VAH  ECK  GOLD/RESOURCES 

228.6 

-10 

7.50 

1.40| 

Precious  metals 

-21.3 

0.2 

no1,  ml 

VANECK  WORLD  TRENDS 

71.5 

-14 

7.50 

1.63f 

International 

6.1 

1.1 

id,  lot 

VAN  KAMPEN  MERRITT  GROWTH  &  IHC. 

34.6 

-1 

4.90 

1.601 

Growth/income 

16.6 

3.0 

■Ht,  not 

VANCE  SANDERS  SPECIAL 

o 

o 

o 

55.9 

-7 

4.75 

1.08 

Growth 

9.5 

1.4 

! 

VAHGUARD  EQUITY  IHCOME 

63.8 

125 

No  load 

0.72 

Equity/income 

2.8 

end,  not 

VAHGUARD  HIGH  YIELD  STOCK  A 

♦ 

* 

♦ 

158.0 

12 

No  load* 

0.54 

Equity /income 

26.2 

8.3 

VAHGUARD  IHDEX  500  PORTFOLIO  (z) 

AVG 

1055.1 

28 

No  load 

0.22 

Growth/income 

16.2 

4.0 

1 

VAHGUARD  IHDEX  EXTENDED  MARKET 

34.6 

566 

No  load 

0.36 

Small  company 

19.6 

1.7 

iid,  net 

VAHGUARD  QUANTITATIVE 

143.5 

-4 

No  load 

0.64 

Growth/income 

16.8 

3.2 

ltd,  iot 

VAHGUARD  SPEC.  EHERGY 

38.7 

21 

1.00* 

0.38 

Natural  resources 

21.4 

3.2 

*Ui 

VAHGUARD  SPEC.  GOLD 

124.2 

-22 

1.00* 

0.47 

Precious  metals 

-14.2 

2.8 

«d,10l 

VAHGUARD  SPEC.  HEALTH  CARE 

54.5 

15 

1.00* 

0.51 

Health  care 

28.4 

1.7 

M,nol 

VAHGUARD  SPEC.  SERVICE  ECONOMY 

20.7 

-11 

1.00* 

0.44 

Growth 

19.2 

1.7 

*d,iot 

VAHGUARD  SPEC.  TECHNOLOGY 

16.5 

-16 

1.00* 

0.39 

Technology 

9.9 

1.5 

"id,  lot 

VANGUARD  STAR 

681.5 

20 

No  load 

0.00 

Balanced 

19.0 

6.2 

und,  not 

VAHGUARD  WORLD  INTERNATIONAL 

♦ 

♦ 

♦ 

462.0 

-2 

No  load 

0.67 

International 

11.6 

1.4 

VANGUARD  WORLD  U.  S.  GROWTH 

O 

132.2 

-2 

No  load 

0.88 

Growth 

8.8 

0.8 

WASHIHGTOH  AREA  GROWTH 

18.8 

9 

6.00** 

2.27f 

Growth 

22.2 

4.5 

*),IH)I 

WASHIHGTOH  MUTUAL  INVESTORS 

♦ 

2758.4 

12 

5.75 

0.58f 

Growth/income 

17.7 

4.4                 < 

] 

WELLESUY  INCOME 

♦ 

♦ 

♦ 

567.1 

15 

No  load 

0.51 

Income 

13.6 

8.1               : 

1 

WELLING /?M  JL 

♦ 

♦ 

1526.9 

16 

No  load 

0.46 

Balanced 

16.1 

5.8                t 

1 

WESTCORE  BASIC  VALUE 

85.3 

469 

4.50 

1.00 

Growth/income 

20.6 

2.9                < 

Wo,  10 

WESTCOREMIDCO  GROWTH  A 

68.3 

23 

4.50 

0.81 

Growth 

7.5 

0.8 

W,io 

WESTCORE  MODERH  VALKi  EQUITY 

38.3 

NM 

4.50 

0.86 

Growth/income 

1.7                < 

*d,io 

WESTWOOD 

40.9 

49 

4.00 

1.48 

Growth 

12.7 

3.5 

*d,»o 

WINDSOR  A 

♦ 

♦ 

♦ 

5826.1 

28 

No  load 

0.46 

Growth/income 

28.7 

4.6                < 

! 

WINDSOR 

1502.6 

22 

No  load 

0.58 

Growth/income 

24.7 

4.4                  < 

*0,fi0 

WIHIHROP  GROWTH 

9- 

o 

50.3 

-4 

4.00** 

1.37f 

Growth 

13.8 

2.8                 t 

1 

WPG 

AVG 

35.0 

-13 

No  load 

1.53 

Growth 

9.5 

1.1 

WPG  GROWTH 

118.2 

2 

No  load 

1.04 

Small  company 

11.7 

0.1 

«  -. 

YAMAICHI  GLOBAL 

103.0 

NM 

4.75 

1.72f 

International 

0.8           : 

* 

•  Includes  redemption  It .      "    includes  deferred  sales  charge,   t  12(b)- 1  plan  in  effect,   t  Not 

(y)  Redemption  fee  applies  within  6  months  of  purchase,    (z)  Formerly  Vanguard  S&P  500  Index. 

currently  accepting  new  accounts  or  deposits.   NA  =  Not  available.   NM  = 

Not  meaningful. 
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KRISULTS 

n  TOTAL  RET.  |%) 
>        10  YEARS 

TREND 

BW  10-  YEAR 

ANALYSIS 

PORTFOLIO  DATA 

TURNOVER        V.  CASH 

P/E 

RATIO 

LAROeST  HOLDING 

COMPANY 

ASSETS 

RISK 

TELEPHONE 

Sr> 

TOLL  FREE 
(800) 

IN-STATE 

und,  not  rated 
17.4 
20.1 

rm 

High 
Average 
Very  high 

High 

High 

13 
6 
20 
47 
16 

18.9 
1  1.4 
N/A 
15.8 
12.3 

Teck 

Polaroid 

Marubeni 

Silicon  Graphics 

American  Cyanamid 

4 
4 
2 

4 
3 

Average 
Low 
High 
Low 

360-5465 
360-5465 
360-5465 
360-5465 
360-5465 

MO 
MO 
MO 
MO 
MO 

8162834122 
816283-4122 
816283-4122 
816  283-4122 
816  283-4122 

i 

1    1    U    1 

J 

14.0 

LJaJ^y 

14.7 
14.5 

n 

Average 
Low 
Low 
Low 
High 

16 
9 
13 
15 
32 

15.5 
N/A 
20.7 
14.4 
14.8 

Computer  Assoc.  Int'l 
H'beestfontein  Gold 
Placer  Dome 
Placer  Dome 
General  Instrument 

4 
7 
6 
6 
2 

Average 
Very  high 

Very  high 
Average 

360-5465 
873-8637 
873-8637 
873-8637 
360-5465 

MO 
TX 
TX 
TX 

MO 

816  283-4122 
512  523-2453 
512  523-2453 
512  523-2453 
816  283-4122 

und,  not  rated 

1MB 

21.4 

1MB 

und,  not  rated 
und,  not  rated 

und,  not  rated 

1    1    1    ■ 

Low 
Low 
High 
Low 
Average 

5 
11 

7 

5 

11 

17.1 
20.0 
12.3 
10.8 
18.0 

Rouse 

Int'l  Corona  Res. 

Caterpillar 

Aon 

Acuson 

3 

6 
4 
4 
3 

High 
Very  high 

531-8000 
531-8000 
531-8000 
531-8000 
531-8000 

TX 
TX 
TX 
TX 
TX 

512  498-8000 
512  498-8000 
512  498-8000 
512  498-8000 
512  498-8000 

II    1    ■ 

1   M    1    1 

INN 

LLLU 

15.0 
15.6 
15.3 
11.0 
und,  not  rated 

■_-_ 

High 
Average 

High 

Low 
Very  low 

1 
10 

8 
12 

3 

14.4 
11.6 
14.1 
20.6 
20.9 

William  Wrigley  Jr. 

AT&T 

UST 

CBS 

Corona 

1 

3 

3 

2 

11 

High 

Low 

High 

Very  high 

223-0818 
223-0818 
223-0818 
223-0818 
221-2220 

NY 
NY 
NY 
NY 
NY 

212  687-3965 
212  687-3965 
212  687-3965 
212  687-3965 
212  687-5201 

mdtdmi 

B   M 

Mill 

Mil 

• 

und,  not  rated 
und,  not  rated 

9.9 
und,  not  rated 
21.5 

1MB 

Average 

Low 
Average 

N/A 
Average 

1 
0 

13 
3 

15 

22.0 
11.2 
13.3 
12.1 
9.2 

Koa  Fire  &  Marine  Ins. 

IBM 

Varity 

Chevron 

Citicorp 

4 

3 
0 
3 
7 

Very  high 
Very  low 

221-2220 
225-2222 
225-6265 
662-7447 
662-7447 

NY 
IL 

MA 
PA 
PA 

212  687-5201 
312  719-6000 
617  482-8260 
215  648-6000 
215  648-6000 

1   1   1   1   1 

WIN 

1   II   II 

15.8 
jnd,  not  rated 
jnd,  not  rated 
jnd,  not  rated 
jnd,  not  rated 

■^■1 

Very  low 

Low 
Very  high 

Low 

Low 

4 
3 
3 
4 
3 

12.6 

14.7 
11.6 
13.8 
N/A 

IBM 

BCE 

IBM 

Nationale  Elf  Aquitaine 

Cons.  Gold  Fields 

4 

1 
4 
5 
6 

Average 

662-7447 
662-7447 
•    662-7447 
662-7447 
662-7447 

PA 
PA 
PA 
PA 
PA 

215  648-6000 
215  648-6000 
215  648-6000 
215  648-6000 
215  648-6000 

1   1   1   II 

Mill 

1MB 

1MB 

jnd,  not  rated 
jnd,  not  rated 
jnd,  not  rated 
jnd,  not  rated 

1MB 

Low 
Average 

High 
Very  low 
Average 

2 

2 

18 
0 
1 

17.2 
12.8 

15.6 
N/A 
N/A 

Pfizer 
Citicorp 

Digital  Equipment 
Windsor  II 
Brown  Boveri 

5 
5 
5 
33 
5 

Average 

662-7447 
662-7447 
662-7447 
662-7447 
662-7447 

PA 

PA 
PA 
PA 
PA 

215  648-6000 
215  648-6000 
215  648-6000 
215  648-6000 
215  648-6000 

1   II   U 
1   1   1   U 

LL1_B 

1    1    M    1 

High 

Low 
Very  low 
Average 
Very  low 

7 
3 

4 

1 
1 

15.3 
12.6 
10.7 
9.9 
11.0 

Merck 

FNMA 

IBM 

GTE 

Dow  Chemical 

5 
6 

4 
2 
2 

Average 

Low 

Very  low 

Low 

662-7447 
368-2748 
421-9900 
662-7447 
662-7447 

PA 
DC 
DC 
PA 
PA 

215  648-6000 
301951-4820 
202  842-5665 
215  648-6000 
215  648-6000 

•  jnd,  not  rated 
18.4 

i  i  i  y 

14.0 
16.0 

l_MBi 

LMM 

jnd,  not  rated 
jnd,  not  rated 
jnd,  not  rated 
jnd,  not  rated 
20.9 

Mill 

Low 
Average 
Average 

High 
Average 

7 
9 
2 

0 

4 

N/A 
15.3 
N/A 
12.1 
9.2 

United  Technologies 
Pittston 
Philip  Morris 
General  Motors 
Ford  Motor 

2 
2 

4 

3 

11 

Low 

621-8385 
621-8385 
621-8385 
323-7023 
662-7447 

CO 
CO 
CO 
NY 
PA 

303  623-2577 
303  623-2577 
303  623-2577 
718  895-1206 
215  648-6000 

1   1   1   1   1 

1   1   1   1   1 

1   1   1   II 

jnd,  not  rated 
11.1 

jnd,  not  rated 
jnd,  not  rated 

1MB 

bd    l_J    1 

Average 
Average 

Low 
Average 

N/A 

7 
4 
.       6 
5 
0 

10.5 
12.9 
14.2 
15.8 
15.5 

Middle  South  Utilities 

IBM 

Am.  Int'l  Group 

Federal  Express 

Joshin  Denki 

4 
5 
5 
2 
0 

High 
Average 

662-7447 
225-8011 
223-3332 
223-3332 
257-0228 

PA 
NY 
NY 
NY 
NY 

215  648-6000 
212  504-4000 
212  908-9582 
212  908-9582 
212  432-8630 

UMhd 

ii  i  y 

1   1   1   1   1 

:'i 

i..  „ 

...I4ISI. 

'  ••)  •■plans!  ion  ol   mwf   Ratlna,   Trt  nt  ana  •th»f   !#c  mt 
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SIZE       FEES 

ASSETS        EXPENSE 
$MIL         RATIO  (%) 

OBJECTIVE 

1988  RESULTS 

988TOT'L.  RET.  {%) 
NAV           SHARES 

YIELD 

TREND 

3-YEAR 
ANALYSIS 

CURRENT  SHARE  DATA  1 

JAN.  1989       RECENT        DIScl 
%  CHANGE        PRICE         TO  N 1 

/ADAMS  EXPRESS 
ASA  LIMITED 
BAKER  FENTRESS 
BRAZIL 
CENTRAL  FUND  OF  CANADA 

455.8 
481.3 

406.3          1 
154.9 
96.2         1 

3.55 
3.52 
3.64 
1.94 
3.90 

Equity/income 
Precious  metals 
Growth 
International 
Precious  metals 

12.9 
-33.6 

15.2 

-12.9 

11.5 

-16.7 

28.9 

-14.4 

3.1 
9.2 
3.1 
8.7 
1.7 

M     U 

1.7 

4.0 

-0.6 

-6.3 

1.3 

15 

41 

19% 

7Vz 

5 

-ll 
-2| 
-2I 
-3| 
-l| 

l^pjj 

i  i  m 

1  1  1  1 

CENTRAL  SECURITIES 

COUNSELLORS  TANDEM  SECURITIES 

CYPRESS 

DUFF  &  PHELPS  SELECTED  UTILITIES 

FRANCE 

118.9         1 

84.7 

81.1 

1548.7 

85.9 

3.92 
1.34 
1.28 
1.58 
1.95 

Growth 

Utilities 

International 

Utilities 

International 

13.2 
44.0 
-3.1 
11.0 
45.0 

29.1 

61.4 

5.7 

9.4 

22.5 

1.7 
6.2 
0.0 
9.5 
2.4 

LLM 

8.2 
14.0 
7.1 
7.9 
7.8 

9% 
7V4 
73/4 
8V2 
10V4 

-ll 
-2(1 
-ll 

-ll 

i  i  ■ 

LLU 

1  1  U 
CLM 

GABELLI  EQUITY  TRUST 
GENERAL  AMERICAN  INVESTORS 
GLOBAL  GROWTH  &  INC.  CAPITAL 
GLOBAL  GROWTH  &  IHC.  IHCOME 
GROWTH  STOCK  OUTLOOK  TRUST 

485.5 

301.8 

89.9 

89.9 

127.8 

1.26 
1.14 
1.27 
1.27 
1.46 

Growth 

Growth 

International 

International 

Growth 

25.9 

15.1 

14.8 

11.4 

9.1 

43.6 
21.2 
-6.3 
22.8 

4.4 

3.2 

1.6 

0.0 

10.9 

4.5 

mm 

u  m 

10.1 

10.3 

8.3 

2.7 

-1.4 

10% 

14% 

7% 

9V2 

91/8 

-lj 
-lJ 

ITT 

LTMJ 

HELVETIA 

KOREA 

LEHMAN 

LIBERTY  ALL-STAR  EQUITY 

NIAGARA  SHARES 

88.0 
303.8 
885.4         ( 
444.8 
191.2 

1.83 
1.47 
3.47 
.33 
1.25 

International 

International 

Growth 

Growth/income 

Growth 

-10.8 
78.0 
16.2 
13.2 
13.1 

-1.1 
67.8 
14.7 
32.1 
14.7 

0.2 
1.8 
4.2 
8.8 
4.0 

1  1  U 

2.6 
0.9 
5.4 
3.5 
7.3 

9V2 
261/4 
12V4 

7V2 

I  23/4 

-li 
6S 
-lc 
-H 
-1£ 

TT 

LLM 

HICHOLASAPPLEGATE 
PATRIOT  PREMIUM  DIVIDEND 
PETROLEUM  &  RESOURCES 
PILGRIM  REGIOHAL  BANKSHARES 
QUEST  FOR  VALUE  DUAL  PURPOSE  CAP 

81.5         3.47 

191.7          1.30 

248.4          0.68 

95.7          1.21 

425.4          0.89 

Growth 

Income 

Natural  resources 

Financial 

Growth 

15.5 

11.4 
21.4 
37.1 

28.9 

10.9 
30.0 
35.3 

0.0 
2.1 
4.1 
4.8 
0.0 

LTM 
Mil 

6.9 

1.1 

8.3 

0.0 

17.4 

7% 
9Vs 
23 
73/4 
9% 

-17 
C 
-11 
-19 
-24 

LTT. 
TT 

1 

QUEST  FOR  VALUE  DUAL  PURPOSE  INC 
REGIOHAL  FINANCIAL  SHARES 
ROYCE  VALUE  TRUST 
SCHAFER  VALUE 
SCUDDER  NEW  ASIA 

425.4          0.89 
83.7          1.15 

107.4          1.15 
94.7         N/A 
84.4          0.75 

Income 

Growth 

Small  company 

Growth 

International 

10.0 
15.4 
22.3 
17.8 
11.8 

32.9 
21.6 
27.9 
32.2 
34.6 

10.0 
4.0 
0.7 
3.3 
0.5 

TT. 

LTJ 
LTJ 

TT 

CXJ| 

4.8 

10.4 

7.7 

7.8 

11.3 

11 

63/8 
8W 

8V2 

93/4 

-5 
-20 

-9 
-12 
-21 

SOURCE  CAPITAL 

SPAIH 

TEMPLETOH  EMERGIHG  MARKETS 

TEMPLETOH  VALUE 

THAI 

284.6          1.00 
112.4          1.76 

108.0  2.07 

157.1  N/A 
98.2          1.44 

Growth/income 

International 

International 

International 

International 

16.7 
29.4 

24.8 
36.6 

9.5 
1.3 
1.7 
0.8 
2.5 

TT. 

1.7 
2.4 

12.7 
7.3 

27.7 

38 

11 

8Ve 

9V4 

143/4 

-1 
-7 
-9 

-1 
31 

1    1    1    1 

TT 
MM 

MM 

TRI-CONTINENTAL 

VANGUARD  GEMINI  II  CAPITAL 

VAHGUARD  GEMIHI II  IHCOME 

ZWEIG 

ZWEIG  TOTAL  RETURH 

1 300.0         0.53 
283.3         0.56 
283.3         0.56 
356.8          1.39 
564.2         N/A 

Growth/income 
Growth 
Income 

Maximum  growth 
Growth/income 

7.1 
29.3 

9.9 
17.9 

3.3 
23.3 
18.5 
27.4 

4.0 
0.0 
11.1 
7.7 
1.8 

ED 

9.7 
10.7 
1.0 
1.2 
5.5 

203/4 
14V8 
123/4 

10% 
91/2 

-15. 

-21 

33. 

1. 

1. 

NA  =  Not  available.    NM  =  Not  meaningf 

See 

pages  84-85  for  a  descript 

en  of  terms  not  defined  below 

DATA:  MORNINGSTAR 

HOW  TO  USE  THIS  TABLE 

NET  ASSET  VALUE 

The  market  value  of  a  closed-end  fund's 
assets    expressed    in    per-share    terms    is 
called  net  asset  value,  abbreviated  NAV 
in  the  column  headings. 
1988  RESULTS 

The  first  column  is  the  total  return  that  a 
fund    earned    on    its    invested    assets    or 
NAV.    The    second    column    is    the    total 
return     that    an     investor    would     have 
earned  by  owning  the  fund's  shares. 

TREND 

The   amount  of  color  in   each   box   ir 
cates  performance  of  the  fund's   sha 
relative  to  those  of  all  other  funds. 
CURRENT  SHARE  DATA 

The  final  column   shows  the  relations 
between    a   fund's    share    price   and    i 
asset  value.  Shares  in  a  closed-end  fu 
usually  trade  for  less  than   the   NAV 
the  fund's  portfolio.  Currently,  the  me 
an  discount  is   1 1.8%. 

Closed-end    funds    are    publicly    traded 
companies  that  own  a  portfolio  of  invest- 
ment  securities.    The    price   of   a   fund's 
shares    depends    on    two    variables:    the 
underlying  value  of  its  portfolio  of  securi- 
ties  and    the    level   of   demand   for   the 
fund's  shares.  Some  of  the  column  head- 
ings in  this  table  reflect  the  special  char- 
acteristics of  closed-end  funds. 
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IF  YOUR  RETIREMENT  ISN'T  FAR  OFF,  YOUR  FINANCIAL 

PARTNER  SHOULD  BE  CLOSE  AT  HAND. 

Providing  for  retirement  can  be  an  occupation 
in  itself.  But  our  representatives  can  make  the 
job  easier 

They'll  help  you  figure  out  how  much  yearly 
income  you'll  need  for  a  comfortable  retirement 
and  how  to  maximize  your  retirement  portfolio. 
They'll  even  help  you  accelerate  your  program  if 
you  started  late. 

Call  1-800-222-2725  Ext  414  for 
our  free  booklet,  "Retirement  Planning: 
How  to  Prepare  for  a  Financially  Secure 
Retirement"  It  covers  annuities,  pension 
plans  and  401(k)s,  and  explains  which 
options  offer  the  most  secure  savings  and 
the  most  dependable  income. 

That  way,  when  it's  time  to  finish  working  at  one 
job.  you  won't  have  to  start  another. 

The  New  England.  Your  Financial  Partner, 
Your  Financial  Future. 


NIE 


The  New  England 

Your  Financial  Partner 


The  Fujitsu  Portable  Commander®  cel- 
lular telephone.  Fujitsu  makes  a  full 
line  of  Commander® cellular  phones. 

Commander  is  a  registered  trademark  of  Fujitsu 
America,  Inc. 


***** 


GIANT  KILLER! 


Conquer  giant  communications  problems 

with  the  pocket-sized  Portable  Commander®  cellular 

telephone  from  Fujitsu.  It  has  all  the  features  of  phones  three 

times  its  size,  and  it's  backed  by  one  of  the  world's  biggest  names  in 

communications  technology:  Fujitsu.  Fujitsu  is  a  global  leader 

known  in  over  a  hundred  countries  for  its  high-tech 

excellence.  Write  Fujitsu  America,  Inc.,  1100  East 

Campbell  Road,  Richardson,  TX  75081. 

Or  call  1-214-699-9341. 


\ 

FUJITSU 

The  global  computer  &  communications  company. 
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'S  TURNAROUND  TIME 
OR  VERNA  GIBSON 


le's  hoping  superstores  will  reverse  The  Limited's  slump 


erna  K.  Gibson,  president  of  The 
Limited  Inc.'s  stores  division, 
likes  a  good  shakeup.  Once  a 
Gibson  and  her  executive  staff 
e  over  a  Limited  store  near  the  com- 
iy's  Columbus  (Ohio)  headquarters 
i  wreak  havoc.  They  disassemble  and 
irrange  clothing  racks,  they  move 
felves,  and  they  try  out  new  lights, 
ce  the  store  is  freshened  up  to  her 
isfaction,  Gibson  sends  out  the  new 
n  to  Limited  stores  throughout  the 
intry.  It  may  sound  disruptive,  but 
>son  insists  that  it  helps  keep  the  "siz- 

in  her  stores, 
-■ately,  Limited  Stores  has  needed  all 
I  sizzle  it  can  get.  After  six  years  of 
ipendous    growth,    Gibson's    division 
i  an  unhappy  1988.  Unable  to  zero  in 

the  wants  of  her  clicn- 
e,  loosely  defined  as 
ihion-conscious  women 
.ween  the  ages  of  18  and 

Gibson  tested  dozens  of 
*f  clothing   lines.    Many 

■ntually  were  marked 
.vii  sharply  just  to  move 
'm  off   the   raeks.   Ana- 

ts    estimate    that    last 

ir's   sales   climbed   only 

.  to  around  $'.)S.r)  million, 

ile    operating    earnings 


THE  LIMITED  STORES: 
SLUGGISH  PROFITS 
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fell  for  the  second  year,  to  about  $117 
million.  On  a  comparable-stores  basis, 
revenues  rose  3%  vs.  10%  in  1987. 

It  was  quite  a  comedown.  For  much  of 
this  decade,  The  Limited  and  its  flagship 
stores  division — which  accounts  for 
more  than  a  quarter  of  its  parent's  sales 
and  profits — have  set  the  tone  and  style 
for  fashion  retailers.  When  The  Limited 
made  a  move,  competitors  rushed  to 
copy  it.  The  company's  stock  became  a 
Wall  Street  favorite,  soaring  to  around 
53  a  year  and  a  half  ago.  But  1987's 
market  crash  knocked  it  way  down,  and 
last  year  it  languished  in  the  teens  and 
low  20s. 

high  gear.  Gibson,  46,  now  has  her 
sights  on  a  turnaround.  Downplaying 
the  miniskirts  and  short  jackets  that 
withered  on  the  racks 
throughout  1988,  she's  con- 
centrating on  a  youthful, 
but  slightly  older,  target 
audience — the  thirtysome- 
thing  crowd.  Within  Limit- 
ed's larger  superstore  for- 
mat, introduced  early  last 
year,  she  also  is  pushing  a 
broader  mix  that  includes 
children's  outfits,  accesso- 
ries, lingerie,  and  higher- 
priced    women's    career 


Discover [ 
£  America's  Technology 
VJL      Companies       t 


SL 


Uncover  new  business 

opportunities  with  fast-growing 

high-tech  manufacturers 

Target: 

•  hard-to-find  private  companies 

•  key  decision  makers 

•  divisions  of  large  companies 

•  makers  of  3,000  +  product  types 

Identify: 

•  new  markets 

•  new  opportunities 

•  new  partners 

•  new  investments 

National— Regional— Local: 

Directories      Custom  reports 
Databases        Mailing  lists 

FREE  Information  Kit:  1-800-843-8036 


1  Market  Street.  PO  Box  81281 

Wellesley  Hills.  MA  02181 

(617)237-2001  -  Fax:  (617)237-3235 

Tlx:  497-2961  CRPTECH 


FIGHT 


DISEASE 


tfteAmeria 
.Diabetes 
Asscxnatm. 


Diabetes  is  a  major  contributor 
to  heart  disease,  kidney  disease 
and  blindness.  So  when  you 
support  the  American  Diabetes 
Association,  >ou  fight  some  < 
of  the  worst  diseases  of 
our  time. 
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wear.  And  in  an  effort  to  change  The 
Limited's  reputation  for  sometimes  poor- 
ly made  goods,  she  demanded  better 
quality  from  manufacturers. 

It's  a  risky  strategy,  to  say  the  least. 
By  opening  larger  outlets  and  stocking 
them  with  higher-priced  goods,  Gibson  is 
trying  to  compete  with  department 
stores.  Drawing  new  customers  into  The 
Limited  will  mean  changing  an  image 
that  is  firmly  etched  in  the  minds  of 
many  consumers.  Says  Margo  F. 
McGlade,  an  analyst  at  PaineWebber 
Inc.:  "If  Limited  wants  to  compete  with 
Ann  Taylor  in  career  wear,  they'll  have 
to  go  another  step  up  in  terms  of  design 
and  quality." 

experience.  However,  there  are  already 
some  signs  of  improvement. .  After  a 
good  Christmas  season,  January  sales  at 
Limited  Stores  were  up  28%  from  1988 
vs.  around  10%  for  its  competitors.  The 
Limited's  stock  has  been  heading  up- 
ward since  last  fall  and  now  trades  at 
30.  And  Gibson  is  confident  she's  moving 
in  the  right  direction.  "We  have  tremen- 
dous growth  possibilities,"  she  says. 
"Our  merchandising  and  marketing 
thrust  is  much  more  on  track  than  a 
year  ago." 

Gibson  has  plenty  of  retail  experience 


to  draw  on.  She  got  her  start  at  17  as  a 
clerk  in  a  small  clothing  store  in  Hun- 
tington, W.  Va.  She  continued  to  work  in 
stores  off  and  on  until  1971,  when  her 
husband,  James,  was  transferred  to  Co- 
lumbus. There  she  spotted  a  Limited 
store,  then  one  of  only  eight.  She  called 
founder  Leslie  H.  Wexner  from  a  pay 
phone  and  landed  a  job  as  a  merchandis- 
ing trainee.  A  few  years  later,  with  her 


'Asking  me  how  I 

merchandise  is  like 

asking  Picasso  how 

he  paints' 


career  clearly  in  high  gear,  her  husband 
quit  his  sales  manager  job  to  stay  home 
with  their  two  daughters.  Gibson  be- 
came Limited  Stores'  president  in  1985. 
She  has  no  doubts  about  how  she  got 
there.  She  has  spotted  a  lot  of  fash- 
ions— and  she's  not  too  modest  about  it. 
"Asking  me  how  I  merchandise  is  like 
asking  Picasso  how  he  paints,"  she  says. 
One  of  her  biggest  merchandising  hits, 


I' 


was  the  Shaker-knit  sweater,  which 
spotted  in  Milan,  Italy,  three  years 
Gibson  still  spends  much  of  her 
shopping,  visiting  art  galleries,  and 
pie-watching  as  she  hunts  for  the 
"new  look." 

Last  year's  slump  at  Limited  Sto 
took  executives  by  surprise.  But  Wex 
responded  quickly  with  a  giant  reorg; 
zation  that  put  more  control  in  the  ha 
of  his  division  presidents.  Around 
same  time,   Gibson  and  Wexner  w 
planning  big  changes.  The  best  way 
lure  customers,  they  decided,  is  to  m 
the  stores  dramatically  different  f: 
their  competitors.  That  led  to  the  15, 
square-foot  superstore  format  and 
broadened  product  line.  i 

Gibson  opened  23  superstores  . 
year  and  plans  the  same  in  1989.  Aftei  ' 
few  slow  months,  analysts  say,  sup  s 
stores  are  now  racking  up  sales  of  soi 
$380  a  square  foot — about  the  same 
The  Limited's  754  regular  stores  ai 
nearly  $75  a  foot  more  than  the  indust  !- 
average.  "When  all  is  said  and  dor  e 
1988  was  one  of  our  most  effecti 
years,"  Gibson  says.  "We  got  ourselv 
repositioned."  Next  time,  she  wou 
rather  it  didn't  take  a  slump. 

By  Stephen  Phillips  in  Columbus,  Oh 
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I  want  my  investments  to  grow,  so  Ym  going 

^fek  with  Scudder  Capital  Growth  Fund. 

7      It 's  ranked  #1  for  performance!' 

If  you'd  like  to  help  maximize  your  long-term  growth  potential,  consider  this 
pure  no-load™  Fund,  ranked  #1  in  its  category  by  Lipper  for  1988  performance.* 
To  find  out  more  just  call  us  at  1-800-225-2470  ext.  8960  or  fill  out  the  coupon 
below.  We'll  send  you  a  free  information  kit  right  away.  We  can  also  provide 
you  with  a  complete  rundown  of  the  Fund's  impressive  performance  record, 
which  of  course  is  no  guarantee  of  future  results. 


Scudder  Capital  Growth  Fund 

[J  Yes!  Please  send  me  a  free  information  kit  today. 
LJ  I'm  interested  in  this  Fund  for  an  IRA. 


1-800-225-2470 
ext.  8960 


SCUDDER 


Name 


Address 


Apt. 


City  State        Zip 

175  Federal  Street,  Dept.  896,  Boston,  MA  02110 


'In  return  for  maximum  growth  potential,  investors  in  this  Fund  must  be  willing  to  accept  above-average  stock  market  risk.  The  Fund  is 
ranked  ttlby  Upper  Analytical  Services,  Inc.  for  the  12  months  ending  12/29/88  among  18  growth  funds  with  assets  between  $250,000  to 
$500,000,000.  Contact  Scudder  Fund  Distributors,  Inc.,  Underwriter  for  a  prospectus  containing  more  complete  information  including 
management  fees  and  expenses.  Read  it  carefully  before  you  invest  or  send  money.  
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Commentary/by  Howard  Gleckman 


THE  CAPITAL-GAINS  QUANDARY:  HERE'S  A  WAY  OUT,  MR.  BUSH 


ecc 


obody  ever  said  the  tax  code 
had  to  make  sense.  But  what  do 
you  make  of  a  system  that  pe- 
ilizes  investors  for  holding  on  to  prof- 
able  stocks?  And  one  that  investors 
in  only  beat  by  dying  and  letting  their 
iirs  reap  the  benefits?  That,  in  a  nut- 
lell,  is  how  the  U.  S.  Treasury  taxes 
ipital  gains. 

Economists  of  all  stripes  agree 
lat  the  current  setup  is  irratio- 
il  and   unfair.   So,   at   first 
ance,  President  Bush's  capital- 
lins  proposal  seems  reason- 
)le.  Bush  favors  restoring  low- 
•    tax    rates    for    gains    on 
vestments  held  for  at  least  one 
;ar  at  the  outset,  and  ultimate- 
only    for    investments    held 
ree  years  or  more.  But  his  so- 
tion  fails  to  address  the  inequi- 
of  a  law  that  socks  some  in- 
istors  for  taxes  on  illusory 
ains  while  allowing  others  to 
•cape   taxation    altogether, 
far  better  plan  would  be 
index  capital  gains  to  in- 
ation — thus  removing  a 
g  penalty  for  hanging  on  to 
.sets. 

OCK-IN    EFFECT.'    Bush     would 

ce  to  encourage  shareholders 
'id  management  to  look  beyond 
e  next  quarterly  earnings  re- 
nt. But  in  pursuing  the  aim  of 
ngthening  the  horizon  for  in- 
•stors,  Bush  is  wandering  into 
thicket.  A  guiding  principle  of 
e  1986  Tax  Reform  Act,  which 
iminated  preferential  treat- 
ent  of  capital  gains,  was  to 
tVe  investors  base  their  actions 
i  economic  fundamentals  rath- 

than  on  tax  avoidance.  Explic- 

ta\  incentives  to  encourage 
iy-and-hold  strategies  would 
it  the  IRS  back  into  investment 
■cision-making. 

That's  not  the  only  drawback, 
langing  the  system  so  that  the 
te  on  gains  would  decline  pro- 
irtionally  to  the  length  of  time  an  as- 
t  is  held  would  discourage  quick-turn- 
'er  investing.  But  the  flip  side  is  that 

could  reduce  market  liquidity.  This 
ock-in  effect"  is  not  much  of  a  prob- 
m  now,  since  the  markets  are  awash 

cash.  But  in  the  late  1970s  chronic 
arkel  illiquiditj  was  used  bo  justify  a 


reduction  in  the  time  an  investment 
could  be  held  and  still  qualify  for  lower 
capital-gains  rates. 

Bush's  plan  will  also  get  hopelessly 
mired  in  a  debate  over  its  impact  on  the 
budget.  While  Bush  advisers  argue  that 
a  rate  cut  would  boost  investment  so 
much  that  federal  revenues  would  rise 
by  as  much  as  $5  billion  a  year,  the 


HOW  CAPITAL-GAINS  CHANGES 
WOUID  AFFECT  TWO  TAXPAYERS 

In  1960,  Uncle  Harry  bought  $1,000  of  stock.  Here's 
what  would  happen  under  different  circumstances: 

BUY  AND  HOLD  If  Harry  sells  the  stock  in  1989  for 
$9,000,  his  taxable  gain  under  current  law  is  $8,000.  Be- 
cause Harry  is  in  the  33%  tax  bracket,  he  pays  $2,640  in 
capital-gains  taxes.  But  inflation  has  eaten  up  all 
but  $2,026  of  his  profit.  So,  after  tax  and 
inflation,  Harry  loses  $613. 

But  if  the  law  were  changed  so 
that  capital  gains  were  indexed 
for  inflation,  Harry  would  only 
pay  tax  on  his  real  gain  of 
$2,026.  His  tax  bill  would  be 
just  $668,  and  his  real  aftertax 
return  $1,357. 

BUY  AND  DIE  Harry  died  in 
1988,  left  the  stock  to  cousin 
Jane,  and  she  in  turn  sold  it  last 
month.  Under  current  law, 
she  would  get  a  tax  windfall. 
Her  inheritance  at  the  time  of 
Harry's  death  had  a  market  value 
of  $8,343.  In  1989,  Jane  sells  the 
stock  for  $9,000.  Because  she  is 
only  taxed  on  the  gain  of  $657, 
she  pays  (at  33%)  just  $216.  Her 
aftertax  return  is  $8,784. 

But  if  the  law  were  changed  so  Jane's  basis  would  be 
$1,000  (the  same  as  Uncle  Harry's),  her  gain  would  be 
$8,000.  After  inflation,  however,  her  real  gain  would  be 
only  $2,026  (like  Harry's).  Her  tax  bill  would  be  $668, 
and  her  aftertax  real  return  would  be  the  same  $1,357. 

DATA  BW 


Congressional  Budget  Office  estimates 
that  the  scheme  could  lose  from  $4  bil- 
lion to  $8  billion  a  year.  The  merits  of  a 
.cut  in  capital-gains  taxes  are  sure  to  be 
lost  in  the  argument  between  Capitol 
Hill  and  the  White  House. 

There's  a  better  way  to  address  the 
problem.  Rather  than  trying  to  en 


new  incentives  for  long-term  invest- 
ment, Congress  should  remove  the  ex- 
isting disincentives.  And  the  best  way 
to  do  that  is  to  tax  only  real  gains,  not 
those  illusory  profits  created  by  infla- 
tion. Since  gains  are  not  indexed  cur- 
rently, "the  tax  on  long-term  gains  is 
much  higher  than  on  short-term,"  says 
economist  William  A.  Niskanen  of  the 
Cato  Institute.  Even  a  rate  cut, 
without  indexing,  "leaves  the  tax 
on  long-term  gains  higher." 

Indexing  has  its  downside,  of 
course.  It  will  cost  the  Treasury 
billions  of  dollars  a  year  in  lost 
revenues.  The  way  to  pay  for 
it — and  to  restore  further  equity 
to  the  tax  system — is  to  tap  the 
billions  of  dollars  in  gains  that 
now  escape  taxation  because  of 
a  curious  quirk  in  the  tax  code. 
Currently,  if  you  sell  assets 
that  you've  held  for  years,  you 
will  be  taxed  on  capital  gains 
generated  by  inflation.  In  many 
cases  the  tax  bill  will  exceed 
your  real  gain.  But  if  you  die 
with  unrealized  gains  in  your 
portfolio,  your  heirs  get  a  wind- 
fall. The  increase  in  the  value  of 
assets  between  the  time  you 
bought  them  and  your  death  is 
not  taxed.  When  your  heirs  sell 
the  property,  they  pay  taxes 
only  on  gains  made  after  they 
inherited  the  assets. 

The  most  clear-cut 
way  to  end  this  inequity 
is  to  tax  capital  gains  at 
death.  This  would  yield  about 
$21  billion  in  revenues  over  five 
years.  Alternatively,  when  heirs 
sell  inherited  property,  they 
could  be  required  to  ante  up  tax 
on  the  difference  between  the 
original  purchase  price  of  an  as- 
set and  its  sale  price  (table). 
That  would  pick  up  about  $4.5 
billion  over  five  years,  according 
to  the  CBO. 
The  big  advantage  of  indexing 
over  the  Bush  approach  is  its  direct- 
ness. Devising  a  tax  structure  to  en- 
courage long-term  investment  while  en- 
suring adequate  liquidity  is  a  complex 
business  that  invites  trouble.  "We  are 
being  kind  of  schizophrenic  about  this.'' 
says  .lane  dravelle.  a  senior  economist 

Continued  on  pagt 
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Again  in  the  Spring... 

BUSINESS 
TRAVEL 

A  Special  Advertising  Section  in 

BUSINESS  WEEK 

April  24,  1989 

Nothing  succeeds  like  the  success  of  travel  advertisers  who  talk 
to  Business  Week's  6.2  million  on-the-go,  top-management  readers. 

That's  why  so  many  travel  advertisers  turn  to  Business  Week's 
Special  Business  Travel  Sections  again  and  again 

Next  opportunity  will  be  in  our  April  24,  1989  issue.  Stephen 
Birnbaum,  America's  foremost  travel  writer  and  commentator,  will 
edit  the  Spring  '89  Special  Section. 

Share  the  success.  Plan  to  reserve  your  space  early.  Please  call 
your  Business  Week  representative  or: 

John  Holden     (212)  512-6394 
Market  Manager,  Travel  Advertising 

Issue  Date:  April  24,  1989 
Closing  Date:  March  13,  1989 

BusinessWeek:. 


Two  Ways  to  Index  with  Vanguard 

NOW  REACH  ALL  OF 
AMERICAS  STOCK  MARKETS 


Vanguard  Extended  Market 
Portfolio  offers  you  a  way 
to  capture  the  performance  of 
medium-  and  small-sized  compa- 
nies as  tracked  by  the  Wilshire  4500. 

This  Portfolio  complements 
the  original  Vanguard  Index  Trust 
500  Portfolio,  which  tracks  the 
S&P  500.  Owning  shares  in  both 
Portfolios,  appropriately  weighted, 
enables  investors  to  participate  in 
the  total  U.S.  stock  market  universe. 

With  index  investing,  you  bene- 
fit from  broad  diversification,  low 
costs  and  performance  that's  pre- 
dictable relative  to  the  index.  The 
minimum  investment  per  Portfolio 
is  $1,500,  or  $500  for  IRAs. 

Vanguard  Index  Trust  is  neither  sponsored 
by,  nor  affiliated  with,  Standard  &  Poor's 
Corporation  or  Wilshire  Associates. 
S&P  500  and  Wilshire  4500  are  unmanaged 
indices. 


Call  1-800  662  SHIP 

24  Hours,  7  Days  for  our  Index 
Investing  Information  Kit 

j  Please  send  me  a  free  Vanguard  Index 
Investing  Information  Kit.  I  under- 
stand the  Kit  contains  a  Vanguard  Index 
Trust  prospectus,  including  information 
on  advisory  fees,  distribution  charges 
and  other  expenses  which  I  will  read 
carefully  before  I  invest  or  send  money. 
Also  send  me  information  on 
D  IRA  (71)    DSEP-IRA(08). 
Vanguard  Index  Trust 
Investor  Information  Dept.  40 
Valley  Forge,  Pennsylvania  19482 

Name 

Address 

City 

Phone 


.State. 
.Zip 


BW-D9-051 


THEVanOTaidGROUP 

«-*OF  INVESTMENT  COMPANIES 


J 


conomics 


Continued  from  page  I 

at  the  Library  of  Congress.  "We  wc- 
to  both  encourage  long-term  investrm 
and  free  up  a  lot  of  trading.  It's  hard 
do  both." 

By  contrast,  indexation  makes  no  p 
tenses  about  encouraging  or  discoun 
ing  any  kind  of  economic  activity.  All 
does  is  take  inflation  out  of  the  calcu 
tion.  For  many  supporters  of  indexir 
such  neutrality  is  just  as  important 
mitigating  inflation.  In  a  1988  Bro< 
ings  Institution  publication,  economi: 
Daniel  Halperin  and  Eugene  Steuei 
described  the  problem  of  trying  to  u 
the  tax  code  to  influence  investme 
"Tax  advice  becomes  essential  for  e; 
business  or  investment  decision.  Effo 
to  squeeze  transactions  into  more 
vored  categories  in  turn  lead  to  en 
mous  complexity." 

'NUTS.'  Indexing  capital  gains  isn't 
panacea.  It  only  addresses  some  of  t 
distortions  caused  by  inflation.  Becau 
debt  wouldn't — indeed  couldn't — be  : 
dexed,  investors  who  buy  on  mar: 
would  get  a  big  tax  break.  They  co 
write  off  the  full  cost  of  interest  pa  J 
ments  while  paying  tax  only  on  aftt 
inflation  gains.  Supporters  of  indexii 
would  like  to  find  a  way  to  treat  de 
the  same  as  equity,  but  the  mechanic 
problems  of  calculating  the  tax  ha 
them  stymied.  "Nobody  has  figured  o 
a  practical  way  to  index  for  intere 
expenses,"  says  Joseph  Minarik,  exec 
tive  director  of  the  Joint  Economic  Coi 
mittee.  "You'd  go  nuts." 

The  technical  problems  of  taxir 
gains  at  death  are  less  complex.  Tl 
major  difficulty  is  the  burden  on  inhe 
tors  of  farms  or  family-owned  busines 
es  who  might  have  to  sell  out  to  pay  tl  p 
capital-gains  levy.  A  possible  solutio  f 
Exempt  family  businesses  or  let  hei:  | 
spread  their  tax  liabilities  over  sever 
years.  The  political  problems  are  tougl 
er.  In  1976,  Congress  passed  a  mode 
increase  in  capital-gains  taxes  on  inhe| 
ited  assets.  Under  a  storm  of  prote; 
from  owners  of  small  businesses  ar 
farms,  the  law  was  repealed  before 
ever  took  effect. 

It  will  take  a  fight  to  make  the 
code's  treatment  of  gains  more  ration 
But  the   effort  is   worth   it.   Indexir 
gains  and  taxing  them  at  death  wou 
close  a  yawning  gap  in  tax  reform.  I 
dexation  would  eliminate  a  disincentiv 
to  investment  and  risk-taking.  And  lik 
the   best   features   of   tax   reform, 
would  get  the  federal  government  oi 
of   the   business   of   telling   investor 
when  to  buy  and  sell.  That's  a  goal  ths| 
investors,  business,  and  the  Bush  A' 
ministration  should  all  aspire  to. 
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its  not  just  a  car. 
It's  your  freedom. 


It's  the  freedom  to  visit  close  friends  in  far-off  places. 
The  freedom  to  go  into  the  neon  city  .  or  escape 
to  a  mountaintop  retreat.  The  freedom  to  go  across 
country  or  just  across  town .    without  a  second 
thought.  And  that's  where  Mr  Goodwrench  comes  in. 
Mr.  Goodwrench  takes  pride  in  taking  care  of  your 
GM  car.  He's  factory-trained  by  GM  to  know  how 


it  works  And  he  uses  genuine  GM  parts,  to  keep  it 
working  the  way  it  should.  So  you  can  drive  with 
confidence.  Anywhere,  anytime  Whether  you  own 
a  Chevrolet,  Pontiac,  Oldsmobile,  Buick,  Cadillac  or 
GMC  Truck,  take  it  to  Mr.  Goodwrench 
You  II  find  him  at  over  7200  General 
Motors  dealerships,  coast  to  coast. 
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ADVERTISING! 


THE  MADMAN  OF  MAD  AVE 
PREPARES  FOR  TAKEOFF 

But  will  Pan  Am  be  enough  to  take  Delia  Femina  global? 


m         An  J 


DELLA  FEMINA:  HE  THRIVES  ON 
"RUNNING  AROUND  CRAZY" 


When  Delia  Femina,  McNamee 
WCRS  recently  beat  out  such 
Madison  Avenue  stalwarts  as 
Ogilvy  &  Mather  and  D'Arcy  Masius 
Benton  &  Bowles  to  win  the  $45  million 
Pan  Am  account,  agency  founder  Jerry 
Delia  Femina  claimed  he  was  "finally  in 
the  big  leagues."  The  victory,  the  free- 
wheeling adman  says,  fits  in  perfectly 
with  the  strategy  he  and  London-based 
parent  company  WCRS  Group  PLC  devised 
to  win  big-name  multinational  accounts. 
It's  going  to  take  a  lot  more  than  an 
ailing  airline  to  achieve  the  kind  of  inter- 
national clout  Delia  Femina  covets,  how- 
ever. The  very  client  he  is  counting  on  to 
give  him  his  big  international  break 
could  put  an  unexpected  strain  on  the 
agency's  profits  and  resources. 
no  windfall.  Last  June,  WCRS  merged 
Delia  Femina  with  its  Boston-based 
agency  HBM/Creamer.  With  the  merger, 
Delia  Femina  jumped  to  more  than  $600 
million  in  billings  and  hit  the  list  of  the 
top  20  U.  S.  agencies,  up  from  its  former 
38th-place  ranking.  HBM/Creamer  added 
a  strong  client  list,  including  Sheraton 
Corp.  and  Kinney  Shoes.  Both  agencies 
figured  a  larger  shop  clearly  affiliated 
with  WCRS's  global  network  could  take 
advantage  of  the  fast-paced  ad  spending 
growth   abroad.   "No   matter  what  we 


may  have  said  in  the  past  about  small 
being  good,"  says  Delia  Femina,  "you 
can't  get  the  big  accounts  if  you're  not  a 
big  agency." 

Indeed,  few  insiders  counted  on  win- 
ning a  splashy  account  like  Pan  Ameri- 
can World  Airways  Inc.  so  soon  after 
the  merger.  But  it  may  not  be  the  wind- 
fall Delia  Femina  is  hoping  for.  As  the 
airline's  financial  position  began  to 
crumble,  it  cut  the  commissions  on  me- 
dia buying  it  paid  its  former  agency, 
Wells,  Rich,  Greene  Inc.,  from  15%  to 
10%.  Pan  Am  and  Delia  Femina  won't 
divulge  compensation,  but  executives  at 
other  agencies  involved  in  the  pitch  say 
Pan  Am  may  be  paying  as  little  as  8%. 

That's  low  pay  for  hard  work.  An  air- 
line is  one  of  the  toughest  accounts  an 
agency  can  have.  Constant  fare  wars 
mean  producing  a  huge  number  of  ads, 
often  overnight.  Says  a 
former  Delia  Femina  exec- 
utive: "With  such  low 
commissions,  there's  no 
way  the  agency  can  make 
money  on  that  account." 

And  the  agency's  exist- 
ing clients  aren't  sure  that 
a  bigger  Delia  Femina  will 
be  better.  "It's  one  thing 
for   an   agency   to   grow, 
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DELLA  FEMINA'S 
BIG  ACCOUNTS 


Top  clients 

1988  U.S.  billings 

Millions 

ISUZU 

$60 

PAN  AM 

45 

STOUFFER'S 

40 

SHERATON 

25 

TOTAL  U.S. 

BILLINGS 

$635 

DATA:  BW  ESTIMATES 


but  a  lot  depends  on  what  kind  o: 
count  it  grows  with,"  says  Roberi 
Quinn,  marketing  vice-president 
Sheraton.  "The  pressure  an  airline 
on  an  agency's  creative  departmei 
tremendous.  I'm  just  going  to  wait 
see  what  happens." 

In  addition,  the  WCRS  network, 
agencies  in  Australia,  London,  and 
is,  is  more  loosely  linked  than  thos 
more  established  multinational  ag< 
holding  companies  such  as  Interp 
Group  and  Saatchi  &  Saatchi.  Delk 
mina  may  have  trouble  serving  hug< 
ents  accustomed  to  working  with 
tightly  coordinated  global  networks 
Nor  is  Delia  Femina,  52,  the  sor 
adman  you  would  ordinarily  assoc 
with  multinational  clients.  He  is  b« 
known  for  brilliant  copy  and  outrage 
opinions  than  for  sobersided  acco 
management  skills.  In  a  New 
Times  op-ed  piece  last  summer,  for 
ample,  he  suggested  a  Dukakis  slo 
"Vote  the  Shrimp,  not  the  Wimp." 
Delia  Femina's  wildman  image  is 
anced  by  the  administrative  skills 
President  Louise  McNamee,  who 
year  became  the  first  woman  to  get 
name  on  the  door  of  a  major  ad  age 
she  didn't  start. 

booster  shot?  Delia  Femina  and 
art  director  partner,  Ron  TravisE 
founded  the  agency  22  years  ago  \ 
no  billings  and  no  employees.  But  t 
soon  drew  such  clients  as  Schieffelii 
Co.,  Ralston  Purina,  and  D6w  Chemi 
In  1986,  Delia  Femina  decided  to  casl 
on  the  name  he  had  made  for  him 
and  sold  the  agency  to  WCRS  for  an 
tial  payment  of  $20  million,  plus  a 
tional  payments  based  on  future  prol 
Now  the  shop  is  probably  best  kn 
for  its  hit  "Liar"  campaign  for  Isi 
Motors  Ltd.,  its  largest  account.  "Je 
comes  at  marketing  problems  from 
entirely  different  direction — thank  go 
ness,"  says  Fritz  Kern,  Isuzu's  vice-pi 
ident  for  marketing.  The  campaign  ! 
helped  boost  Isuzu's  sales  25%  in 
three  years  it  has  aired,  Kern  says. 

Delia  Femina  believes  Pan  Am  will 
a  shot  of  adrenaline  for  the  agency.  " 
good  when  people  are  running  aroi 
crazy  all  the  time,"  he  says.  "It  ke< 
the  agency  from  turning  into  an  ins 
ance  company."  Given 
outspoken  nature,  ther 
little  risk  of  that.  But 
still  must  come  up  wit! 
way  to  attract  more  luc 
tive  international  busin< 
without  alienating  his  c 
rent  clients.  That's 
easy  thing  in  ad  land. 

By  Walecia  Konrad 
New  York 
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The  rest  are  faxphonies. 

In  a  world  of  personal  facsimiles,  there's  only  one  original. 

Canon  FaxPhone.  Now  with  a  complete  line  of  personal  facsimiles  to  meet  your  personal  business  needs. 

All  designed  to  deliver  documents  anywhere.  In  seconds. 
To  send  and  receive  fine  print  and  drawings  with  remarkable  clarity. 
Or  dial  a  simple  phone  call  with  a  single  touch. 

And  whether  you  choose  the  standard  FaxPhone  8,  the  versatile 
FaxPhone  20  or  the  high-performance  FaxPhone  25,  you  get  a  level 
of  innovative  technology  you've  come  to  expect  from  Canon. 

Technology  that  shows  you  why  it  takes  more  than  a  fax  and  a 
phone  to  make  a  FaxPhone.  ,^-v 


And  why  anything  else  is  just 
a  facsimile. 


Canon 

FAXPHONE 


For  more  information  call  the  Consumer  Information  Center  nearest  you 
New  York  516-933-6300    Chicago  312-250-6200    Los  Angeles  714-379-6000    Atlanta  404-448-1430    Dallas  214-830-9600 


PRIME  and  the  Prime  logo  are  registered  trademarks  ot  Prime  Computer.  Inc.,  Natick,  MA. 
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WE  HELP  DE 
FOR  THE  WORLD! 


Delta  Design  &  Engineering 
develops  concepts,  models,  and 
tools  for  the  instrument  and  body 
paneling  in  many  of  today's  favor- 
ite cars. 

And  who's  helping  them  be- 
come such  hot  interior  decorators? 

Prime  Computer. 

We  gave  Delta  a  powerful  data- 


base that  lets  different  groups  wc  oject. 
the  same  component  at  the  sam<  % 
So  production  time  has  been  cut 

And  now  that  one  integrated : 
is  used  from  initial  design  to  finis 
tool,  quality  control  is  up. 

We  also  gave  Delta  the  flexibili 
develop  their  own  systems.  Like  t 
they  designed  to  track  detailed  cc  o 
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swc  Dject. 

aim  rts  on  most  panels  agree,  Delta  is  one  of 

cut  est  growing  auto-support  companies 

tedi, 

finis  their  success  is  part  of  our  success.  Prime  is 
le  500  company  with  over  Si  .5  billion  in 
'ill  revenues. 

<el  j'd  like  to  know  how  Prime  can  help  move 
c(  d  the  passing  lane,  just  call  1-800-343-2540 


(In  Canada,  1-800-268-4700). 
Prime.  We'll  put  you  in  the  driver's  seat. 


Prime 


Prime  Computer,  Inc. 

Fame  and  die  loimson  $<  Johnson  Family  of  Companies  are 
proud  co-sponsors  of  the  PBS  senes  NOVA. 
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INVESTMENT  BANKING  I 


THE  BODY  COUNT  KEEPS  GROWING 
AT  KIDDER  PEABODY 


A  talent  drain  continues  to  plague  the  brokerage  as  parent  GE  ponders  shrinking  it 


eltdown.  For  most,  the 
word  conjures  up  im- 
lages  of  a  nuclear 
nightmare.  On  Wall  Street,  it 
once  referred  to  the  1987  crash. 
Now  that's  what  the  Street  is 
saying  about  Kidder,  Peabody 
Group  Inc.  In  just  a  few  days, 
the  investment  banking  core  of 
venerable  Kidder  has  disinte- 
grated in  a  chain  reaction  of 
top-level  resignations. 

The  defections  were  trig- 
gered by  ge.t-tough  moves  by 
General  Electric  Co.,  which 
bought  80%  of  Kidder  in  1986 
near  the  peak  of  the  brokerage 
boom.  GE  is  laboring  to  contain 
the  fallout  in  order  to  salvage 
at  least  part  of  its  more  than 
$700  million  investment.  Al- 
though the  financial  loss  may 
be  a  minor  bruise  to  GE's  $17 
billion  net  worth,  it's  a  black 
eye  to  GE  and  its  chairman, 
John  F.  Welch  Jr. 
write-off.  Some  analysts  pre- 
dict Welch  will  move  swiftly  to 
shrink  Kidder  and  end  the  fu- 
ror. They  say  the  retail  and  institutional 
brokerage  will  be  sold.  Insiders  say  po- 
tential buyers  include  Shearson  Lehman 
Hutton  Inc.  and  Sanford  I.  Weill's  acqui- 
sition-hungry Primerica  Corp.,  which 
owns  Smith  Barney,  Harris  Upham  & 
Co.  Sources  say  trading  operations  will 
be  scaled  back  or  sold.  Investment  bank- 
ing will  be  melded  with  GE  Capital  Corp., 
GE's  $50  billion-asset  commercial  lending 
and  leasing  unit.  The  Kidder  name 
might  survive  as  a  small  broker-dealer 
operation  to  give  GE  Capital  an  outlet  for 
selling  public  securities. 

In  the  process,  analysts  say, 
GE  will  likely  write  off  its  $300 
million  in  "goodwill"  from  the 
Kidder  purchase,  reflecting  the 
excess  ii  p  lid  over  book  value. 
This  hit,  however,  could  be  bur- 
ied by  taking  gains  on  some  of 
the  $1.4  billion  in  paper  profits 
GE  Capital  has  accumulated  in 
its  leveraged-buyout  lending. 
"It  will  all  be  over  by  the  end 
of  the  first  quarter,"  says  one 


analyst  who  follows  GE.  "And  you'll  nev- 
er see  it  on  the  bottom  line." 

Kidder  executives  began  to  head  for 
the  exits  on  Jan.  19,  when  longtime  Kid- 
der dealmakers  Peter  D.  Goodson  and 
Donald  J.  Gogel  quit  as  co-heads  of  mer- 
chant banking.  The  next  day,  Kidder  vet- 
eran Max  C.  Chapman  Jr.  resigned  as 
president  when  he  was  passed  over  for 
CEO  in  favor  of  Michael  A.  Carpenter. 
An  affable  Englishman  who  helped  mas- 
termind GE's  takeover  of  RCA  Corp.  in 
1986,  Carpenter  had  been  No.  2  at  GE 
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KIDDER'S  INVESTMENT         ...BUT  THE  BONUSES 


100 

75- 

50- 

PRETAX  INCOME 

'1 

25 

I) 

▲  MILLIONS  OF  DOLLARS 

'INCLUDES  50%  OF  MERCHANT  BANKING  INCOME 


A  MILLIONS  Of  DOLLARS 


Capital,  overseeing  $6  billion  in 
aged-buyout   loans.    He   immediat 
talked  of  combining  Kidder's  merch 
banking   operations    with   those   of 
Capital  to  produce  "a  real  powerhous 
Later  he  vowed  Kidder  would  remai 
"stand-alone  investment  bank."  But 
message  inside  Kidder  was  clear:  Af  ge 
keeping   hands   off  for   two   years, 
would  shrink  Kidder  and  subsume  it 
its  own  finance  unit. 

The  heaviest  blow  came  on  Feb 
when  Michael  D.  Madden  quit  as 
der's  investment  banking  ch 
He  was  followed  by  two  ot 
senior  bankers  and  Ki 
head  of  mortgage  trading, 
raft  of  other  departures  is 
pected.  "Madden  is  a  big  los 
says  a  former  Kidder  o 
"He  led  by  example — he 
deals — and  had  tremendous 
alty.  A  number  of  good  peojea 
are  at  risk  of  leaving  since 
threw  in  the  towel."  Lament 
former  Kidder  banker:  "Thi 
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tal  meltdown  They  •■an  shuffle  the 
i  chair  ,  bul  i(  won'!  matter  The 
i  of  Kidder  Peabody  are  gone." 
Ithough  they  arc  only  a  handful  of 
,i-  200  Kidder  investment  bankers, 
currenl  and  rumored  departees  sup 
I  much  of  Kidder's  $65  million  in 
a\.    prebonus    investment    banking 

its    last    year    Those   deals,    in    turn, 

generate  merchant  banking  prof- 

oi  $80  million.  Together,  this  si  15 
ion  amounts  to  Ts  of  the  $185  mil- 
that  Kidder  earned  before  taxes  and 
uses.  GE  set  Kidder's  1988  bonus  pool 
120  million,  but  Madden's  group  got 
than  $31  million.  Under  Kidder's 
GE  profit-sharing  plan,  their  share 
.Id  have  totaled  some  $52  million.  It 
the  third  straight  bonus  drop  for 
ler's  bankers — despite  rising  profits 
rt).  Kidder  insiders  say  that  Carpen- 
efused  to  promise  any  1989  bonuses 
ill.  Carpenter  did  not  return  tele- 
he  calls  from  BUSINESS  WEEK. 
ted  staff.  The  bulk  of  1988  bonus 
ey  had  to  go  to  pay  a  small  army  of 
cers,  traders,  and  other  professionals 
contributed  far  less  to  the  compa- 
profits.  Most  of  these  were  new- 
ers,  added  in  recent  years  in  Kid- 
I  ill-fated  bid  to  be  a  world-class 
er  in  the  capital  markets  alongside 
Iman,  Sachs  &  Co.  and  Salomon 
thers  Inc.  That  bid  left  Kidder  with  a 
ted  staff  of  7,000,  which  Chapman 
sed  to  cut  back  despite  the  1987 
h  and  lackluster  trading  volume  in 
L  Like  other  Kidder  veterans,  Chap- 
believed  that  the  main  objective  in 
ng  out  to  deep-pocketed  GE  was  to 
fund  that  growth.  Unfortunately, 
>ite  this  runup  in  people,  Kidder  lost 
ey  in  1987  and,  after  paying  the  bo- 
is,  made  only  enough  in  1988  to  cov- 
iftertax  interest  on  GE's  acquisition 
. — $50  million  a  year. 

was  nervous  about  Kidder  almost 
i  Day  One:  Within  months  of  closing 
deal,  Ivan  F.  Hoesk>  blew  the  lid  off 
Street  insider  trading  and  implieat- 
i/Iartin  A.  Siegel,  once  Kidder's  star 
\i\  ger  strategist,  in  November,  1986.  In 
sturbing  spectacle,   Kidder  arbitra- 
te •  Richard  B.  Wigton  was  led  away  in 
leuffs  from  the  firm's  headquarters 
■arl\     L987,    though    the    charges 
;K  nst  him  were  later  dropped.  Fearing 
:   criminal  indictment  of  Kidder  itself, 
;:  settled   with   the   Securities   &   Ex- 
|  ige  Commission  that  spring  by  pay- 
I  million  in  penalties,  it  also  re- 
nd   Chairman     Ralph     D.     l>e\'unzio 
I    GE  director  and   Midwestern  indus- 

kst  Silas  S.  Cathcart   Under  Cath 
I,  who  remains  chairman,  free-wheel- 

l|     Kidder     added     new      layers     of 

paucracy  thai  dragged  down  profits. 
keanwhile,  the  division  between  Kid- 
■bankers  and  their  counterparts  at  GE 
1  tal     widened      Communication     was 


FA 


minimal,   Kidder    lource     iay,   and   at 

time  .  i.i.  Capital,   under  Cary  C.   W'endi, 

became  ;i  direct  competitor  Rather  than 

let    Kidder   hid    to   sell  ■  cunti/.ed 

financings,   Wendt's  group  set    up  its 

own   sales  group.    Last    fall,  GE  Capital 
Opened    B    Condon   office   to   deal    in    LBO 
paper— without  talking   first  to   Kidder, 
which  already  had  a  major  effort  tl 
And  ever  since  GE  Capital  wrested  con 
trol  of  the  huge  Montgomery  Ward  LBO 
from    Kidder    in    early    1988,    Kidder1 
close-knit  relationships  with  clients  have 
been  haunted  by  doubts  over  whom  Kid- 
der would  represent  in  a  crunch — the 
client  or  GE.  Wendt  declined  comment. 

The  result  has  been  growing  frustra- 
tion and  an  exodus  of  Kidder's  talent.  To 
stop  the  latest  round  of  departures, 
sources  say,  Carpenter  has  begun  offer- 
ing financial  guarantees  to  some  remain- 
ing top  bankers  in  hopes  of  holding  to- 
gether what's  left  of  the  investment  and 


merchant  banking  operations  Bui  in  id 

I  him  eventually  to  cul  the  de 

partments  by  half.  And  compensation  al 

Kidder   will    be   brought    more   into   line 
with   GE  Capital    pay  Inch   are 

half    those    Of   comparable    Kidder 
"It  looks   like   it's   all   over  at    Kidder," 
says  a  partner  at   one   rival   investment 
hanking  house.  "It  will  look  more  like  a 

Capital." 

Carpenter  denies  GE  plans  to  sell  any 
part  of  Kidder,  including  its  retail  net 
work  of  60  offices  and  1,800  brokers. 
And  Frank  G.  Zarb,  Smith  Barney  CEO, 
insists  there  are  no  discussions  going  on. 
Still,  Kidder  insiders  say  such  moves  are 
afoot.  Indeed,  GE  may  have  little  choice, 
they  say.  Morale  is  so  low  that  unless  a 
sale  is  completed  soon,  rival  houses  may 
simply  cherry-pick  the  best  of  Kidder's 
remaining  talent. 

By  James  R.  Xorman  in  Stamford  and 
Jon  Friedman  in  Xeu-  York 
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WATCH  OUT:  HERE  COMES 
BAHK  OF  AMERICA  AGAIN 


It  has  refocused  on  retail  banking — and  is  roaring  back 


ROSENBERG  PUSHES  NEW  PRODUCTS  WHILE  COLEMAN  CUTS  COSTS  IN  THE  GLOBAL  NETWORK 


For  25  years,  Richard  M.  Rosenberg 
competed  against  a  California 
banking  colossus  he  always  feared 
as  "powerful  enough  to  kill."  Now  he's 
running  it.  As  vice-chairman  for  Califor- 
nia operations  at  Hank  of  America,  Ro 
senberg  is  far  from  demolishing  the 
competition — just  yet   But   the  former 

Navy  officer  who  rescued  refugees  flee- 
ing Ho  Cln  Mmh  in  the  early  1950s  has 
helped  liberate   BofA    from  years  of  de- 

caj    If  he  can  unleash  the  humbled  gi- 


ant's potential  in  retail  banking,  insiders 
predict  he'll  be  a  shoo-in  to  succeed 
A.  W.  Clausen,  65,  as  chairman  and  chief 
executive. 

Bank  America  Corp.'s  comeback  al- 
ready seems  a  marvel.  Feu  market 
seers  expected  anything  but  mediocrity 
from  a  hank  that  had  suffered  four 
years  of  Staggering  loan  losses,  deterio- 
rating capital,  and  two  takeover  at- 
tempts. Hut  banking's  basket  casi  has 
become  Wall  Street's  darling.  \ft<-r  $1.8 
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billion  in  cumulative  red  ink  since  1985, 
BankAmerica  earned  $726  million  last 
year.  Despite  still-heavy  Third  World 
debt,  the  bank's  capital  base  has  been 
largely  restored,  and  its  stock  has  tri- 
pled to  21  in  a  little  over  a  year.  On  Feb. 
6,  Clausen  announced  that  the  bank 
would  pay  a  15«f  dividend,  its  first  in 
three  years.  For  a  man  often  reviled  for 
having  launched  BofA  on  its  downward 
spiral  after  a  rapid  expansion  drive  dur- 
ing his  first  term  as  CEO  in  the  1970s, 
the  rebound  is  sweet:  "I've  bled  a  lot," 


more  than  350,000  accounts — about  40% 
of  which  are  new  to  the  bank,  sources 
estimate.  That  and  other  products  have 
helped  stop  the  erosion  of  market  share 
and  boosted  BofA's  low-cost  domestic 
deposit  base  by  $3  billion. 

Rosenberg,  who  created  one  of  the 
first  such  packaged  accounts  at  Wells 
Fargo  in  1973,  is  the  first  to  admit  Alpha 
is  "no  rocket-science  stuff."  Indeed,  he 
has  mostly  been  playing  catch-up  in 
product  areas  where  BofA's  empty  pock- 
ets had  kept  it  on  the  sidelines.  BofA 


go  veteran  Thomas  E.  Peterson, 
classic  firebrand.  During  one  of  hisl 
visits  to  a  branch  in  1987,  Petersorf 
became  enraged  at  the  sight  of  a 
automated  teller  machine.  "It  looks' 
hell!"  he  barked  at  the  local  managj 
he  personally  polished  the  ATM. 
steep  slide.  For  all  of  Rosenberg] 
forts,  without  a  rejuvenated  corp<) 
lending  arm,  some  analysts  say, 
may  not  return  to  star  earning  st 
By  1991,  when  California  opens 
interstate  banking,  competition  for 


AS  LOAN  LOSSES  FALL BofA  IS  ON  THE  RISE  AGAIN AND  SO  IS  ITS  STOCK 
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says  Clausen.  "But  these  last  two  years 
have  been  very  satisfying." 

After  returning  to  BofA  from  the 
World  Bank  in  1986,  Clausen  recruited 
Rosenberg,  58,  from  Seafirst  Corp.  to 
rejoin  other  alumni  from  crosstown  rival 
Wells  Fargo  Bank.  They  went  back  to 
basics:  tightening  credit  policy,  slashing 
costs,  and  returning  to  the  California 
consumer  for  growth  (chart).  Soaring 
mortgage  and  consumer  demand  has 
been  a  godsend,  since  BofA  was  forced 
to  shrink  its  once  vast  global  reach.  "In- 
ternational banking  is  now  playing  hand- 
maiden to  domestic  operations,"  says 
Donald  K.  Crowley,  analyst  with  Keefe, 
Bruyette  &  Woods  Inc. 

In  the  five  years  before  Rosenberg 
took  over,  three  BofA  retail-banking 
chiefs  were  forced  to  save  money  by 
skimping  on  investment  even  as  market 
share  declined.  But  Rosenberg's  reputa- 
tion as  a  crack  marketer  helped  him  gain 
support  for  new  products  and  the  instal- 
lation of  computer  systems.  Where  his 
predecessors  failed,  "Rosenberg's  credi- 
bility allowed  him  to  get  things  done 
internally,"  says  a  former  BofA  retail 
executive. 

play  catch-up.  Take  Alpha.  The  all-in- 
one  checking  and  savings  account  with 
an  overdraft  line  of  credit  sat  on  the 
drawing  boards  from  1982  until  Rosen- 
berg backed  the  idea.  He  launched  it  last 
July.  It  has  become  the  bank's  most  suc- 
cessful  consumer  product,   attracting 


once  led  the  country  in  credit  cards,  for 
instance,  but  missed  the  profitable  surge 
in  premium  cards  during  the  mid-1980s. 

Now  Rosenberg  is  betting  that  BofA's 
envied  850-branch  network  can  crank  out 
more  revenue  at  lower  cost.  Its  mort- 
gage servicing  system  alone  can  handle 
two-thirds  more  than  the  300,000  ac- 
counts it  now  manages.  And  despite  bet- 
ter expense  controls,  it  still  costs  BofA 
15<t  more  than  Wells  Fargo  to  produce  a 
dollar  of  revenue.  "We're  capable  of 
generating  a  lot  more  out  of  the  fac- 
tory," says  Chief  Financial  Officer 
Frank  N.  Newman.  As  BofA  issues 
more  loans,  Rosenberg  sees  enormous 
opportunity  to  earn  fees  from  "securitiz- 
ing"  and  selling  them  in  secondary  mar- 
kets. This  year  he  expects  to  sell  $1  bil- 
lion worth  of  single-family  mortgages. 

The  fast-talking  Rosenberg  spends  at 
least  two  days  of  his  75-hour  workweeks 
in  the  field,  recharging  the  troops.  He 
has  restaffed  many  units  with  managers 
in  his  own  image.  His  head  of  the  Cali- 
fornia branch  system,  30-year  Wells  Far- 


Despite  improving  expense 
controls,  it  costs  BofA  15<f 
more  than  Wells  Fargo  to 

produce  a  dollar  of  revenue 


consumer  is  bound  to  stiffen.  Yet  Bo 
worldwide  corporate  customer  base 
atrophied  in  recent  years,  while  big 
York  rivals  have  moved  ahead  by  t 
ing  juicy  fees  from  investment  bank 

World  banking  chief  Lewis  W.  ( 
man  thinks  that  by  1991  he  can  add 
million  to  the  bottom  line — some 
from  further  cost  cuts.  But  he  also  p 
to  double  his  target  market,  to 
companies,  after  losing  too  much  gro 
from  aggressive  cutbacks  last  year, 
do  so,  he  is  pushing  high  volumes 
basic   banking   services,    such    as 
management,   through   his   40-cour 
network  and  concentrating  investn 
banking  on  the  West  Coast.  "I  have 
intention  of  trying  to  sell  us  as  the  1 
New  York  bank,"  he  says.  "We  think 
can  make  a  good  buck." 

Until  Coleman  can  fire  up  the  wh 
sale  business,  Rosenberg  will  be  ur 
constant  pressure  to  keep  building 
retail  side.  He  seems  content  to  staj 
it  and  wait  for  his  turn  at  the  top  ^ 
BofA.  Sources  say  Robert  M.  Bass  fa 
to  recruit  him  last  year  to  run  his  ne 
acquired  American  Savings  &  L 
Assn.  with  a  hefty  increase  over  his  ( 
rent  BofA  salary.  But  Rosenb 
showed  no  interest.  After  all,  for 
apparel  salesman's  son  who  enter 
banking  out  of  desperation  for  a 
"it's  been  a  great  ride,"  he  says.  Bof 
138,000  shareholders  are  hoping  it  la; 

By  Jonathan  B.  Levine  in  San  Franc 
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*'. . .  the  chefs  five-star  blending  of  these  familiar  ingredients  delivers  a 
kind  of  harmony  that  Is  hard  to  find  even  if  you  are  prepared  to  spend 
twice  the  money.  J  J  Automobile  Janiuiry  1988 

! . .  the  405  Mi  16  has  performance,  comfort,  styling -and  personality 
-  worth  its  price,  ff  Road  &  Track  November  1988 

■■  There  s  plenty  to  he  impressed  with;  its  the  kind  of  machine  that  will 
hold  its  own  against  anything  in  its  class,  ff       Motor  Trend  Nwember  1988 

■■  A  car  that  offers  the  performance,  comfort  and  flair  of  Europe's  best 
big-name  sports  sedans  —  without  their  inflated  price  tags,  ff 

Car  and  Driver  November  1988 

The  car  they  re  all  talking  about  is  the  Peugeot  405  MH6'.  winner  of 
the  1988  European  Car  of  the  Year  award  and  winner  of  the  1989 
Motoring  Press  Associations  "Best  Imported  Car  of  the  Year"  award.  So 
it  isnt  true  you  always  get  what  you  pay  for.  Sometimes  you  get  more. 


v. 


I'm..-  ..-  -I. s.'u 


ml, .-i  105  modrli  .(art  ul  $14,500*      - M > H I "  I  x,  l,,,l.-.  rim  rhaise.  tax. title 


I9OT  rVugeol  Motors ol  tmerii  ■  li 


EVIDEM1X  EUROPEAN  HIGH-PERI  OltUWCE 
OESNTIIAYE  TOCOSi  THIRTY  GRAND,  TO  BE  GRAND. 


■■■■i-'"t" 


-M'1 


inance 


INVESTIGATIONS! 


HAVE  THE  PINNY  STOCK 
POLICE  CAUGHT  A  LIVE  ONE? 


Power  Securities  may  have  bilked  clients  out  of  millions 


E 


ven  in  the  wild  world  of  penny 
stocks,  Richard  T.  Marchese  is  con- 
sidered quite  a  character.  A  200- 
pound  bodybuilder  and  former  vending- 
machine  salesman  who  wears  python- 
skin  boots  and  five  gold  rings,  the  29- 
year-old  founder  of  Power 
Securities  Corp.  is  quick  to  threaten 
those  who  cross  him.  Tales  of  Pow- 
er's motivational  tactics  are  well- 
traveled:  Once,  a  broker  allegedly 
was  slammed  into  a  wall  for  dis- 
obeying orders.  At  times,  sources 
say,  salesmen  have  been  forced  to 
stand  at  their  desks  until  they've 
made  their  first  sales  of  the  day. 

These  tactics  may  be  crude,  but 
they  haven't  hurt  Marchese's  suc- 
cess. Less  than  two  years  after  he 
burst  onto  the  scene  by  purchasing 
a  Denver  brokerage  for  $200,000 — 
using  his  American  Express  card 
for  the  $25,000  down  payment — 
Marchese  has  built  Power  Securities 
into  a  penny  stock  powerhouse.  It 
claims  1,300  fast-talking  brokers 
manning  telephone  banks  in  16  of- 
fices nationwide.  Marchese,  who 
called  the  allegations  of  roughhouse 
tactics  "unheard  of,"  has  predicted 
revenues  of  $100  million  for  1989. 
Power's  motto:  "The  Foundation 
America  Is  Built  On." 
'BUCKET  shop.'  Securities  regulators 
across  the  country  are  trying  to  pin 
a  different  label  on  the  firm.  On 
Feb.  7,  New  York  State  Attorney 
General  Robert  Abrams  called  Pow- 
er a  "bucket  shop"  that  "was  found- 
ed with  the  sole  purpose  of  enrich- 
ing the  principals."  He  found 
Power's  conduct  to  be  so  egregious 
that  he  took  a  rarely  used  prosecu- 
torial shortcut:  He  got  a  judge  to 
issue  an  ex  parte  ruling  that  bars 
Power  from  soliciting  customers  in 
New  York  prior  to  March' >se's  get- 
ting a  formal  hearing  or  chance  to 
protest.  Haste  is  needed,  Abrams 
says,  be<  use  Power  allegedly  has 
bilked  New  Yorkers  out  of  millions  us- 
ing stock  ma    p  'lation  and  deceit. 

The  restrain  ■  order  doesn't  repre- 
sent a  finding  oi  m  violations  by  Pow- 
er, which  will  get  a  hearing  on  Feb.  22. 
In  a  prepared  statement.  Power  said  it 


"intends  to  cooperate  with  the  Attorney 
General's  inquiry.  However,  the  compa- 
ny intends  to  vigorously  oppose  the  ex- 
isting restraining  order  and  any  restric- 
tions on  its  business  activities." 
There's  no  doubt  that  others  will  be 


■  RICK  MARCHESE'S  POWER  BROKERS 
HAVE  BEEN  BARRED  FROM  SELLING 
STOCKS  IN  NEW  YORK  AND  OTHER 
STATES  FOR  BILKING  THEIR  CLIENTS 


joining  New  York  in  turning  up  the  heat 
on  penny  stock  brokers.  On  Feb.  8  the 
Securities  &  Exchange  Commission  pro- 
posed "the  first  of  several"  rules  aimed 
at  deflating  high-pressure  stock  sales. 

The  proposal  would  require  dealers  to 
have  a  written  agreement  in  place  with  a 


customer  before  selling  securiti 
sort  of  "cooling-off"  period  to  allov 
investor  to  consider  the  pitch,  accoi 
to  Joseph  T.  Goldstein,  head  of  the 
penny  stock  task  force.  Even  if  p 
stock  dealers  ignored  such  a  rule 
stein  argues,  that  violation  would  r 
it  easier  for  enforcement  officials 
tain  restraining  orders  against  ther 
Power  is  busy  fighting  attempt 
Florida  and  Montana  to  boot  it  oi 
those  states.  Last  fall  the  Florida  C 
troller  discovered  that  Power  had  s( 
an  unauthorized  operation  in  12 
rooms  in  Jacksonville.  Power  conse 
to  fines  levied  by  Nevada  and  I 
without  admitting  guilt,  for  selling 
registered  stock.  Power  and  Allied 
tal  Group,  another  penny  l 
firm,  are  targets  of  probes  by 
SEC  and  the  Justice  Dept,  accor 
to  sources.  The  firms  decline 
ments  on  the  investigations. 

Of  particular  interest  to  rej 
tors  is  the  frenetic  trading  of 
priced  stocks.  One  alleged  mani 
tion,  says  Abrams,  involved 
orchestrated  exchange"  of  som 
million  shares  of  Genexus,  a 
known  company.  During  one 
in  October,  Power  enticed  a  g 
of  shareholders  to  sell  Genexu 
the  firm  at  2.2<fc  a  share.  At 
same  time,  it  persuaded  other  ; 
buy  the  stock  at  3$.  Power  d 
tell  customers  about  the  marku] 
that  the  clients  controlled  60? 
Genexus'  publicly  traded  shares 
cording  to  Abrams.  The  husl 
netted  the  firm  at  least  $650,00' 
flipping.  Regulators  suspect 
Power  and  Allied  have  been  bo 
ing  huge  chunks  of  stock  back 
forth,  generating  commissions 
time.  The  companies  flipped  cli 
in  and  out  of  stock  so  often 
brokers  at  Allied's  Wellington  (3 
office  jokingly  kept  spatulas 
their  desks.  When  the  firm  wai 
to  move  clients  en  masse  from 
stock  into  another,  a  mana 
would  shout:  "Gear  up.  It's  tim 
roll!"  One  day  in  August,  1988, 
lied  brokers  recall,  they  flipped 
ents  out  of  $2  million  of  stock  in 
America  and  into  CIP  Corp.  A 
officials  refuse  to  comment. 

New  York,  for  one,  has  sign 
that  it  will  act  even  before  com] 
ing  its  own  investigations  when 
vibes  from  a  firm  are  bad  enoi 
Such  militancy  may  be  the  only  wa; 
deal  with  brokers  who  have  shown 
more  aptitude  for  fast-talking  custon 
than  for  heeding  regulators. 

By  Pete  Engardio,  with  Gail  DeGec 
in  Miami,  David  Zigas  in  New  York 
Tim  Smart  in  Washington 
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iWhen  The  Chairman  Of  Nestle 
Travels  On  Business,Who  Does 
He  Turn  To  In  A  Cruneh? 


AT&T. 

The  long  distance  network  that 
delivers  the  most  reliable  service  on  the 
road.  Service  that  moves  as  fast  as  you 
do.  Putting  your  long  distance  calls 
through  instantly  from  more  phones 
worldwide. 

Which  is  why  no  matter  where  you 
are,  or  where  you  have  to  be,  you're 
never  in  a  crunch  when  you  turn  to  us. 
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=  ATsT 

The  right  choice. 
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BY  GENE  G.  MARCIAL 


USX:  THE  NEXT 
APPLE  OF  ICAHN'S 
KEEN  EYE? 


Some  influential  investment  pros 
are  pouring  big  money  into  Big 
Steel.  They  believe  USX  will  be 
forced  to  restructure  in  order  to  get  its 
stock  up  and  avoid  a  takeover  by  New 
York  financier  Carl  Icahn,  who  owns 
nearly  11.5%  of  USX.  That  could  spur  a 
major  upswing  in  the  stock. 

"A  large  amount  of  money  has  en- 
tered the  stock,  mainly  through  block 
transactions  by  the  big  boys,"  notes 
Steven  Goldstein,  vice-president  at 
Knight-Ridder  Tradecenter,  who  tracks 
money  flows  in  stocks.  So  far  the  pros' 
buying  has  been  "very  professional," 
he  says,  keeping  the  stock  within  its 
narrow  range  (chart). 

One  savvy  money  manager  argues 
that  Icahn,  who  recently  signed  an  ac- 
cord with  Texaco  over  his  significant 
stake  in  that  company,  is  now  ready  to 
go  after  usx.  This  pro  believes  that 
Icahn  will  raise — perhaps  even  dou- 
ble— his  holdings  in  USX  to  influence 
the  company's  future  path,  or  seek  out- 
right control.  Icahn  has  obtained  gov- 
ernment clearance  to  buy  up  to  25%  of 
USX  stock,  and  he  is  believed  to  have 
$1.5  billion  in  cash  in  his  war  chest. 

One  factor  that  might  influence 
Icahn  to  move  soon,  says  the  money 
manager,  is  the  retirement  on  May  31 
of  Chairman  David  Roderick,  who  has 
managed  to  hold  the  raider  at  bay  for 
the  past  two  years.  Roderick's  succes- 
sor will  be  President  Charles  Corry.  He 
was  instrumental  in  pushing  USX  into 
the  oil  business  through  the  1982  acqui- 
sition of  Marathon  Oil  and  the  1986 
purchase  of  Texas  Oil  &  Gas. 
the  Roderick  factor.  One  big  inves- 
tor who  has  been  loading  up  on  USX 
shares  contends  that  Roderick  might 
surprise  Icahn  before  he  leaves  by 
spinning  off  all  or  part  of  USX's  steel 
operations.  Last  year  the  steel  busi- 
ness contributed  operating  income  of 
$475  millio'  to  USX's  total  earnings  of 
$1.4  billion.  Ev  n  if  Roderick  goes  qui- 
etly, Corry  is  id  to  be  inclined  to  sell 
at  least  part  of  the  steel  operations 
soon  after  he  us    noes  the  top  post. 

Analysts  agret  hat  the  steel  opera- 
tions could  fetch  a  i  mdsome  price  now 
that  prospects  are  l  iking  up  for  the 
steel  industry.  Bruce  J  azier,  an  analyst 
at  Prescott  Ball  &  Turben,  sees  USX  as 
a  "greatly  undervalued  :usset-restruc- 
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turing  play"  because  of  its  improving 
steel  and  energy  operations.  He  esti- 
mates that  USX  is  worth  $45  a  share  on 
a  breakup  basis  vs.  its  current  stock 
price  of  $31.  Lazier  expects  manage- 
ment to  buy  back  more  shares  and 
raise  the  quarterly  dividend. 

Other  USX  watchers  put  a  higher  val- 
ue on  the  stock.  One  who  tracks 
Icahn's  big  stakes  very  closely  breaks 
down  the  company's  assets  this  way: 
the  Marathon  Oil  unit,  $43  a  share; 
Texas  Oil  &  Gas,  $10;  steel  operations, 
$22;  and  diversified  businesses  and  oth- 
er assets,  $14.  After  deducting  debt  of 
about  $32  per  share,  he  comes  up  with 
a  net  value  of  $57  a  share. 


ARMSTRONG  MAY 
GET  STRONG-ARMED 


With  home  construction  going 
nowhere,  shares  of  furniture 
and  home-furnishings  mak- 
ers are  lagging  behind  the  market  and 
are  almost  nowhere  to  be  found  on 
analysts'  buy  lists.  But  Armstrong 
World  Industries,  a  major  maker  of 
flooring,  carpets,  and  furniture,  seems 
to  be  breaking  out  of  the  pack. 

Its  stock  has  moved  up  from  32  in 
mid-December  to  more  than  36.  More 
important,  daily  trading  volume,  after 
surging  to  about  200,000  shares  in  re- 
cent weeks,  has  accelerated  to  about 
twice  that  number  as  takeover  talk  has 
begun  to  percolate. 

Some  pros  buying  the  stock  insist 
that  a  group  that  unsuccessfully  pur- 
sued Interco  last  year  has  now  shifted 
its  sights  to  Armstrong.  Interco,  an  ap- 
parel manufacturer,  also  owns  big  fur- 
niture   and    home-furnishings    compa- 


nies, including  Ethan  Allen  and  1 
Whispers  are  that  the  New  York  i 
tor  group  has  started  accumul 
Armstrong  shares  and  is  preparin 
make  a  13D  filing  with  the  Securiti 
Exchange  Commission  to  repo 
stake  of  more  than  5%. 

One  takeover  investor  figures 
breakup   value   of  Armstrong,   w 
has  an  estimated  1989  book  of  $f. 
share  and  cash  flow  of  $7  a  shan 
$50  to  $60  a  share.  Some  60%  of  . 
strong's  business  is  tailored  to  con 
er  markets,  while  40%  supplies 
mercial     and     industrial     sect 
Armstrong  posted   1988   revenue; 
$2.7  billion,  vs.  $2.3  billion  in  1987, 
earnings  of  $162.7  million,  or 
share,   vs.   $150.4  million,   or 
share,  the  year  before. 

One  analyst  concedes  that  the  t 
ness  fundamentals  don't  provide 
reason  to  snap  up  the  shares  at 
point.   He  expects  Armstrong  to 
counter    "difficult    earnings    comj 
sons  over  the  next  two  to  three  q 
ters."  But  oh,  those  takeover  rumc  ^ 
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AN  EMP10YEE  LBO  k 
COULD  BE  A  BUY 
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Imployees  don't  often  band 
gether  to  try  to  take  their  con 
Iny  private  in  a  leveraged  buyc 
But  several  investment  pros  say  th 
just  what  could  happen'  at  Moc  s. 
Mfg.,  a  major  maker  of  vehicular  h< 
transfer  products  such  as  radiate 
condensers,  and  oil  coolers. 

The  company's  ESOP  filed  a  13D 
August,  reporting  a  stake  of  17.1$ 
Modine.  Management  and  direct 
own  about  11%,  and  the  company's 
tirement  plan  owns  11.4%.  Mario 
belli,  the  well-known  fund  manag 
has  3.5%  through  his  GAMCO  Invest 
Group.  The  stock  has  inched  up  to 
from  14  in  the  past  few  months. 

One  investment  adviser  thinks 
ESOP  will  team  up  with  an  outside 
vestor  group  to  take  the  company 
vate,  probably  with  management's  s 
port.  Why  would  the  ESOP  consider 
lbo?  For  one,  the  stock  is  way  und 
valued.  The  company's  breakup  va 
has   been  estimated  at  $26  a  sha 
Book  value  is  $14  a  share,  and  a 
flow  is  $2.60.  What's  more,  the  stock 
selling  at  a  big  discount  relative  to 
competitors'  shares.  The  price-earnin 
multiples  of  such  companies  as  All 
Group,  Echlin,  Federal-Mogul,  and 
range  from  12  to  nearly   15  vs. 
dine's    8.3.    A    spokesman    says 
doesn't  know  of  any  plans  for  an  U 
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Experience. 


In  these  times,  when  experience  counts . . . 

Over  forty  years  of  investment  experience  has  shown  that 
the  best  buying  opportunities  often  come  at  the  worst  times.  The 
Templeton  Organization  has  developed  a  disciplined  investment 
approach  of  seeking  out  bargain  securities  wherever  they  occur 
and  holding  them  for  long  term  growth. 

Put  long  term  experience  on  your  side. 


TEMPLETON... 


The  Name  Says  It  All 


Free  Brochure     Send  coupon  for  a  free  copy  of  Templeton  Growth  Fund  33  Good  Years  and  a  free 
prospectus  containing  more  information  including  charges  and  expenses.  Read  it  carefully  before  deciding  to  invest. 
Send  no  monev. 


Templeton  Funds  Distributor,  Inc.     P.O.  Box  33030/St.  Petersburg.  Fl  33733 
□  For  a  free  IRA  Rollover  Kit,  check  box 
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SIEMENS:  A  PLODDING  GIANT 
STARTS  TO  PICK  UP  SPEED 


Karlheinz  Kaske  wants  to  make  it  a  global  challenger  to  IBM,  AT&T,  and  GE 


ttsti 


One  of  the  most  powerful  men  in 
West  German  industry,  Karl- 
heinz Kaske,  seldom  gives  or- 
ders. Rather,  when  there's  conflict  on 
Siemens  board,  Chief  Executive  Kaske 
quiets  the  room  with  a  story.  "In  such  a 
case,"  he'll  begin,  "my  grandmother 
once  said  . . . ."  That  means  pipe  down 
and  listen.  From  the  ensuing  parable, 
the  board  is  to  divine  what  Kaske  wants. 
"It  allows  those  who  oppose  his  decision 
to  back  down  and  save  face.  That's  im- 
portant in  Germany,"  explains  a  senior 
executive. 

The  60-year-old  physicist  is  using  para- 
bles a  lot  lately.  That's  because  he's  try- 
ing to  transform  the  staid,  $33  billion 
German  giant  into  an  aggressive  multi- 
national, powerful  enough  to  challenge 
the  likes  of  AT&T  in  telecommunications, 
IBM  in  computers,  and  GE  in  factory  auto- 
mation. Says  Hermann  Franz,  a  member 
of  the  board  in  charge  of  strategic  plan- 
ning: "In  five  years,  Siemens  will  be  a 
completely  different  company.  Among 
Europeans,  we  will  be  one  of  the  most 
aggressive." 


In  October,  Kaske  ignited  the  biggest 
reorganization  in  Siemens'  141-year  his- 
tory, replacing  its  rigid,  centralized  man- 
agement structure  with  smaller,  inde- 
pendent units.  Once  only  a  regional 
power,  Siemens  has  made  the  U.  S.  its 
No.  1  target.  Kaske  also  directed  a  $2 
billion  acquisitions  rampage  in  1988, 
launching  Siemens'  first  hostile  takeover 
bid,  with  Britain's  General  Electric  PLC, 
for  Plessey  PLC,  a  British  defense  and 
telecommunications  supplier.  And  Kaske 
bought  Bendix  Electronics  and  France's 
IN2  computer  maker.  He  also  agreed  to 
acquire  Rolm,  and  formed  joint  ventures 
with  Westinghouse,  Intel,  and  Asea 
Brown  Boveri. 

Kaske  still  has  $13  billion  in  cash  to 
use  in  pursuit  of  his  vision:  melding 
technological  might  with  marketing 
muscle  to  make  Siemens — and  Europe's 
electronics  industry — world  powers. 
Notes  Horst  Langer,  chief  executive  of 
Siemens  Corp.,  a  new  subsidiary  formed 
to  manage  U.  S.  operations:  "We  have 
money.  And  we're  prepared  to  spend  it." 
Rivals  are  eyeing  the  transformation  in 


Munich  at  the  company's  stately  Witt  s  ^ 
bacherplatz  headquarters,  once  hom<  siyH 
Bavarian  princes.   "Siemens  is  mal  u' 
unprecedented  moves,"  says  Sven  Kj 
chief  finance  officer  at  Nixdorf  Com  j" 
er,  a  potential  Siemens  target. 

SLEEPY  BUREAUCRACY.   Along    with 

bankroll,  Kaske  can  count  on  his  cr  j 
bility  to  help  win  the  revolution.  Reat( 
in  Essen,  in  Germany's  industrial  he 
land,  he  has  spent  his  entire  career  \  \ 
Siemens.  And  he  helped  plan  an  ear  ^ 
successful  reorganization  when  he  vp^ 
just  40.   Still,   it  has   taken  him  ei  |  ;„ 
years   to   awaken   Siemens'   sleepy    ,tjlt, 
reaucracy  of  220,000  workers,  who  h  g  i; 
been  content  to  live  off  lucrative  star;, 
contracts.  Now,  with  Europe  opening  ^ 
in  1992,  "we  have  to  move  faster,"  s;uc 
Kaske.  "Our  markets  have  changed.' unt  s 
Kaske  isn't  just  tussling  with  an   i- 
ing  and  resistant  board:  He's  assault  i$ 
the  national  character.  German  com  ^ 
nies  are  run  by  powerful  boards  and  ;  n„' 
subject  to  strict  laws  on  workers'  rig?  [i 
"The  chief  executive's  job  is  to  built  to 
consensus,"    says    Jochen    Mackenro)rj 
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Hd  ot  mergers  and  acquisitions  ;it  Sic 

I  i  "We  don't  want  any  fuhrers." 
liu  the  avuncular  Kaske  is  refining 
sensus-building  to  an  art.  Often  he 
spend  days  persuading  top  manag- 
to  share  Ins  ulcus.  Says  Director 
nz,  who  is  Kaske's  right-hand 
i:  "It  appears  on  the  surface  as 
e  isn't  directing.  Hut  he  is." 

ie'>   also   lighting   outside    forces. 

*  top  U.  S.  computer  makers,  such  as 

and  Digital  Equipment  Corp.,  got 

their  revenue  gains   last   year 

n  European  sales — at  the  expense  of 

nens  and  other  European  suppliers. 

telecommunications,  American  Tele- 

ne  &  Telegraph  Co.  just  whipped  Sie- 

is  for  a  huge  deal  to  supply  the  Ital- 

phone  market. 

M.S.  Then  there  are  the  new  Europe- 
combines.  As  1992  approaches,  Sie- 
is'  main  competitors  are  going  glob- 
France's     Compagnie     Generale 
iectricite\   for  example,   has  bought 
;rol   of  ITT  Corp.'s   telecom- 
lications  business  to  become 
1  in  Europe  and  No.  2  in  the 
Id  after  AT&T.  Sweden's  Asea 
Switzerland's  Brown  Boveri 
e  merged  into  a  world  leader 
•ower-generating  equipment, 
esser  leaders  might  have  fal- 
d  by  now.  But  Kaske  is  tire- 
,  logging  12-hour  days  and 
•ting    frequently    with    other 
executives   such   as  IBM's 
n  F.  Akers,  GEC's  Lord  Wein- 
k,  and  AT&T's  Robert  E.  Al- 
He  accepts  few  speaking  en- 
ements.    "He    hides    his 
Uigence,"    says    one    Sie- 
is    manager    of    Kaske's 
erstated   manner.    But 
ife    he    makes    a,   decision, 
>  Werner  Maly,  chief  of  Sie 
B*    medical    equipment    unit, 
:  b  l  can't  budge  him  from  his 
Com§»." 

aske    made    up    his 
d  to  reshape  Siemens 
years  ago,  choosing 
concentrate   on   fast- 
wing   electronics   mar- 
:  telecommunications,  factory 
miation,  and  information  processing, 
goal  was  to  boost  sales  in  the  U.  S.. 
109    of  all  Siemens  revenues,   to 
,  the  same  as  it  gets  from  Europe. 
hln    Kaske    says    that    realizing    that 
|  am"  could  take  as  long  as  20  years 
icroelectronics    is    the    key    to    this 
Jtegy.  More  than  once,  product  devel- 
ent  stalled  when  the  Japanese  re- 

•d   to  sell   their   newest    chips   to   Sie 

is    as    both    raced    to    develop 

petmg  telecommunications  products. 
■  were  being  manipulated."  says  .liir- 
H.  Knorr,  head  of  Siemens'  souiieoti- 

or  unit.  So  in  1984,  Kaske  pooled 
lurces  with   Philips  in  a  $2  billion 
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project  to  produce  1-megabit  dynamic- 
random  access  memory  (DRAM)  chips — 
although  Siemens'  license  came  from  Ja- 
pan's Toshiba  Corp. 

Now  the  expensive  plunge  is  paying 
off.  Siemens  churned  out  3.5  million  1- 
megabit  chips  in  1988,  and  its  4-megabit 
chip  will  be  in  full  production  by  the  end 
of  this  year,  only  months  behind  the  Jap- 
anese. Market  researcher  Dataquest  Inc. 


ha ..  poured  %\  1 8  billion  into  research 

and    development    during    the    pa  I 

Bui  the  company'    broad  palette 

Of  product     i:  iree 

too  thin.  And  Siemen   has  been  forced  to 

II    a    growing    number   of    product 

from   more  innovative  manufactur 

mens  is  in  danger  of  b 
hollowed  out,"  say-  Robert  R.  Bish- 
op, head  of  Silicon  Graphics  Inc.' 

international  operations. 
NOT  ROSY.  The  warning  signs  have  a|>- 
peared.  Siemens'  sales  rose  17 :.  to 
billion,  in  fiscal  19X8,  thanks  in  large 
part  to  the  sale  of  two  nuclear  power 
plants  in  Germany.  And  profits  jumped 
9%,  to  $773  million,  partly  reflecting 
greater  efficiency  from  holding  down  in- 
ventories. Still,  the  company's  2.47'  net 
margins  were  nothing  to  boast  about. 
And  Kaske  expects  flat  sales  in  1989. 

Part  of  the  problem  is  that  a  solicitous 
West  German  government  has  dulled 
Siemens'  competitive  instincts.  Protected 
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estimates  that 
Siemens'  chip  sales  rose  35.6'a  last  year, 
to  $480  million.  In  computer  memories, 
sales  were  up  188'!,  to  $150  million.  Sie- 
mens remains  mired  as  No.  20  in  chips 
worldwide,  with  1.19!  of  the  market,  and 
it  lost  about  $300  million  on  semiconduc- 
tors in  1988.  Still,  Siemens  is  competitive 
now  in  a  hroad  range  of  electronics  sys- 
tems, from  telephone  switches  to  mag- 
netic resonance  imaging  equipment  And 
Europe  is  a  player  again:  Siemens,  Phil- 
ips, and  SGS-ThomSOn  are  jointly  develop- 
ing 16-megabit  chips  via  the  $4  billion 
JESS!  project. 

To  keep  that  edge  in  the  1990s,  Kaske 


from  outsiders,  Siemens 
sells  cordless  phones 
through  Germany's  state 
phone  company  for  $665 — vs.  £79  for 
Japanese  models  in  the  U.  S.  The  state 
phone  company  pays  Siemens  three 
times  what  Baby  Bells  in  the  U.S.  pay 
for  switches. 

With  telecommunications  deregulation 
scheduled  for  1991  in  Germany.  Kaske 
declared  1987  "The  Year  of  Marketing." 
and  sent  middle  managers  off  to  semi- 
nars on  getting  "closer  to  the  custom- 
er." The  effort  failed.  So  now  he's  tak- 
ing drastic  measures.  A  year  ago  he 
named  a  group  of  top  managers  to  com- 
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plete  his  reorganization  in  18  months. 
"We  call  them  the  Gang  of  Four,"  says 
a  senior  manager.  The  group  includes 
Kaske,  Franz,  Supervisory  Board  Chair- 
man Heribold  Narger,  and  Chief  Finan- 
cial Officer  Karl-Hermann  Baumann. 

The  team  announced  part  one  of  a 
two-part  shakeup  in  October.  It  slashed 
central  operations,  cut  out  two  manage- 
ment layers,  and  reassigned  9,000  head- 
quarters employees.  Step  two,  an- 
nounced in  January  and  effective  in 
October,  will  split  Siemens'  seven  giant 
operating  divisions  into  15  nimbler  units. 
They  will  have  separate  sales  and  mar- 
keting staffs.  They  won't  have  to  wait 
months  for  new  prod- 
uct approvals.  And 
they'll  survive  on 
their  merits.  "The 
units  will  be  shut 
down  if  they  don't 
perform,"  says  Mack- 
enrodt.  Adds  Giinter 
F.  Moeser,  Siemens' 
head  of  foreign  acqui- 
sitions: "German 
companies  never 
thought  this  way." 
'utter  chaos.'  Kaske 
insists  he  can  do  all 
this  without  violating 
Siemens'  extensive 
social  safety  net. 
"There  are  other 
ways  to  motivate  peo- 
ple" than  through 
fear  of  the  ax,  he 
says.  But  some  insid- 
ers say  that  anxiety 
over  change  has 
gripped  many  middle  and  low-level  man- 
agers who  expected  a  lifetime  of  stabil- 
ity. Kaske  trimmed  6,000  names  from 
the  payroll  through  attrition  in  1988. 
Some  report  that  Kaske  has  begun  re- 
cruiting outsiders  into  middle  manage- 
ment to  help  oversee  Siemens'  transfor- 
mation. "People  are  screaming  bloody 
murder,"  says  one  Siemens  executive. 
"It's  utter  chaos  on  the  inside." 

Kaske  also  is  energizing  operations  in 
the  U.  S.,  which  represents  a  third  of  the 
world  electronics  market.  U.  S.  sales 
have  grown  from  $500  million  to  $3.1 
billion  since  1981.  But  Siemens'  U.  S. 
unit  still  posted  a  $212  million  loss  in 
1988.  "We're  bleeding  big-time,"  says 
one  U.  S.  executive. 

Last  October,  Kaske  formed  New 
York-based  Siemens  Corp.,  and  para- 
chuted board  member  Langer  in  to  mop 
up  the  red  ink.  While  insiders  say  the  52- 
year-old  Langer  could  be  rewarded  if  he 
pulls  it  off — as  si  i  cessor  to  Kaske — 
Langer  is  having  none  of  it.  "Dr.  Kaske 
is  60,  and  Siemens  chairmen  retire  at 
65,"  he  says.  "A  lot  of  water  will  flow 


down  the  Hudson  in  those  five  years." 
Langer's  job  is  to  make  telecommuni- 
cations, factory  automation,  and  energy 
and  components  as  successful  as  Sie- 
mens' medical  technology  business.  The 
medical  unit,  which  boasts  a  17%  annual 
growth  rate,  is  No.  2  behind  General 
Electric  Co.  in  medical  imaging  systems. 
Langer  forecasts  $4  billion  in  total  U.  S. 
sales  in  1989,  a  29%  jump  over  1988.  But 
it  will  be  years  before  25%  of. Siemens' 
total  sales  come  from  the  U.  S. 

The  biggest  challenge  will  be  in  tele- 
communications, where  Siemens  is  los- 
ing more  than  $100  million  a  year.  The 
company  doesn't  expect  to  get  even  10% 
of  the  U.S.  mar- 


electronics  markets.  The  stunnin 
last  November  with  GEC  to  take 
Plessey  was  an  effort  to  change 
Months  earlier,  GEC  and  Plessey 
merged  their  telecommunications  a 
nesses.  Subsequently,  GEC  and  Sieiaj 
launched  their  surprise  bid  for  PleBi 
A  merger  would  give  Siemens  13  i 
the  world  public  switch  market.  Bril 
Monopolies  &  Mergers  Commissic 
still  examining  the  $3  billion  bid. 
another  sign.  Again  rallying  his  s 
management,  Kaske  flouted  Sien 
century-long  tradition  against  he 
takeovers.  "Forty-five  years  after 
war  we  have  only  1%  market  shai 
Britain,"  says  M&A  chief  Macken 
"We  could  wait  another  45  for  the 
1% — or  we  could  try  something  nev 


ANEW 
JERSEY  PBX 
PLANT: 
SIEMENS 
MAY  SHORE 
UP  THIS 
OPERATION 
BY  BUYING 
ROLM 


it  entered.  In  January,  Siemens  shored 
up  its  U.  S.  presence  by  agreeing  to  buy 
Rolm  Corp.,  the  office-phone  switch 
(PBX)  supplier,  from  IBM.  But  the  $1  bil- 
lion price  slows  the  drive  to  make  U.  S. 
operations  profitable.  In  switches  used 
by  phone  companies,  Siemens  has  a  good 
shot  at  becoming  the  No.  3  supplier  in 
the  U.  S.  against  such  outside  rivals  as 
Sweden's  Ericsson  and  Stromberg-Carl- 
son,  owned  by  Britain's  GEC  and  Plessey. 
On  the  U.  S.  computer  scene,  Siemens' 
market  share  is  negligible.  But  it  is 
counting  on  Biin  Co. — its  new  joint  ven- 
ture with  Intel  Corp. — to  build  a  base  in 
"mission-critical"  computers,  used  for 
sensitive  operations  such  as  air-traffic 
control.  Langer  vows  to  run  troubled  op- 
erations himself  if  necessary.  "I  believe 
in  results,"  he  says  icily. 

But  a  successful  U.  S.  business  is  only 
part  of  Kaske's  strategy.  He  must  also 
do  better  in  Europe.  Siemens  holds  pal- 
try shares  of  the   French  and   British 


The  Plessey  bid  proved  that  Sien 
can  shed  its  lumbering  image  and 
with  the  best.  After  Kaske  and  G] 
Lord  Weinstock  shook  hands  on  the  < 
last  fall,  Siemens'  attorneys  hurriec 
explain  hostile  takeovers  to  befud( 
board  members,  while  the  M&A  tt 
raced  against  a  10-day  deadline  to  rn 
tiate  terms  with  GEC.  When  the  ( 
stalled  because  Siemens  managen 
balked  at  the  price,  Kaske  had  thi 
back  on  track  within  hours. 

That's  the  kind  of  all-out  effort 
mens  will  need  in  each  of  its  strat( 
businesses.    If   progress    stalls    in 
months   ahead,    Kaske  will   likely  t 
more  forceful  measures  to  enhance 
mens'  position  in  the  technology  n 
"We're  committed  to  change,  even  if 
painful,"  says  a  top  insider.  In  Witt 
bacherplatz,  that's  daring  talk. 

By  Gail  Schares  in  Munich,  with  Joh 
Keller  in  New  York,  Thane  Peterson 
Paris,  and  Mark  Maremont  in  London 
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INFORMATION  PROCES 


//;,  I'm  here  to  install 
,ihe  new  phone  system'.' 


"Hi.  I'm  here  to  service  vour 
phone  system.  Where  is  it '" 


"Whal  kind  oj  phone  system 

is  this,  anyway?! 


Who  was  the  last  one  to 
service  your  system  ?" 


"Are you  sure  you 
bought  it  from  us? 


1st  Service  Call 


11th  Service  Call 


16th  Service  Call 


The  Installation  Of  A  New  Phone  System 
Shouldn't  Lead  To  A  Breakdown  In  Communication. 

At  GTEL,  we  don't  create  communication  problems.  We  solve  them. 

That's  why  when  you  purchase  a  phone  system  from  us,  the  technician  who  comes 
out  to  install  it  will  be  the  same  technician  who  comes  out  to  service  it. 

So  he  can  get  right  to  work  without  asking  anything  more  than  "Hi,  how  are  you?" 

Of  course,  he's  not  the  only  one  who'll  know  your  company. 

Each  customer  is  assigned  his  own  GTEL  team.  If  you  have  a  question,  they'll 
have  an  answer.  For  everything  from  sales  and  equipment  to  maintenance 
and  training. 

When  you  buy  a  system  from  us  it  comes  with  the  most  valuable  feature  a 
phone  system  can  have.  People  who  understand  it. 

And  y°u-  1-800-637-5323 


GTEL  SD 
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THE  NEW 

MARCO  POLO 

BUSINESS  CLASS 


The  Swire  Group  I 


BUILT  TO  HELP  THE 

CORPORATE    BODY   ARRIVE 

IN  BETTER   SHAPE 


Now  there's  a  business  class  that  offers  you 
more  attentive  service,  by  having  fewer  seats 
per  row. 

A  carefully  planned  business  class  where  the 
seats  are  roomier,  with  extra  space  between 
each. 

Where  seats  with  head  and  back  support  are 
made  even  more  comfortable  by  foot-  and 
leg-rests. 

A  business  class  that  flies  daily  from  San 
Francisco  to  Hong  Kong  and  beyond. 

New  Marco  Polo  Business  Class.  Built  to 
help  the  corporate  body  arrive  in  better  shape. 


AAdvantage 

A  millerM  torvx*  mart  »<  bw>  »n  A..W*   kv       ^^ 


Fly  with  us  from  January  through  April 
1989  and  come  home  to  a  Sony  D-2 
Discman®  free.  Some  restrictions  apply. 
Ask  your  travel  agent  or  call  Cathay  Pacific 
1-800-233-ASIA  for  details. 
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IP> 


Wider,  leather  covered 
center  armrest- 5 "  across 

Convenient  recline 
and  legrest  controls. 

Dolby 
Semi-automatic  stereo  sound 

^egrest  articulates 
as  seat 
reclines. 


Pivoting 
footrest. 


Space-saving 

aluminum  mono  spar 

and  "C"  shaped  leg. 


tutu* 


Sonj  "  l>  _•  Diieman1 


Arrive  in  better  shape 

CATHAY  PACIFIC. 
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It's  not  surprising  that  one  out  of  four 
pharmaceuticals  comes  from  tropical 
forests.Orthatan  estimated  1,400  tropical 
plants,  like  the  rosy  periwinkle,  have 
promising  anti-cancer  properties.  After 
all,  as  home  to  half  of  the  world's  plant  and 
animal  species,  these  forests  are  a  vast 
biochemical  warehouse. 

What  is  surprising  is  that  the  human 
race  is  destroying  this  living  resource  at  an 
alarming  pace. 

Each  day,  74,000  forested  acres  are 


cleared,  pushing  untold  numbers  of  species 
toward  extinction. 

The  future  of  medicine  and  agriculture, 
the  existence  of  thousands  of  wildlife 
species,  and  the  survival  of  hundreds  of 
millions  of  people  in  developing  countries 
depend  on  what  we  do  now  to  keep  the 
tropical  forests  alive. 

The  means  of  solving  this  problem  are 
within  our  reach.  Write  in  order  to  find  out 
how  you  can  help  keep  the  tropical  forests 
alive,  before  the  reasons  disappear. 


KeepTiopicol  Forests  Alive. 


Tropical  Forest  Protect.  World  Resources  Institute,  1 735  New  York  Avenue.  N.  W.  Washington.  DC.  20006/ Prepared  by  Richardson,  Myers  &  Donofno.  Inc. 
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Subscribe  now! 


Business  Week 
Mutual  Fund  Scoreboard 

Quarterly  Version  and  now  a  NEW  monthly  Version 


Compare  over 
1,400  Mutual  Funds 
in  Seconds 
on  your  PC! 


Every  month  The  Business  Week  Mutual  Fund  Scoreboard  brings 
you  comprehensive  information  on  over  1 ,400  fixed  income  and 
equity  mutual  funds  listed  on  NASDAQ.  Over  25  key  measures 
are  provided  for  each  fund  —  including  all  the  performance,  risk, 
and  portfolio  data  you  need  to  make  better  investment  decisions. 
Plus,  you'll  have  the  exclusive  Business  Week  Rating  to  help  in 
your  fund  evaluations,  and  the  phone  numbers  of  every  fund 
listed. 

Special  Features 

M  Supports  multiple  search  and  sort  criteria  on  over 
25  information  fields. 
•  Fast  searches  and  lookups. 
U  Analyze,  search,  total,  average,  rank  and  print, 
customize  the  information  and  output  to  suit  your  needs. 
M  Data  transports  easily  to  Lotus  1-2-3,  ASCII  files  and 
other  popular  software. 

M  Available  monthly  or  quarterly  for  fixed  income 
funds,  equity  funds,  or  all  funds. 
U  System  requirements:  IBM  or  compatible  PC. 

A  vailable  Now  —  The  new  monthly  edition  of 
The  Business  Week  Mutual  Fund  Scoreboard. 

NEW  Monthly  Subscription  1 12  editions  per  year) 
Fixed  Income  ct  Equity  (complete  version) 
Equity  only 

Fixed  Income  only 

Quarterly  Subscription  (4  editions  per  year) 
Fixed  Income  &  Equity  (complete  version) 
Equity  only 
Fixed  Income  only 

Special  Trial  Offer  for  new  monthly  subscribers  — 
( 'all  now  and  find  out  how  you  can  get  the  first  month 
of  your  12  month  subscription  to  the  Business  H  eek 
Mutual  Fund  Scoreboard  free; 

Business  H  eek 
1 22  J  Avenue  of  the  Americas      36  Flow    \,>.  York,N\  10020 


1-800-848-90  IS 
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COMPUTERS  I 


COMPUTERS  YOU  CONTROL 
WITH  A  WAVE  OF  YOUR  HAND 


A  new  technology  will  let  users  bypass  the  keyboard  and  manipulate  screen  images  directly 


Paul   McAvinney   has   built 
his    own    orchestra    from 
scratch — and  he  can  carry 
the  whole  thing  over  his  shoul- 
der. Holding  his  glowing  instru- 
ment, he  gestures  in  the  air  like 
a  conductor.  The   sounds  of 
woodwinds,  strings,  and  percus- 
sion instruments   spill  from  a 
synthesizer.  He  passes  a  hand 
along  his  VideoHarp  to  trigger 
a   trumpet's    blast.    Then    he 
waves  above  another  spot  and 
draws  out  violin  strains.  "This 
is  a  whole  new  class  of  instru- 
ment," says  the  Carnegie  Mel- 
lon University  researcher. 

It's  also  a  completely  dif- 
ferent way  of  manipulating 
computerized  information. 
Sensors  in  the  instrument  de- 
tect how  shadows  from  the 
hands  alter  the  light  beam- 
ing from  a  neon  tube.  Pump 
those  impulses  through  a 
computer  to  a  synthesizer, 
and  you  get  electronic  mu- 
sic. But  the  technology  that  is  at  the 
core  of  McAvinney's  13-pound  harp 
could  reverberate  far  beyond  the  musi- 
cal world.  Connect  those  sensors  to  a 
computer  with  graphic  images,  and  hand 
movements  in  empty  space  can  grasp 
and  control  images  on  the  display  termi- 
nal. "Can  you  imagine  an  engineer 
reaching  in  and  actually  sculpting  or 
molding  things  on  the  screen?"  McAvin- 
ney asks. 

tactile.  McAvinney  can,  and  so  can  a 
small  group  of  researchers  developing 
systems  that  could  revolutionize  the  way 
we  control  computers.  On  most  comput- 
ers, the  only  way  to 
alter  what's  on  the 
screen  is  via  the  key- 
board. Apple  Comput- 
er Inc.'s  mouse  added 
another  option.  McA- 
vinney's technology, 
and  a  system  devel- 
oped by  VPL  Research 
of  Redwood  City, 
Calif.,  go  further: 
They  literally  put  the  computer  user  in 
the  picture. 


PAUL  McAVINNEY 

PLAYING  HIS  VIDEOHARP:  "A  WHOLE 

NEW  CLASS  OF  INSTRUMENT" 


To  do  that,  McAvinney  built  a  related 
device  he  calls  a  Sensor  Frame.  The  pat- 
ented device  looks  like  a  deep  picture 
frame  fitted  over  the  screen  of  a  com- 
puter monitor.  Reach  into  it,  and  sensors 
detect  the  movement  of  the  hand  and 
reproduce  it  on  the  screen.  That's  close 
to  the  way  people  are  used  to  handling 
objects,  McAvinney  maintains.  While  he 
doesn't  expect  the  Sensor  Frame  to  re- 
place keyboards  or  touch  screens,  he  be- 
lieves it  will  help  design- 
ers work  in  a  more 
natural  fashion.  "If  you 
let  people  manipulate 
spatial  things,  you're  tak- 
ing advantage  of  some- 
thing they  already  knew 
before  they  knew  the 
word    computer,"    says 


A  SENSOR  FRAME: 
LIGHT  IMPULSES  LET  DESIGNERS  MOVE 
GRAPHICS  AS  IF  THEY  WERE  3-D  OBJECTS 


McAvinney,   a 
mer  systems  desi  ^m 
at  General  Electri  m 
and  Sperry  Rand  ( 
The  idea  has  air 
caught  the  eye  bi 
National  Aeronai 
&   Space  Adminis 
tion.    Last   May, 
awarded  $500,000  ii 
search  funding  to 
sor    Frame    Corp., 
Pittsburgh  startup 
McAvinney   chairs, 
space  agency  thinksl 
tronauts  and  ground 
trollers   could   use 
Sensor  Frame  to  opel 
spacecraft.  "Anytime  [ 
can  maneuver  an  objed 
three  dimensions — thl 
welcome,"  says  NASA  e| 
neer  Linda  Orr,  who 
ages  the  agency's  grapl 
analysis  center  in  Hous 

McAvinney  was  insp  &» 
to  design  a  computer  :  *m 
tern  that  would  respond  ™ 
rectly  to  hand  movements  because 
always  "wanted  to  be  able  to  conduct  — 
orchestra."  He  called  manufacturers 
computer  displays  to  see  if  they  w 
interested  in  the  concept.  Their  ansv 
"Why  would  anybody  want  to  do  tha 
Instead  of  giving  up,  McAvinney  recs 
"I  ran  off  to  call  the  Patent  Office, 
also  left  his  job  at  GE  to  build  a  pre 
type  of  the  VideoHarp.  That  early  mo 
so  impressed  Carnegie  Mellon  roboi 
expert  Raj  Reddy  that  in  1982,  Rec 
recruited    McAvinney   for   the    scho< 
new  computer-music  project. 

McAvinney's    harp    consists    of    t 
clear  plastic  sheets  that  are  joined  lik{ 
V   with   a   28-inch   neon   tube    runni" 
along  the  seam.  Mirrors  inside  the  hjjjj 
bounce  the  light  around  and  reflect  it 
a  sensor.  Shadows  from  fingers  passi^ 
along  or  just  above  the  plastic's  surfs 
block  some  of  the  light — creating  dist 
bances  that  are  translated  into  digi 
signals. 

When  those  impulses  are  fed  throu 
a  computer  device  called  a  Musical 
strument  Digital  Interface,  they  can 


1 

i 
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Put  Your  Finger  On 
four  Company's  Pulse 

With  Commander  EIS  —  Executive  Information  Software 


commander  EIS  lets  you  take 
Dur  company's  pulse,  literally 
ith  your  fingertip.  Using  the  ease 
touch-screen  reporting,  you  get  a 
smplete  overview  of  your  business 
I  seconds.  Spot  trouble,  identify 
uestions  that  need  to  be  asked,  get 
snapshot  of  current  performance, 
'en  check  the  Dow  Jones  —  all  with 
e  touch  of  the  screen  or  click  of  the 


mis 


Commander  EIS  transforms  bulky  briefing 
>oks  and  stacks  of  paper  into  concise,  timely 
ectronic  reports.  Information  can  be  tailored 
•  meet  each  executive's  personal  needs. 


'.X 


tin 


Marketshare  Analysis 

I 

US  Europe  E»l 

" Q880Q8K] 


Commander  EIS  adds  a  new  dimension  to 
orporate  communication.  Its  advanced  pack- 
ging  and  graphics  tools  make  it  easy  for 
lformation  Providers"  to  access,  analyze, 
resent  and  distribute  information  throughout 
our  organization. 


lanagement  information  is 
lever  out-of-reach,  or  out-of- 
late  with  Commander  EIS. 


Commander  EIS  is  the 
product  of  choice  among 
the  Fortune  1000 

The  results  of  a  recent  IDC 
study*  show  that  Commander  EIS 
is  the  leading  Executive  Informa- 
tion System  with  a  52%  market 
share.  Surveyed  potential  buyers 
also  favored  Commander  EIS  over 
competing  products. 

Join  the  more  than  10,000 
users  at  more  than  200  sites  in 
major  corporations  world-wide 
who  are  using  the  #1  Executive 
Information  System:  Comshare's 
Commander  EIS. 

.i  SysMflN    Mjfirti    u*t  Irn-K      Nbl    ■     «i*t    Buying 

hMmnora  tot  t^  Mm  sum-*!  Syitan 


Get  the  facts  on  EIS! 

For  this  free  report 
on  EIS  and  how  it  can 
benefit  your  organiza- 
tion, contact  Chris 
Kelly  at  Comshare: 
1-800-922-7979 


In  Michigan:  313-994-4800 
In  Canada:  1-800-541-1780 


Commander  EIS  runs  on  IBM  mainframes  usimt  V\H  Mn  or 

MVSTSO  operating  syslems.  and  DEC  VAX/VMS 

Commander  EIS  Executive  Workstations  run  on  IBM  I' 

and  lulry  compatible  computers  with  EGA  and  either  a  mouse  or  a 

touch  screen. 

Omnundrr  Inuln.  BrirtF^  Bout  Mid  InJunrution  Pn  *  orr,  uv  trior 
mukx  ami  \'i*nahMrr  i»  «  ir.  ,lcml  ti»Jrniirt  of  K  .ymlwr  Inrorpitfaml 
C  r*M  Cunalurr  ln».»i»»«lrd  All  lights  r<~i*rv*d 


COMSHARE 

3001  South  State  Si 

Ann  Arbor.  Michigan  48108 
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Only  a  handful  of  banks  in  the  world  get  a  triple-A 
rating  from  the  leading  international  rating  agencies. 
So  how  is  it  that  Credit  Suisse  receives  this  coveted 
accolade  year  after  year?  Solid  Swiss  qualities  like 
reliability,  discretion  and  continuity  are  obviously  an 
important  part  of  the  answer.  The  other  key  ingredient 
is  our  strong  international  presence.  Credit  Suisse's 


activities  are  closely  coordinated  with  those  of  the 
global  investment  banking  group,  CS  First  Boston  Inc, 
in  which  CS  Holding  has  a  substantia!  shareholding. 
This  unique  blend  of  Swiss  tradition  and  international 
stature  puts  us  in  an  ideal  position  to  meet  all  your 
financial  needs.  Anywhere  in  the  world. 
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We  do  more  to  keep  you 


* 


at  the  top. 


Zurich  (Head  Office)  •  Abu  Dhabi  Atlanta  •  Beijing  ■  Bogota  ■  Buenos  Aires  •  Cairo  ■  Calgary  •  Caracas  ■  Chicago  •  Frankfurt  •  Gibraltar  ■  Guernsey  ■  Hong  Kong  ■  Houston  •  Johannesburg  •  London 
Los  Angeles  ■  Luxembourg  ■  Manama  (Bahrain)  •  Melbourne  ■  Mexico  City  ■  Miami  ■  Monte  Carlo  ■  Monfevideo  •  Montreal  •  Munich  ■  Nassau  (Bahamas)  •  New  York  •  Nuremberg  •  Osaka  ■  Pans 

Rio  de  Janeiro  •  San  Francisco  •  Sao  Paulo  ■  Singapore  ■  Stuttgart  •  Tehran  •  Tokyo  ■  Toronto  •  Vancouver 
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id  a  .  any  musical  sound  McAvinney 
i:ii.  that  a  VideoHarp,  with  a  per 
I  computer  and  Bynthesizer,  might 

I    for  $7,000   to  $12.(10(1.   CMl     music 
MSOr   It*'/.;i   V'ali   thinks   it  will  sell, 
flexibilitj     <>\'    the    instrument    is 
king,"  he  says. 

igineers   are   every   bit  as   excited 

the    possibilities     of    the    Sensor 

in   fact,   former  Westdnghouse 

ic  Corp.  engineer  Sharon  Shepard 

so  taken  with  the  Sensor  Frame's 

ise  that  she   uro;ed   McAvinney   to 

>rate  Sensor  Frame  in  1985.  Shep- 

tien  quit  her  job  to  become  presi- 

of  the  fledgling  company,  and  she 

|  since   raised   $1.4    million    in    seed 

i  suits.  The  major  competition  for 

vinney's  $8,000  Sensor  Frame  so  far 

;s  from  VPL  Research.  It  has  devel- 

a  glove  covered  with  sensors  that 


"he  technology  will  soon 
ow  computers  to  interact 
th  not  just  hand  motions 
t  entire  body  movements 


•d  the  movement  of  the  user's  fin- 
and  transmit  the  data  to  a  comput- 
^n  image  of  the  glove  follows  the 
's  movements  on  the  screen.  En- 
1  in  the  glove,  a  designer  can  "pick 
a  part  he  is  designing  on  the  screen 
turn  it  over  in  his  hand.  The  glove 
Uso  be  used  to  move  real  things  by 

M polling  a  remote  robot  hand. 
_L  has  already  sold  about  100  of  its 
Gloves,  which  also  command  $8,000, 
search  labs.  The  company  also  plans 
ish  in  on  the  computer  games  mar- 
Its  technology  is  used  in  a  $75  Pen 
love  developed  for  Mattel  Inc.  for 
with  Nintendo  games.  It  will  be 
able  next  fall  as  an  alternative  to 

oystick. 

I.  isn't  stopping  at  gloves.  The  corn- 
is  using  the  same  sensor  technol- 
to  make  a  full-body  DataSuit,  which 
Simulate  the  wearer's  movements  on 
mputer  screen.  Among  the  applica- 
VIM.  will  target:  computer  anima- 
and  robotics. 

■\\inney  has  already  dreamed  up  a 
Cl  at  least  as  audacious  as  the 
iSuil.  He  hopes  to  liuild  a  VideoHarp 
enough    for    an    entire    stage.    In    a 

nrmance    area    ringed    with    neon, 

era  would  be  set  free  to  create  their 

musical   accompaniment    through 
•  movements. 
i  Michael  Schroeder  in  Pittsburgh,  with 

i  Blues  tone  in  New  York 


Encore  perf ormance. 

When  it  comes  to  fax  quality,  nothing  outperforms  Omnifax.  Typed 
documents,  charts,  diagrams,  even  photographs  are  reproduced  in 
near  picture-perfect  detail.  Plus,  it  has  all  the  latest  features  that 
make  documents  as  easy  to  fax  as  they  are  to 
read.  For  more  details  and  a  free  booklet, 
Thejov  of  Fax,  call  1-800-221-8330.  g 

OMNIrHXf 

Omnifax  is  sold  and  serviced  in  the  L'.S..  Canada  &  Puerto  Rico  by  Telautograph  Corporation. 


T.  Rowe  Price  Equity  Income  Fund  follows  a  conservative  strategy 

of  investing  primarily  in  high-quality  stocks  that  generate  high  dividends. 
It  has  been  ranked  the  #1  equity  income  fund  for  the  38-month  period 
since  its  inception— and  it  was      i ■ 1 

T  Rowe  Price.  100  E  Pratt  St    Baltimore.  MD  21202 


ranked  the  #  1  performer  in  this 
category  in  1988  +  $1,000  min- 
imum initial  investment  ($500 
for  IRAs)  No  sales  charges! 

Call  24  hours  for 

a  free  information  kit 

1800638-5660 

ext.  3490 


Send  .i  prospectus  with  more  complete  information 
including  management  fees  and  other  charges 
and  expenses  I  will  read  it  carefull)  before  I  invest 
or  send  mono 


Address 


EIFO0349C 


(  its   Mau-  Zip 

Invest  With  Confidence 

T.RoweRice 


27.6  /o  and  21.3  /o  are  the  1-year  and  average  annual  38-month  total  returns  respectively  for  the 
periods  ended  12/31/88  Total  return  represents  past  performance  Return  and  share  price  will  vary, 
and  shares  may  be  worth  more  or  less  at  redemption  than  at  original  purchase  tAccording  to  Upper 
Analytical  Services.  Inc  which  monitored  27  equity  income  funds  for  the  period  10/31/85  to  12/31/88 
and  53  funds  for  1988  T.  Rowe  Price  Investment  Services,  Inc  ,  Distributor. 
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MEDICINE  I 


FROM  WRINKLE  CREAM 
TO  CANCER  CURE? 


New  research  shows  retinoids  may  inhibit  a  variety  of  tumors 


It  worked  fine  and  without  fanfare  as 
an  acne  treatment,  but  Ortho  Phar- 
maceutical Corp.'s  Retin-A  became  a 
sensation  last  year  when  it  won  acclaim 
as  a  miracle  cure  for  wrinkled  skin 
caused  by  sun  damage.  Now  researchers 
are  beginning  to  realize  that  its  beauty 
is  more  than  skin  deep.  New  studies 
show  that  Retin-A  and  some  of  2,000 
related  compounds  called  retinoids  could 
be  important  in  the  prevention  and  treat- 
ment of  an  array  of  stubborn  diseases 
from  the  itchy-skin  con- 
dition called  psoriasis  to 
several  types  of  cancer. 
There's  even  evidence 
that  Retin-A  boosts  the 
effect  of  minoxidil,  a 
baldness  remedy. 

Indeed,  Johnson  & 
Johnson,  which  markets 
Retin-A  as  a  prescription 
anti-acne  drug  through 
its  Ortho  subsidiary, 
says  it  has  identified  20 
to  30  different  diseases 
that  retinoids  may  be 
able  to  treat.  "Retinoids 
are  a  powerful  group  of 
compounds,"  says  Dr. 
George  Thome,  director 
of  dermatological  re- 
search at  J&J.  Hoffmann-La  Roche  & 
Co.,  the  maker  of  a  related  retinoid  acne 
drug  it  calls  Accutane,  has  also  stepped 
up  research. 

Recent  studies  indicate  that  tretinoin, 
the  retinoid  in  Retin-A,  has  a  direct  ef- 
fect on  cell  growth.  Dr.  Stanley  Shapiro, 
a  director  of  research  at  Roche  Dermato- 
logies, sampled  the  skin  of  Retin-A  us- 
ers. The  outer  layer,  the  epidermis,  was 
thicker  than  before,  and  the  skin  cells 
were  producing  more  collagen  and  elas- 
tin,  the  connective  tissues  that  give  skin 
its  elasticity  and  keep  wrinkles  away. 
direct  to  the  dna.  Some  scientists,  in- 
cluding Dr.  Barbara  Gilchrest,  chairman 
of  the  dermatology  department  at  Bos- 
ton University  School  of  Medicine,  be- 
lieve retinoids  may  actually  turn  gene 
functions  in  skin  cells  on  and  off.  Sever- 
al research  tean  say  they  have  located 
receptors  for  retinoic  acid  inside  cells. 
They  think  those  receptors  bring  retinoic 
acid  directly  to  the  DN  \  inside  the  cell's 


nucleus,  where  it  behaves  like  a  hor- 
mone in  controlling  the  cell's  activities. 
This  may  be  why  retinoids  seem  to 
protect  against  some  forms  of  skin  can- 
cer. Results  from  two  ongoing  studies, 
one  at  Rockefeller  University  in  New 
York  City  and  the  other  at  Henry  Ford 
Hospital  in  Detroit,  show  that  Retin-A  is 
particularly  effective  against  a  skin  con- 
dition called  actinic  keratosis.  These 
rough,  reddish-brown  spots  are  the  pre- 
cursors of  a  skin  cancer  called  squa- 


B.U.  DERMATOLOGY  CHIEF  GILCHREST: 
'IN  THE  LABORATORY,  CANCER 
CELLS  TREATED  WITH  RETINOIDS 
LOOK  AND  GROW  MORE  NORMALLY' 


mous-cell  carcinoma.  "Retinoids  seem  to 
check  the  growth  of  rapidly  multiplying 
cells  on  the  skin  surface,"  says  Richard 
Raibman,  director  of  business  develop- 
ment at  Roche  Dermatologies. 

In  another,  smaller  study  at  the  Uni- 
versity of  Arizona  in  Tucson,  Retin-A 
was  used  to  treat  women  with  cervical 
dysplasia,  a  precursor  of  cervical  cancer. 
In  almost  half  the  patients  the  dysplasia 
went  away.  "It's  not  difficult  to  extrapo- 
late that  retinoids  could  have  the  same 
effect  on  cancer  cells,"  says  Raibman. 

That's  exactly  what  preliminary  re- 
search shows.  "In  the  laboratory,  cancer 
cells  treated  with  retinoids  look  and 
grow  more  normally,"  says  Gilchrest. 
Early  results  from  the  National  Cancer 
Institute  show  that  oral  doses  of  Accu- 
tane may  help  reduce  precancerous  lung 


lesions.  In  other  NCI  studies, 
has  inhibited  bladder,  breast,  and 
tumors  in  animals.  It  also  shows  sig 
being  effective  against  leukemia. 

On  the  other  hand,  serious  side  e 
often  accompany  the  use  of  these  pi 
ful  compounds.  Like  high  doses  of 
source,  vitamin  A,  retinoids  can  cai 
condition  known  as  hypervitaminos 
Symptoms  range  from  dryness  and 
ing  of  the  skin  to  liver  damage  and 
defects. 

never  while  pregnant.  Accutane 
example,  was  recently  implicate 
some  1,300  cases  of  "severe  birtl 
fects"  in  babies  born  of  women 
took  the  drug  while  pregnant.  The 
ordered  that  an  explicit  warning 
placed  on  the  package  and  that'p 
cians  not  give  the  drug  to  women  at 
of  pregnancy.  But  the  bad  pub 
caused  Daltex  Medical  Sciences  In 
West  Orange,  N.  J.,  to  drop  out 
study  with  Dr.  Albert  Kligman,  chi< 
dermatology  at  the 
versity  of  Pennsylv 
to  see  if  low  doses  o 
cutane  can  reduce  i 
unwanted  skin  gro 
in  people  over  50. 

So  chemists  are  tr 
to   find   retinoids 
don't  have  the  nasty 
effects.  Johnson  &  J 
son  may  have  one. 
most  15  years  ago,  ; 
searcher  there  syn 
sized    a    retinoid    a 
N-4-HPR.   It  does 
damage    the    liver 
most  retinoids  can. 
it   has    arrested    br 
and  bladder  cancer? 
effectively   in   anin 
that  the  NCI  launched  a  study  to  se^ 
N-4-HPR  can  prevent  a  recurrence  nf0K 
breast  cancer  in  women  who  have^ 
ready  had  one  mastectomy.  ^ 

Meanwhile,  Retin-A,  which  is  safer  |se3|s 
cause  it's  used  topically,  may  soon»pro(e 
easier  to  get.  This  year,  Ortho  will  aj  jm  ((s 
for  FDA  approval  to  market  the  crear  ire 
treat  wrinkles.  It's  also  marketing  a  i 
er-dose  version  that  may  eliminate 
chapped,  reddened,  and  puffy  skin 
accompanies  use  of  the  anti-acne  for 
lation  and  plans  to  begin  testing  a  ti 
release  version. 

Since  wrinkles  rate  high  on  the  mis 
scale  for  many  people,  it's  not  surpris 
that  analysts  expect  demand  for  Reti  + 
to  soar  to  $125  million  this  year,  up  fi 
a  mere  $30  million  in  1986.  But  pec 
still  hoping  for  a  fountain  of  yo 
should  know  that  the  effect  of  retinc 
on  cancers  and  other  aberrant  cells 
side  the  body  holds  far  more  promis 
By  Naomi  Freundlich  in  New  Y 
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Electronic  components  are  a  bit  like  this. 
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Nestled  a  few  inches  down  in 
the  sand,  the  peppery  furrow 
mussel  wans  for  the  tide  to 
come  in.  Like  some  bivalve 
snorkeler,  when  the  water  is  up 
it  raises  its  two  siphons  to  trap 
food  and  get  rid  of  waste.  Its 
two  shells  remain  clamped 
tight,  protecting  it  from  outside 
interference. 

Electronic  components 

built  with  Schott  packages 
work  on  the  same  principle. 
Like  shells  to  the  mussel  they 
provide  a  protective  case 
consisting  of  a  metal  cap  and 
matching  header  or  base. 
Their  innards  could  be  a 
quartz  crystal  or  any  other 
electronic  chip.  These  inner 
organs  work  accurately  and 
dependably  only  when 
hermetically    protected    from 


The  peppery  furrow 
mussel  lives  a  protec- 
ted life  snug  inside  its 
tightly  sealed  shell. 
Two  siphons  control  its 
feeding  cycle. 


environmental  influences.  But, 
of  course,  they  still  have  to  be 
connected  to  the  outside  for 
electrical  input  and  output. 

How     can     this     be 

achieved  while  keeping  the 
hermetic  seal  intact?  For 
decades  Schott  has  been 
developing  special  glasses  to 
match  the  thermal  expansion 
characteristics  of  various  me- 
tals and  alloys.  Special  glass 
is  the  basic  component  for  the 
manufacture  of  glass-to-metal 
seals  between  connecting 
wires  and  the  base  metal  that 
ensures  a  hermetic  seal  and 
high  insulation  over  a  wide 
temperature  range. 

Glass- to- metal  seals 

are  only  one  example  of  how 
Schott's  innovative  develop- 
ment   responds    to    specific 


needs.  In  today's  world,  spe- 
cial glass  and  related  pro- 
ducts help  keep  technology 
advancing. 

Schott         worldwide: 

50,000  products,  40  pro- 
duction facilities,  represented 
in  more  than  100  countries 
with  $  1  billion  in  sales. 
___  Schott  in  the  USA: 
8  companies  employing  more 
than  1200  people. 

Would  you  like  to  know 

more  about  our  special  glass? 
Write  to  Schott  Corporation, 
Department  B1 1 , 3  Odell  Plaza, 
Yonkers,  NY  10701. 


t2  SCHOTT 

Nobody  knows  more  about  glass. 
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WHY  THE  JAPAHESE 

ARE  GOING  IN  FOR  'FUIZY  LOGIC 


Fuzzy  logic  is  not 
as  hare-brained 
as  it  sounds.  One  of 
the  main  constraints 
of  digital  computers 
is  that  everything 
must  be  either  black 
or  white,  one  or  zero. 
To  unshackle  com- 
puters from  digital 
logic,  mathematician 
Lofti  A.  Zadeh  con- 
cocted fuzzy  logic  in 
the  mid-1960s.  He  envisioned  machines  that  could  accept  "may- 
be" and  "almost." 

But  it's  the  Japanese  who  have  become  the  most  avid  propo- 
nents. Last  July,  the  city  of  Sendai  threw  the  switch  on  an 
automated  subway  that  uses  a  fuzzy-logic  control  system  to 
brake  to  swift,  smooth  stops.  In  August,  Takeshi  Yamakawa, 
a  professor  at  Kumamoto  University,  unveiled  a  microproces- 
sor based  on  fuzzy  logic.  Late  last  year  the  Ministry  of  Inter- 
national Trade  &  Industry  requested  funds  for  a  six-year 
fuzzy-logic  program  that  would  enlist  50  Japanese  companies. 
Now,  Kumamoto  has  formed  the  International  Fuzzy  Logic 
Science  Institute,  with  Professor  Yamakawa  at  its  helm.  NASA 
has  signed  on.  In  addition  to  medical  and  engineering  applica- 
tions, Yamakawa  predicts  a  host  of  smart  products,  such  as 
washing  machines  that  adjust  soap  and  water  ratios. 


A  DRUG-FREE  WAY 

TO  EASE  THE  PAIN  OF  DETOX 


Getting  off  heroin  or  cocaine  doesn't  always  free  drug 
users  from  addiction.  They  can  become  dependent  on  the 
methadone  and  barbiturates  used  to  ease  detoxification. 

Now  a  company  called  Future  Medical  Products  Inc.  has 
developed  a  device  that  may  be  the  answer  to  drug-free  detox. 
Called  the  Neuro  Stimulator  Device,  it  has  a  headset  like  a 
Walkman,  but  the  earphones  rest  behind  the  ears  on  the 
mastoid  bones.  The  device  emits  low-power  electrical  waves 
that  stimulate  the  body  to  produce  natural  painkillers — hor- 
mones called  endorphins  and  enkephalins. 

Tested  on  65  heroin  addicts  in  the  detox  unit  of  New  York's 
St.  Luke's  Roosevelt  Hospital  Center,  the  device  worked  as 
well  as  methadone  in  reducing  the  cravings,  anxiety,  insomnia, 
and  other  effects  of  drug  withdrawal.  In  cities  such  as  New 
York  where  detox  centers  are  filled  to  capacity,  Future  Medi- 
cal Products  says,  the  stimulator  could  allow  some  addicts  to 
be  treated  as  outpatients.  Following  Food  &  Drug  Administra- 
tion approval,  the  device  will  be  leased  for  $25  per  day. 


AND  YOU  THINK 

TODAY'S  TRANSISTORS  ARE  TINY 


As  the  transistors  on  computer  chips  steadily  shrivel  away 
toward  nothingness,  scientists  are  faced  with  a  task 
much  like  figuring  out  how  many  atoms  can  dance  on  the  head 
of  a  pin.  Researchers  VT&T  Bell  Laboratories  are  closing  in. 
They  have  devised  a  method  of  producing  the  tiniest  semicon- 
ductor crystals  ever:  clusters  containing  as  few  as  100  atoms. 


They  are  far  too  tiny  to  "print"  with  even  the  wispiest  lid 
circuit.  Still,  they  may  have  practical  applications. 

That's  because  Michael  Steigerwald,  a  young  polymer  he 
ist,  has  developed  a  way  to  keep  the  clusters  from  comui 
into  larger  clumps,  as  they  otherwise  would  do.  He  grow,ea 
microcrystal  inside-  a  minuscule  water  droplet  a  thoisa 
times  smaller  than  the  diameter  of  a  human  hair,  then  relal 
the  water  with  organic  molecules.  "It's  like  putting  the 
in  a  little  plastic  bag,"  he  says.  The  clusters  can  be  " 
for  specific  jobs  because  they  absorb  different  wavelengi 
light  as  they  decrease  in  size.  So  they  could  be  used  for  ct 
switches  in  future  "optoelectronic"  chips. 


'A  XEROX  MACHINE 

FOR  REPRODUCING  PLANTS' 


Creating  new  bioengineered  plants  involves  a  lot  more 
tweaking  a  few  genes.  It  takes  five  to  eight  years  of 
cultivating  before  enough  seedlings  can  be  grown  to  mai 
new  strain  of  seeds.  To  pare  that  investment  by  up  to  a 
Plant  Biotech  Industries  Ltd.  has  developed  an  autor 
culturing  system  that  Shlomo  Harari,  general  manager  c 
Acre  (Israel)  company,  dubs  "a  Xerox  machine  for  reprod 
plants." 

The  computerized 
nursery  oversees  every 
step  from  germinating 
the  seeds  to  inserting 
sprouts  in  little  nursery 
pots.  Seeds,  for  exam- 
ple, are  sprouted  in  50- 
liter  bioreactors,  which 
replace  500  of  the  usu- 
al laboratory  culturing 
plates.  As  a  result,  ex- 
plains Harari,  seed  com- 
panies can  afford  to  de- 
velop new  strains  of  truck-farm  plants,  such  as 
asparagus,  and  artichokes — crops  that  often  can't  justify 
expense  of  conventional  culturing  methods.  The  potential 
off  persuaded  Primerica  of  Greenwich,  Conn.,  to  join  Isr 
Commerce  &  Industry  Ministry  and  Miluout,  a  kibbutz-b 
company,  in  seeding  the  project  with  $10  million 


WARM  SUPERCONDUCTORS  THAT  CA 
REALLY  CONDUCT 


So   far,    high-temperature   superconductors    haven't         . 
good  enough  to  be  true.  Although  the  copper  oxides  c  l  , 
electricity  with  no  resistance  at  temperatures  warm  enc 
for  some  applications,  they  still  can't  carry  enough  currei      ' 
make  them  practical.  ll,iailVl 

But  in  February  scientists  at  the  University  of  Houston 
Texas  Center  for  Superconductivity  set  a  new  record  for  ecogm 
rent.  They  shot  75,000  amps  per  square  centimeter  throug  ntre0f 
oxide  made  from  yttrium  and  barium  called  1-2-3.  That's  n 
than  four  times  the  previous  record,  held  by  AT&T  Bell  Lab 
tories.  "We  believe  we  can  go  higher,"  says  Paul  W.  ( 
director  of  the  center  and  the  inventor  of  the  material. 

How  did  they  do  it?  One  reason  the  new  superconduc  en^ 
carry  small  amounts  of  current  is  that  their  crystals  are  si^V 
and  aligned  haphazardly,  so  current  is  lost  as  it  passes 
tween  the  crystal  boundaries.  Kamal  Salama,  a  professoi 
mechanical  engineering,  has  developed  a  process  that  prodi 
larger,  better  aligned  crystals.  "It's  a  major  advance  in 
commercialization  of  this  material,"  says  Chu. 
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Pride  of  ownership. 

Applied  to  new  ideas,  it  nurtures  commitment  to  excellence, 
warding  both  the  individual  and  the  corporation,  and  fueling  growth. 

The  Racal  group  of  electronics  and  security  companies  encourages 
litiative.  challenging  its  32.000  employees  worldwide  to  contribute  their 
leas  in  product  and  operational  improvement.  More  importantly,  it 
^cognizes  the  personal  achievement  by  these  individuals,  preserving  the 
.'!  ntrepreneurial  spirit  upon  which  Racal  was  founded. 

As  a  method  of  business,  it  may  be  uncommon.  So  is  the  result — 
insistently  innovative  products  delivered  on  time  at  competitive  prices. 

To  find  out  more  about  Racal  and  its  products,  systems,  and 
,  ?rvices.  write  to  The  Racal  Corporation,  122  East  42  Street.  New  York. 
ewYork  10168 

Racal  Reaching  beyond  today's  standards. 


Data  Communications  •  Telecommunications 

•  Security  •  Avionics  and  Marine 
Electronics  •  Defense  Electronics 

•  Instrumentation  •  Recorders  •  Electronic 
Design  Automation  •  Health  and  S 


Arkwright  has  one  purpose.  To  help  its  customers  throughout  the  world  minimize  their 
long-term  cost  of  risk.  To  do  this,  we  provide  a  wide  range  of  risk  management  services, 
which  we  apply  in  a  disciplined  and  straightforward  way.  First,  working  with  our  custom- 
ers to  identify,  evaluate  and  reduce  risk  through  engineering.  Then,  tailoring  a  program 
to  protect  exposures  that  cannot  be  eliminated.  This  calls  for  a  fresh  perspective  and 
original  thinking.  Every  time.  We're  not  saying  we're  perfect.  Only  that  at  Arkwright, 
you're  going  to  get  solutions  that  are  developed  for  you.  Not  somebody  else. 
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ARKWRIGHT 


Arkwright  Mutual  Insurance  Company 
Hobbs  Group,  Inc. 
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\H  BUSINESS  THROW  A  NET 
NDER  HISPANIC  DROPOUTS? 


icators  in  the  Southwest  are  getting  much-needed  help 


INTONIO'S  "AVANCE"  PROGRAM:  PARENT  TRAINING  THAT  HAS  CHANGED  LIVES 


I" 


|ity  Administrator  Claire  Gandara 
began  with  some  practical  advice 
I  for  Rafael  Rondon,  her  13-year-old 
*e  in  the  Albuquerque  Hispano 
iber  of  Commerce's  Stay  in  School 
ram.  She  suggested  earphones  to 
lown  family  arguments  about  Ra- 
>  loud  music.  She  counseled  Rafael's 
r  and  stepmother  to  spend  more 
with  their  son.  And  Gandara  in- 
ted  the  youth  to  square  off  in  front 
is  mirror  every  morning  and  tell 
elf:  "I  can  go  to  school  today  and  do 
ell  as  anyone." 

fael  is  not  cutting  classes  or  get- 
into  fights  anymore.  But  the  fast- 
|g  eighth-grader  still  has  serious 
s.  He  overdosed  on  cocaine  in  No- 
>er,  and  recently  he  was  disciplined 
ihool  for  setting  off  a  firecracker, 
his  school  principal  sees  improve- 
.,  and  Rafael  says:  "I  feel  good 
t  myself.  I'm  starting  to  like  school 
lc  hit." 

fat 'I  is  struggling  against  the  pover- 
(1  educational  failure  that  also  beset 
■  children  in  Appalachia  and  black 
is  in  Chicago.  But  poverty  alone 
i'i  explain  why  Hispanics  in  the 

Invest  "make  a  very  deplorable 
ing"  in  school,  in  the  words  of  Jose 


Cardenas,,  director  of  the  San  Antonio- 
based  Intercultural  Research  Develop- 
ment Assn.  Nationally,  only  about  60% 
of  Hispanic  25-year-olds  have  high-school 
diplomas.  Half  of  young  Hispanics  in  Al- 
buquerque drop  out  before  graduation — 
a  pattern  repeated  across  the  Southwest. 
"That's  a  tragedy,"  says  U.  S.  Education 
Secretary  Lauro  F.  Cavazos,  who  is 
making  dropouts  his  issue. 
■economic  suicide.'  Foreign-born  His- 
panics often  fall  behind  in  the  early 
grades  because  of  language  problems, 
never  to  catch  up.  A  culture  that  values 
one's  family  over  individual  achievement 
may  also  play  a  role.  "Hispanic  males 
are  more  likely  to  cite  economic  reasons 
for  dropping  out,  helping  out  at  home," 
contends  Richard  Santos,  a  Southwest- 
ern University  economist.  Female  teen- 
agers most  commonly  drop  out  because 
they're  pregnant. 

The  squandered  potential  alarms  re- 
gional business  leaders.  Hispanics  make 
up  the  fastest-growing  group  in  the 
Southwestern  work  force.  At  the  same 
time,  more  employers  are  demanding 
more  advanced  job  skills.  "We're  getting 
away  from  'turn  that  nut  and  don't  ask 
any  questions,'  "  says  Tenneco  Inc. 
Chairman  James  L.  Ketelsen,  who  is  try- 


HOW  TO 
SELL  CHINA. 
IN  CHINESE! 


Here's  your  chance  to  speak 
directly  to  China's  key  decision- 
makers. Business  Week/China — the 
international  business  magazine 
for  the  leaders  who  are  creating 
China's  future. 

Printed  in  Chinese,  it  is 
published  bimonthly  by  Business 
Week  and  the  Chinese  Ministry 
of  Foreign  Economic  Relations 
and  Trade. 

Business  Week/China  is  sent 
to  nearly  45,000  key  Chinese  deci- 
sion-makers in  research,  govern- 
ment, banking,  finance,  insurance, 
foreign  investment,  trade  and 
education. 

Articles  from  Business  Week 
and  Business  Week  International 
are  selected  and  translated  by 
the  Chinese  (as  are  your  ads, 
free  of  charge.) 

Business  Week/China  is  a 
"must"  for  any  company  doing 
business  in  the  People's  Republic 
of  China. 

For  more  information  con- 
tact your  local  Business  Week/ 
China  representative. 


BusinessWeek  :i 


Frankfurt:  Percy  Fahrbach  (69)72-01-81 

Hong  Kong:  Stephen  Marcopoto  (5)8682010 

Lausann*:  Irmgard  Fischer  (21)27-44-11 

London:  Keith  Mantle  (1)493-1451 

Milan:  Roberto  Lauren  (2)89010103 

N«w  York:  Hal  Berry  (212)  512-3867 

Parl»:  Bruno  Hermann  (1)42-89-03-81 

Stockholm:  Andrew  Karnig  (3)4400-05 

Tokyo:  PaulUhll  (3)581  9811 
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You're  looking  at  the  handiwork  of  a  16  year  old 
kid  who,  until  a  couple  of  years  ago,  had  his  hands  full 
dealing  drugs,  dodging  pimps  and  living  on  the  street. 

You're  also  looking  at  the  reason  he's  now  as  far 
removed  from  that  life  as  you  are. 

It's  called  Flowers  With  Care. 

For  over  11  years,  we've  taken  approximately  500 
kids  a  year  off  a  sure  path  to  jail  and  placed  them  with 
caring,  dedicated  people  in  the  floral  industry.  There, 
they  learn  what  you  already  know:  what  it  means  to 


- 


Photo:  Jim  Huibreg 

have  a  job,  responsibility,  security.  And  love.  So,  85% 
of  the  time — and  that's  a  phenomenal  success  rate 
compared  to  most  rehabilitation  programs — Flowers 


r 


Flowers  With  Care  is  the  last  chance  for  over  500  kids 
year.  Every  dollar  contributed  will  help  prevent  the 
ultimate  crime:  the  theft  of  a  child's  future 


!  $500      G  S100      □  $25      Q  Other 


With  Care 
kids  never 
look  back. 
They  have 
too  much 
to  look 

forward  to   I     *°*r™      23-40  Astoria  Blvd.,  Astoria,  NYU  102 
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1  $1000 
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Giving  kids 
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MOST  OF  WHAT 

WE  HAD  TO  SAY 

ABOUT  BUSINESS 

HIS  MORNING  WAS 

UNPRINTABLE. 


[HE  MORNING  TIMES!    4 


ATION'S  BUSINESS  TODAY"  ON  ESPN® 
YITH  THE  LATE-BREAKING  STORIES  THAT 

IORNING  PAPERS  JUST  CANT  COVER, 
WE  GIVE  YOU  A  COMPETITIVE  EDGE. 

lie  business  world  is  still  up  after  most  newspapers  have 
pen  put  to  bed.  So  a  lot  of  what  happens  overnight  catches 
?m  napping.  And  if  you're  not  careful,  it  might  catch 
too. 

Which  is  why  you  should  wake  up  with  "Nation's 
[jsiness  Today"  on  ESPN. 

Starting  every  weekday  at  6:30  AM  (ET),  "Nation's 
Lsiness  Today"  brings  you  two  hours  of  up-to-the-minute 
|isiness  news.  Broadcast  live  from  the  nation's  capital. 
We  cover  all  the  latest  financial  and  economic  develop- 
jnts  across  America  and  around  the  world.  In  a  consis- 
tent feature  format  that 
makes  it  easy  to  find  the 
information  most  critical 
to  your  own  business. 
We  also  provide 
interviews  with  today's 
business  leaders.  Special 
reports  on  small  business, 
technology,  international 
trade,  investment  oppor- 
tunities and  the  movers 

'     1988  ESPN.  Inc 


Daily  News  Schedule 


1st     2nd     3rd     4th 
fehr  'fchr  'fehr  'fehr 


6:30   7:00   7 
635  7:05    7 


(All  Times  Eastern) 

Top  Business  News 

Financial  News 

Small  Business  News      6  40    7:10    7 

Special  Business 

Features 
CEO  Close-Ups 
Internat'l  Business  Line 


30  8:00 
35  8:05 
40   8:10 


6:50  7:50 

7:15  8:15 

7:25 


and  shakers  on 
Capitol  Hill.  And 
even  weather  fore- 
casts for  business 
travelers. 

With  their  own 
unique  blend  of 
insight  and  analy- 
sis, our  anchors 
will  give  you  an 
insider's  perspec- 
tive on  where  the  business  world  is  heading.  Carl  Grant  is 
an  award-winning  anchorman  and  investigative  reporter  as 
well  as  a  nationally  renowned  business  and  government 
expert.  Meryl  Comer  is  an  Emmy  Award-winning  producer 
and  journalist.  Together,  they  bring  more  than  40  years  of 
solid  business  news  expertise  to  ESPN.  But  it  should  come 
as  no  surprise  that  a  network  so  acclaimed  for  covering 
tough  competitors  at  play  would  be  equally  good  at  cover- 
ing them  at  work. 

"Nation's  Business  Today"  on  ESPN.  Just  listen  to 
what  our  experts 
have  to  say  about 
the  day's  business. 
And  hear  the  kinds 
of  things  that  the 
morning  papers 
find  unprintable. 
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It's  up-to-the-minute  business  news.  Online  and  in  time 
for  you  to  do  something  about  it.  It's  news  about  specific 
companies  and  industries;  the  economy,  stock  markets, 
government — plus  its  implications  for  your  business.  It's  avail- 
able through  Dialcom,  CompuServe,  DIALOG,  DRI,Telemet 
or  direct  to  your  mainframe.  For  a  FREE  brochure  call      Wj\  J| 
us  toll-free  at  1-800-426-0647.  And  get  the  news.  pilE 
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INTRODUCING  VANGUARD 
ASSET  ALLOCATION  FUND 


Vanguard  Asset  Allo- 
cation Fund  seeks  to 
maximize  long-term  total  return  by 
the  disciplined  allocation  of  invest- 
ments to  a  changing  mix  of  stocks, 
bonds,  and  cash  reserves. 

The  Fund's  adviser,  Mellon  Cap- 
ital Management,  uses  a  highly  sys- 
tematic approach  to  evaluate  the 
relative  return  and  risk  potential  of 
each  asset  class,  and  to  weight  the 
Portfolio  accordingly.  Common 
stocks  are  expected  to  comprise 
the  largest  segment  of  the  Fund's 
assets  over  time. 

Get  the  Vanguard  Advantage 

Vanguard  offers  you: 

•  The  expertise  of  one  of  the  coun- 
try's largest  mutual  fund 
organizations 

•  Virtually  the  lowest  operating 
expenses  in  the  industry 

•  No  loads,  "12b-l"  or  exit  fees 

•  Low  minimum  initial  investment: 
$3,000;  $500  for  IRAs 


Call  1-800-662-SHIP 

Any  Hour,  Any  Day  For  A  Free 

Vanguard  Asset  Allocation  Fund 

Information  Kit 


Please  send  me  a  free 
Vanguard  Asset  Allocation  ; 
Fund  Information  Kit  con- 
taining a  prospectus  with 
more  complete  informa- 
tion on  advisory  fees, 
distribution  charges  and 
other  expenses.  I  will 
read  it  carefully  before  I 
invest  or  send  money. 
I'd  also  like  information 
on:  □  IRA  (71)     D  Keogh/Pension  (70) 
Vanguard  Asset  Allocation  Fund 
Investor  Information  Department  78 
Valley  Forge,  Pennsylvania  19482 


Name. 


Address. 


City. 


State. 


-Zip. 


BW-V9-051 
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ing  to  drum  up  business  suppoB 
Houston's  public  schools.  In  CalifB 
where  Hispanics  make  up  30%  of  m 
school  enrollment,  dropping  out  isl 
nomic  suicide,"  says  state  school  m 
intendent  Bill  Honig.  "Only  10%  I 
new  jobs  in  the  next  10  years  vm 
available  to  dropouts." 

Colorado  has  enacted  dropout-prl 
tion  programs.  Texas  Governor  Wi 
Clements  has  proposed  cash  awarl 
college-tuition  vouchers  for  drol 
who  return  and  graduate.  But  bua 
groups  are  taking  the  lead. 

Tenneco,  for  instance,  "adoj 
Houston's  heavily  Hispanic,  innel 
Jefferson  Davis  High  School  in  ll 
providing  money  and  volunteer  til 
Since  then,  the  number  of  students  I 
ing  the  state's  basic  proficiency  tesl 
jumped  from  19%  to  55%.  Ketl 
wants  business  to  do  more.  "We  nel 
get  involved  in  prenatal  care  and 
education  of  potential  parents,"  he  J 
belonging.  General  Foods  Corp.,  in 
is  funding  Houston's  Avance  (Spa 
for  advance),  a  program  to  teach  d 
development  skills  to  poor  motheii 
small  kids.  It  is  modeled  after  a  15-i 
old  San  Antonio  program,  sponsorel 
United  Way,  AT&T,  and  the  Cam 
Foundation,  that  has  sometimes  altl 
lives.  Consider  Rebecca  Tovar,  w 
abusive  husband  let  her  attend  Av; 
classes  because  he  wanted  the  $3 
class  stipend.  Tovar  ultimately  left 
husband,  earned  a  general  equivali 
degree,  and  finished  San  Antonio 
lege.  "Hispanics  haven't  been  broi 
up  to  value  education,"  she  says.  "I  i 
ized  at  Avance,  it  was  only  me 
could  offer  my  children  something." 

Richard  Marquez,  principal  of  Su: 
High  School  in  Dallas,  has  evolved 
own  educational  model,  a  form  of  g 
rilla  warfare.  As  the  semester  begin 
his  predominantly  Hispanic  school,  B 
quez  withholds  new  class  schedi 
from  chronic  truants.  "You  want  th 
he  asks.  "Bring  your  mother  in." 

The  students  comply,  he  says,  beca 
they  want  to  belong,  even  if  they  d< 
show  up  regularly.  Such  tactics  w 
Sunset's  senior  class  has  grown  fi 
200  to  300  students  in  the  past  fi 
years,  and  39%  of  last  year's  class  w 
on  to  college. 

To  Marquez,  the  9th  of  14  children 
a  former  dropout  himself,  it's  all  a 
ter   of   expectation.    "The    majority 
folks  in  inner-city  schools  don't  belie 
the  children  can  learn,"  he  fumes.  PC 
ents  don't  push  kids  to  go  to  school, 
judges  don't  enforce  truancy  laws.  " 
have  given  up  on  them,"  he  says. 
Southwest  can  no  longer  afford  to  do 
By  Todd  Mason  in  Dallas,  with  San 
D.  Atchison  in  Albuquerque 
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Ince,  The  Thoroughbred  trawled  only  by 
/train  With  today?  RoadRailer*  truck 
liler,  it  V  delivering  shipments  down  the  highway 
The  RoadRailer4  has  both  conventional  tires 
J  retractable  metal  rail  wheels.  With  the  push 
a  lever,  it  takes  to  the  tracks  as  readily  as  it 
ik  to  the  road. 
Norfolk  Southerns  Triple  Crown'  Service 


combines  the  flexibility  of  trucking  with  the 
efficiency  of  rail.  (  jcxkIs  arrive  just  when  they're 
needed.  To  keep  them  safe  and  sound,  they  ride- 
on  a  cushion  of  air.  Shippera  receive  a  convenient 
single  bill. 

To  talk  to  the  professionals  who  deliver  this 
service,  just  make  tracks  to  the  nearest  Norfolk 
Southern  sales  office. 


Making  New  Tracks 


W 


\    JL- 


NORFOLK 

SOUTHERN 


1    IW).  Sorjblm  Saulbern  (jtrporuUim.  Ibree  ( imimert  inl  Place.  %..»*./*.  »'  .' <•>!<>  Jiw 

.jiirfiM  and  «i'i/mi  Hallutiv  t imipany.  Southern  Kniln nvCompuin  and  \tirtb  American  Van  lines.  Inc.  are  subsidiaries  id '  \«»r/o/»  Southern  ttirpuralkm. 

Triplet  num  Seniles.  Inc.  Is  n  subsidiary  oj  \orfnili  SoulbemCorpornHiin.  KitadHailer   i\  h  reglslet rtl  trademai It  uj  <  hamhrrhlin  <>/  (  uuun  In  ul.  hit    l«r 
llie  IransptirlalUm  equipment  useil  and  certain  relaleil  irniihialsenUi-s 


Hitachi  s  .;  idiovisual  technologies  include  Picture-in-Picture  for 

simultane^  <h,an  one  program  on  a  single  TV  screen,  DAT, 

a  high-dens,,  Sp/av.  and  frame  memory  used  in  IDTV. 


|\V  should  be  more  than  faithful  sight 

nd  sound  reproduction.  Ideally,  it  also  creates 

Irama  and  ambience. 


jital  technology  (the  conversion  of  con- 
Intional  signals  into  computerized  zeros 
Id  ones)  has  led  to  a  remarkable  prolifera- 
[n  of  audiovisual  uses  —  in  TV,  for  example, 

more  diversified  and  sophisticated  pro- 
lamming  and  information  services  acces- 

>le  through  computer  connections  or 

leotex  terminals.  And  this  is  only  the 

ginning. 

tachi's  scientists  and  engineers  are 
ng  digital  applications  such  as  frame 
jmory  to  develop  Improved  Definition  TV. 

will  greatly  improve  picture  quality  with- 
it  changing  current  broadcasting  stan- 
rds  by  doubling  the  density  of  scanning 
bs  and  increasing  vertical  resolution  1.5 
Jes.  This  same  Hitachi  technology  has 
Suited  in  the  Digital  Audio  Tape  recorder, 
ich  is  capable  of  superior  recording  and 
production. 


Hitachi's  original  screen  technology  has 
led  to  high-density  big  screen  projection  TV, 
using  screens  up  to  110  inches.  It  is  contrib- 
uting to  a  wholly  new  technology,  High 
Definition  TV.  HDTV  is  capable  of  photo- 
graphic quality  resolution  and  will  soon 
enable  satellite  services  to  transmit  wide 
screen  images  that  give  the  viewers  the  feel- 
ing of  actually  being  there. 

We  link  technology  to  human  needs,  and 
believe  that  our  special  knowledge  will  lead 
to  numerous  easy-to-use  systems  and  prod- 
ucts with  highly  advanced  functions. 
Our  goal  in  audiovisual  —  and  in  medicine, 
energy  and  transportation  as  well  —  is  to 
create  and  put  into  practice  products  and 
systems  that  will  improve  the  quality  of  life 
the  world  around. 


0  HITACHI 


Hitachi,  Ltd.  Tokyo,  Japan 
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SKY-HI  FIDELITY 
FOR  THE  AUDIO  FANATIC 
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Compact-disk  players  are 
widely  hailed  as  the  ulti- 
mate in  audio.  But  to 
hard-core  audiophiles,  they — 
well,  barely  scratch  the  sur- 
face. To  bring  concert-hall 
sound  into  the  home,  audio 
perfectionists  will 
buy  a  set  of 
speakers  that 
costs  more  than  a 
college  education 
and  a  turntable 
that's  pricier  than 
a  BMW.  And  not 
all  of  it  is  to  get 
the  latest  technol- 
ogy: Good  old- 
fashioned  vinyl 
records  and  even 
vacuum  tubes  are 
part  of  the  mys- 
tique. Are  these 
audio  extravagan- 
zas worth  it? 

For  the  cogno- 
scenti, the  differ- 
ence between 
even  top-of-the- 
line  mass-market 
systems  and  the 
elite  gear  sold  in 
rarefied  audio  sa- 
lons is  dramatic. 
"A  good  musical 
system  lets  you 
turn  down  the 
lights  and  swear 
that  you're  fourth 
row  center,"  says 
Stuart  Bloom,  an 
anesthesiologist 
in  Bel  Air,  Calif., 
whose  $75,000 
sound  system  al- 
lows him  to  do 
just  that. 

High-end  au- 
dio is  a  world 
unto  itself.  You 
won't  find  the  familiar 
Japanese  names.  Most 
of  these  components 
are    made    in    limited 


quantities  by  small  American 
and  European  companies.  And 
many  of  the  components  bear 
the  mark  of  uncompromising 
fanaticism. 

Take  the  $25,000  Swiss- 
made  Goldmund  Reference 
turntable.  It  relies  on  two  mi- 
croprocessors, one  to  keep  the 
needle  properly  aligned,  an- 
other to  keep  the  heavy  plat- 
ter moving  at  a  precise  speed. 
Although  some  high-end  elec- 
tronics, such  as  the 
Mark  Levinson  Dual 
Monaural  preamp 
#26  ($6,000),  have  de- 
ceptively simple  exte- 
riors, the  inner  work- 
ings are  an  inspired 
mating  of  state-of- 
the-art  electronics 
with  classic  audio 
technologies.  At  au- 
dio salons,  the  price 
on  something  as  ba- 
sic as  speaker  wire 
would  make  a  Penta- 
gon procurement  offi- 
cer blush. 

One  piece  of  equip- 
ment you  won't  find 
in  a  high-end  system 
is  a  receiver,  which 
packs  tuner,  preamp, 
and  power  amp  into 
one  package.  High- 
end  systems  separate 
the  three  functions 
and  may  call  for  two  amps — 
one  per  speaker.  The  turn- 
table's tone  arm  and  the  car- 
tridge, which  houses  the  nee- 
dle, are  sold  separately,  too. 

For  audiophiles  with  deep 
pockets,  Mike  Kay's  Lyric  Hi- 
Fi  in  Manhattan  is  mecca. 
There,  those  who  disdain  even 
the  best  CD  players  can  sam- 
ple the  200-pound  Goldmund 
turntable.  Unlike  conventional 
tone  arms  that  move  across 
the  record  in  an  arc,  the  Gold- 
mund's   linear-tracking  arm 


,:  K.i 


moves  across  the  record 
radius.  Audiophiles  say 
results  in  more  acci 
sound,  since  the  needle  i 
the  grooves  as  they 
originally  cut. 

Those  who  want  a  turn 
that  weighs  less  than  the  iSeries 
might  like  the  American-i 
Versa     Dynamics     2.0,  ™* 
$12,500.  The  sleek,  silver}  I 
chine   is   also   linear-trac  t 
but  relies  on  a  more  esc  I 


THE  LINEAR-TRACKING  GOLDMUND  TUN  TWO  MIC 
LEVINSON  PREAMPS  COMBINE  STATE-0  5»N0(l 


technology.    Its    platter  frese, 
cartridge  are  held  rigidl  id  % 
place  by  compressed  air.  port  tht 

After  spending  big  b 
on  a  turntable,  you  can't  Irs 
play   it   through    your   t 
shelf  speakers.  Rudi  KotI 
Definitive    Hi-Fi   in    Man 
neck,  N.  Y.,  hooks  his  V 
Dynamics   turntable   to 
world's  most  expensive  sp  ! 
er  system,  the  $80,000  Wfii 
Audio  Modular  Monitors. 
wamms  are  a  mix  of  tradiK 
al  cone  speakers  and  ele 
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Wl  jo 


sta 


ones,  which  rely  Oil  ;i 
mylar  film  that's  coated 
Conductive  material.  The 
is  suspended  between 
plates,  and  when  voltage 
iplied,  the  film  fluctuates 
•oduce  sound. 
e  wamm  speakers  offer 
■rs  the  truly  personal 
i.  A  few  months  after 
>nler  the  set  of  four  6V2- 
tall  speakers,  their  cre- 
Dave  Wilson,  leaves  his 
ito  (Calif.)  base  to  cus- 
nstall  the  1,800-pound  set 
•ur  home  and  calibrate  it 
•ur  liking.  That  can  take 
t  three  days, 
er  at  Lyric  Hi-Fi,  Mike 
hooks  his  Goldmund 
fable  to  1,500-pound  Infin- 
.S  Series  V  speakers.  The 
■piece,  7M2-foot  rosewood 
»m  costs  $50,000.   The 

r|  i  coming  out  of  the  front 
back   of  the   speakers 

>d  s  three-dimensional — in 


*TWO  MICROPROCESSORS.  MARK 
,^   S  AND  CLASSIC  TECHNOLOGY 


,ri>-ese,    it    has    a    good 
1  'Jid  stage." 

'ore  they  even  turn  on 

200-watts-per-channel 

tiers.    audiophiles    make 

their   preampa   are   al- 

on,  so  a  power  surge 
damage  the  system, 
preamp's  sole  function 
DOOBt  the  signal  enough 
•  augmented  accurately 
ie  amplifier.  Gone  are 
>ass  and  treble  tone 
ols — they  don't  fit  in 
the    purist     philosophy. 


1  Ml 


When  choosing  equipment, 

you're  hound  to  encounter  the 

ci)  vs.  i.i'  debate  Golden  eared 

digiphobes  feel  that  CDs  pro- 
duce "gritty,"  harsh  sound 
and  that  the  vinyl  I.I'  is  more 
natural-sounding.  But  a  bet- 
ter generation  of  CD  players  is 
earning  grudging  respect. 
Two  well-regarded  examples 
are  the  Japanese-made  Accu- 
phase  81-L  and  80-L  player 
($13,000),  and  the  Spectral 
$7,200  SDR  1000  CD  player. 
signal  decoder.  The  high- 
end  audiophile  also  takes  the 
separate-is-better  approach 
with  CD  players.  "You  buy  a 
CD  player  from  Sony  or 
Denon  for  about  $2,000  and 
use  it  just  as  a  turntable,"  ex- 
plains Bert  Whyte,  an  audio 
consultant  in  Centereach, 
N.  Y.  But  you  don't  rely  on 
either  model's  electronics  to 
process  the  digital  signal. 
You  do  that  with  a  more 
specialized  device, 
such  as  Wadia's  Digi- 
tal 2000  Decoding 
Computer  ($6,500)— 
"the  hottest  thing  to- 
day," says  Mr.  Mike, 
manager  of  Sound  By 
Singer,  a  high-end  au- 
dio salon  in  Manhat- 
tan. It  relies  on  spe- 
cial signal-processing 
chips  and  fiber-optic 
cables  to  keep  the 
music  free  from  dis- 
tortion. 

After  taking  sides 
in  the  CD  vs.  LP  argu- 
ment, you  may  stum- 
ble into  the  retro-tech 
debate  pitting  the 
venerable  vacuum 
tube  against  the  tran- 
sistor. Tube  amps  are 
said  to  emit  "warm- 
er" sound  and  to  pro- 
duce better  high-  and 
middle-range  frequencies 
than  transistors.  Transis- 
tors may  do  better  with 
lower  frequen- 
cies but  can 
lack  subtlety  in 
higher  ones.  Audio 
Research's  Classic  150 
power  amp  ($10,000  for  two) 
mixes  tubes  and  transistors. 

Don't  assume  that  these 
stratospheric  prices  guaran- 
tee out-of-this-world  sound. 
"The  dollar  doesn't  gain  per- 
formance," says  Nick  Lucci  of 


( Ihri  itopher  Hansen  Ltd.,  an 

audio  BalOTJ  in  West  Holly- 
wood, Calif.  "It's  how  you  use 
those  dollars,  and  when 
listen  to  those  dollars."  The 
skill  of  a  dealer  who  knows 
how  different  components 
sound  together  is  vital.  Deal- 
ers say  they  can  create  a 
good  musical  system  for 
$5,000,  and  some  say  they  can 
put  together  a  system  that 
outdoes  mass-market  "mid-fi" 
gear  for  just  $1,500. 

Whatever  price  you  pay, 
the  size  and  furnishings  of  a 
room  flavor  the  sound.  "The 
biggest  problem  with  high- 
end  is  the  room  you're  start- 
ing with,"  says  Ben  Rose,  a 
satellite-industry  consultant 
who  owns  a  Gold- 
mund turntable 
and  Infinity 

speakers.  He 
spent  thousands 
to  line  his  listen- 
ing room  with 
sound-absorbing 
acoustical  foam. 

Critics  of  high- 
end  gear  contend 
that   the   differ- 


ence 
in  sound 
doesn't  jus- 
tify the  ele- 
phantine expense. 
High-end  gurus 
agree  that  after  a 
point,  advances  in 
performance  are 
disproportionate 


to  the 
item's 
price.    "On 
a  scale  of  1 
to      100,      if 
you've        spent 


$5,000 


well, 


you're  at  90," 
says  Sanford 
Berlin,  chairman 
of    Madrigal,    a 

INFINITY  SPEAKERS  OFFER 
3D  SOUND,  WEIGH  1,500 
POUNDS— AND  COST 
$50,000 


high-end  audio  de  ligner  and 
manufacturer.     "The    next 

$45,000    you    spend    will 
you  to  96.  The  next.  $100,000 

gets  you  up  to  98,  And  you 
may  never  get  all  the  way  up 
to  100."  But  who  said  you  had 
to  be  prudent?  "It's  like  the 
never-ending  quest  for  the 
Holy  Grail,"  says  one  audio- 
phile. "The  perfect  sound  will 
always  be  that  far  away — just 
out  of  your  grasp." 
Suzanne  Woolley 
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Education 


SUMMER  JOBS 
THAT  PAY  OFF 
IN  EXPERIENCE 


Summer  jobs  have  tradi- 
tionally been  a  way  for 
college  students  to  help 
finance  their  education.  But 
they  needn't  be  just  that. 
Structured  internships  can  al- 
low kids  to  "try  out"  careers 
and,  in  many  cases,  earn 
while  they  learn. 

Internships  can  be  crucial 
in  making  your  child's  resume 
stand  out  from  the  rest.  And 
many  students  don't  stop  at 
one.  "Our  students  are  look- 
ing at  two  to  three  jobs  a 
summer,"  says  Mary  Fan 
Kain,  of  Harvard's  Office  of 
Career  Services.  "I  try  to  help 
students  secure  the  part-time 
job  that  pays,  and  another 
part-time  job  that  gives  them 
a  look  at  a  field  they're  inter- 
ested in."  The  time  to  act? 
Now,  since  April  is  the  dead- 


line for  many  job  ap- 
plications. 

Students  can  start 
by  checking  with  on- 
campus  career-guid- 
ance offices  for  such 
publications  as  1989 
Internships  (Writ- 
er's Digest  Books, 
$21.95).  The  guide  of- 
fers "38,000  on-the- 
job  training  opportu- 
nities for  college 
students  and  adults" 
during  the  school 
year  and  the  sum- 
mer, and  has  a  sec- 
tion just  on  interning 
in  Washington,  D.C. 
Opportunities  range 
from  a  stint  at  Citi- 
bank, to  working  for 
the  Nature  Conser- 
vancy on  a  preserve, 
to  interning  at  New 
York's  Collective  for 
Living  Cinema,  "one 
of  the  country's  leading  show- 
cases for  independent  avant- 
garde  cinema." 

Another  helpful  guide  is 
The  National  Directory  of 
Internships  (National  Society 
for  Internships  and  Experien- 


tial Education,  $20).  Its  op- 
tions range  from  teaching 
children  for  the  Audubon  Nat- 
uralist Society  of  the  Central 
Atlantic  States  to  spending  10 
weeks  at  Hewlett-Packard  in, 
say,  their  finance,  information 


systems,   or  m< 
ing    divisions, 
can  order  the 
by    writing    to  I 
NSIEE    at     122 1 
Mary's   St.,   Rail, 
N.  C.  27605. 

For  students 
ested  in  internal 
studies    or    in 
guages,  experier 
a    foreign    cull 
firsthand  may  b(j 
best   way    to 
The  New  York-bl 
Council    on    Int 
tional     Educatif 
Exchange  arrad 
for  work  penriit) 
Britain,  France, 
many,  New  Zeal 
Costa  Rica,  Jaml 
and  Ireland.  The  [ 
also    helps    stuc 
find  a  job  and 
ing  in  the  countr 
their  choice.  Jobs 
range    from    assisting 
herds   in   New   Zealanc 
coaching    golfers    in    Fr; 
Another  job  has  a  particu 
American  slant:  working 
counter  at  Burger  King- 
the  Champs-Elysees. 


Food 


OLE  MOLE: 
EATING  SOUTH 
OF  THE  BORDER 


If  you're  fond  of  the  burri- 
tos  and  tacos  you  get  in 
San   Antonio   and   other 
capitals  of  Tex-Mex  cooking, 
brace  yourself  for  something 
ten  eating  far  south  of 
Unlike  the  north- 
i  deserts  that  gave  birth  to 
Mex     cuisine, 
I  ern   Mexico's 
l         s  abound  with 
fru  '  .  ibles, 

and  i  umals.  Al- 
most iliing, 
the  A  d  iscov- 
ered,  is  t 

It  all  d<  'is  on 
how  ventuiv  mt — 
or  hungr;,  ,mi 
are.  Some  iteni^  are 
only  for  the  most 
intrepid  palates:  On 
the  teeming  streets 


of  Mexico  City,  and  in  a  num- 
ber of  the  capital's  better  res- 
taurants, you  can  sample  such 
indigenous  delicacies  as  fried 
worms  or  ant  eggs  (known  as 
Mexican  caviar),  roasted 
grasshoppers,  roast  armadillo, 
or  iguana.  Or  you  can  dig  in 
to  a  plate  of  chrysanthemum 
rellenos — the  flower  itself 
stuffed  with  cheese. 

Not  to  worry,  though.  Such 
stuff  occupies  only  a  small 
shelf  in  Mexico's  kitchen.  Visi- 
tors to  the  capital  will  see  the 
usual  tacos,  enchiladas,  and 
burritos  on  the  menu.  But 
these  items  often  bear  little 


CHRYSANTHEMUM  RELLENOS  ARE  STUFFED  WITH  CHEESE 


resemblance  to  their  Tex-Mex 
namesakes.  Tacos  in  Mexico 
City  are  simply  soft  corn  torti- 
llas wrapped  around  a  filling 
such  as  strips  of  chicken — no 
lettuce,  hamburger,  or  yellow 
cheese.  Chiles  rellenos,  served 
with  a  dry,  fluffy  batter  in 
the  north,  come  soaked  in  to- 
mato sauce  in  the  south. 

The  specialties  of  southern 
Mexico  are  the  moles  (pro- 
nounced mo-lays),  rich  chile 
sauces — some  sweet,  others 
piquant — that  usually  accom- 
pany chicken.  The  most  fam- 
ous come  from  Oaxaca  and 
Puebla  and  include  scores  of 
chile  peppers  and 
bits  of  chocolate 
and  coffee. 

Still,  if  you  are 
tempted  to  try  a 
dish  that  looks 
good,  but  you  don't 
know  what  it  is,  a 
simple  "[Que  es 
esto?"  could  save 
you  from  ordering 
something  you'd 
rather  not  have,  no 
matter  how  good  it 
is.        Stephen  Baker 


Worth  Noting 


■  CURTAIN  UP.  London's 
ater  prices,  long  a  big 
gain  vs.  Broadway's,  bee 
less  so  on  Apr.   12.  Th 
when  top  seats  for  musi 
now  about  $34,  jump 
record  $40  after  the  pat] 
paved    by    Andrew    Lie 
Webber's  new  show  Aspe 
of  Love.  Most  New  York  r 
sicals  charge  a  $50  top. 

■  MONEY    MUSEUM.    The 

nate  U.  S.  Customs  House 
Manhattan  now  houses 
first  exhibit  of  the  Muse 
of  American  Financial  His 
ry.  On  view  until  April:  r 
stock  certificates  and  met 
rabilia  from  the  1929  Crai 

■  ONLY    WAY    TO    GO.     If 

raises  its  six-month  CD  int 
est  rate — now  8.49% — in  a 
month  after  you  invest,  N 
York's  Dollar  Dry  Dc 
Bank  pays  the  higher  r. 
for  the  remaining  peri 
And  if  rates  go  down,  y< 
CD  isn't  affected.  The  ( 
are  available  by  mail  ($1,( 
minimum):  800  528-2255. 
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MORE  FEET  FOR  YOUR  LEGS. 
BECAUSE  IT'S  A  LONG  STRETCH 

T^^   T^^  YC  ^f^^\     You  11  feel  crowded  enough  once  you  get  to  Tokyo. 
I  ^^     1  ^^^\  I  ^^»   You  shouldn't  have  to  endure  it  on  the  long  flight  over. 

On  Malaysia  Airlines,  we  make  sure  your  legs  have  more  feet  to  stretch  out  In  fact, 
the  42"  seat  pitch  and  our  two  across  seating  in  our  Business  Class  is  what  many  airlines 
call  First  Class. 

In  the  comfort  of  our  Golden  Club  Class,  in  the  privacy  of  our  stretched  upper  deck,  you'll 
find  only  thirty-eight  passengers.  Thirty-eight  smiling,  relaxed,  pampered  passengers. 

So  next  time  you  fly  to  Tokyo,  or  anywhere  in  our  world,  choose  Malaysia  Airlines. 
Sit  back,  relax  and  experience  the  gentle  warmth  and  charm  that  only 
Malaysians  can  offer. 


ENCHANTMENT  WHEREVER  YOU  FLY 


AMSTERDAM  •liw.KOK  (DUBAI  •  hKANKH'Kl  •HONGKONG  •  M  MAI  UMFUD  (LONDON*  LOS  vv.Hh«  MADRAS*  MB1  H«'i  k\h  •  I'XKIs  •  I'm  I  H  •  ■■mi  I  •  SYDNEY  •  I  \||'H  •  KMCTO 
FOR  RESERVATIONS,  CONTACT  YOUR  FAVOURITE  TRAVEI   WENT  OR  ANY  MALAYSIA  AIRLINES  OFFICE   LOSANGELBSTBI    313)6«-0»4»ORCAU.OURTOLL-FRB1  '         RMl 

lANFRANCt  -.-».<■.  CHICAGO  TBI    OI2>  M34US,  NEW  YORK  TBI    IUSS 
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There's  one  telecommunications  company 
that  will  always  be  around. 


Tien  you  look  for  a  telecommunications  company,  look  for  one  that  will  be  around  when  you  really 
I  them.  And  will  be  there  for  many  years  to  come.  One  like  Fujitsu  Business  Communication  Systems. 
e  there  at  every  turn  with  voice/data  communication  systems  from  20  to  10,000  lines,  professional 
illation,  training  and  network  design,  pins  around-the-clock  nationwide       _____^__^_ 
ice.  And  we're  backed  by  Fujitsu  Ltd.,  a  $16  billion  global  telecommunica-     «»*  tttctt 
s  leader  that's  been  around  for  over  50  years.  So  drop  us  a  line  at 
i  Miraloma  Ave.,  Anaheim,  CA  92806.  Or  call  1-800-654-0715.  We're  ready 
)11  when  you  are. 


FUJITSU  BUSINESS 
COMMUNICATION  SYSTEMS 


IS89,  FtijHsD  BuaiMBS  Communkatara  S 
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It  shows  in  every  thoughtful  gesture  that 
adds  up  to  astounding  personal  service. 

The  care  shows  through  the  moment  you 
arrive  and  find  a  waiting  smile  at  the  check  in 
counter  instead  of  a  line.  When  you  leave,  we'll 
check  you  out  in  an  instant  with  a  receipt  slipped 
under  your  door. 

We'll  show  you  we  care  with  our  freshly- 
baked  chocolate  chip  cookies  delivered  to  your 
room  on  your  first  night — just  to  welcome  you. 

At  Doubletree  hotels,  we  believe  that  caring 
really  does  show.  And  when  you  stay,  you'll  earn 
travel  awards  on  Continental,  Eastern,  America 
West  or  Braniff  Airlines. 


1-800-528-0444 


DOUBLETREE  HOTELS 


I 


MONTEREY 

At  Fishermans  Wharf,  Near 
Monterey  Bay  Aquarium 
andCarmel.  Adjacent  to 
the  Monterey  Conference 
Center. 
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ORANGE  COUNTY 

At  The  City  Near  Disney- 
land® and  An  iheim 
Stadium.  20  minutes  from 
John  Wayne  Airport. 


SAN  DIEGO 

Located  in  the  heart  of 
Mission  Valley.  Near  Sea 
World  and  the  San  Diego 
Zoo.  10  minutes  from  the 
San  Diego  Airport. 


SANTA  CLARA 

At  the  Santa  Clara  Con- 
vention Center.  In  the 
heart  of  Silicon  Valley. 
Adjacent  to  Great  America 
Theme  Park.  10  minutes 
north  of  San  Jose  Airport. 


SEATTLE 

Doubletree  Suites  Seattle 
with  free  breakfast  and 
managers  reception. 
Doubletree  Inn  at  South- 
Center  near  SouthCenter 
Mall.  5  minutes  from  Sea- 
Tac  Airport. 


VENTURA 

Complete  resort 
California's  Gold 
Only  90  seconds 
beach  and  less 
hour  from  Los  Anf 


he .: 


Cfc. 


ufr 

thai  i 


Doubletree  Hotels  are  also  located  in:  Atlanta»Austin*Dallas(2)*Houston(3)*KansasCity*Louisville  (The  Se„| 


iijiti. 


I ":. 


t  Shows*     And  Shows,  I  And  Shows. 


RQUE 

Mbuqi 


IM.IM 


DENVER 

At  I  leatherRidge  t  lountry 

t.  'Ink  15  minutes  from 

Scapleton  Airport,  Neat 

Red  Rocki  P. irk  an  I 

Brewery 


PHOENIX 
Doubletree  Suites  ai  the 
Phoenix  J  iatewsn  *.  lenter, 
-1  miles  north  of  Sky  1  lai 
hot  International  Airport 
i  lomplimentan  breanasi 

.iiul  k>-ti\l  n 'ikt.nl  hour 


SALT  LAKE  CITY 
Adjacem  to  the  Sail  Palace 
( Convention  ( lentei  Com- 
plimentan  breakfesi  and 
evening  reception  I  bkx  k 
from  lempk  Square 


SCOTTSDALE 
At  Scottsdale  Mall  in 
Old  Ibwn  Scored  tl 
ittth  Avenue  shopp 
and  Scottsdale  Center  fix 
tin   Vrts 


ih\  ille*New  Orleans«St.  1  ouis*  [ulsa(2)*\^il*<  )pening  Summer  1989;  Dallas  Park  Wfest»Pasadena 


TLCSON 
At  Randolph  Pari 
plete  resort  hotel  only 
10  minutes  fin 

and  15  mil 
trum  tii 
Tucson. 
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You're  looking  at  a  remark- 
able pair  of  glasses,  developed 
horn  space  technology,  that  helps 
a  deal  person  read  lips. 

A  tiny  but  powerful  micro- 
phone on  the  frame  connects  to 
a  portable  computer,  which 
converts  spoke:  words  into  visual 
cues  that  appear  right  on  the  lens 
of  the  glasses,  almost  as  fast  as  the 


person  being  viewed  speaks. 

Helping  the  eyes  do  what  the 
ears  cannot  is  just  one  of  the  prac- 
tical, down-to-earth  applications 
of  space  technology.  To  find  out 
more  about  it,  call  the  U.S.  Space 
Foundation  at  1-800-255-1000. 
Or  write  to:  United  States  Space 
Foundation,  P.O.  Box  1838, 
Colorado  Springs,  Colorado  80901 . 


SPACE  TECHNOLOGY.  THIS  IS  WHATS  IN  IT  FOR  YOU. 


1  60F-CA 
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lex  to  Companies 

lex  gives  the  starling  page  for  a  story  or  tea 
h  a  significant  reference  to  a  company.  Most 
(tries  are  indexed  under  their  own  names, 
lies  listed  only  in  tables  are  not  included. 
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Genmar  Industries   38 
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Goldmen  Sachs    128 
Goldmund    158 
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Infinity    158 
Intel  35,  136 
Interco    134 
Interpublic  Group    124 
Invasion  Ct'Min   5 
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Isuju  Motors    124 
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Japan  Air  Line!   54 
Japan  Fund   80 
Johnson  &  Johnson    146 


Kaufmann  Fund   80 
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Kinney  Shoes    124 
Knopf  (Alfred  A.|    10 
Korbel  Champagne 
Cellars  42 


Lane   134 

Levinson  (Mark|    158 
The  Limited    117 
Lindner  Fund    80 
London  International 
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LTV  Steel  70 
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Madrigal    158 
Manville   80 
Marathon  Oil    134 
Mattel  37,  142 
Maxus  Investment 

Group  82 
Mazda   46 

McDonnell  Douglas  36,  54 
MCI  36 

Merrill  Lynch  Phoenix    80 
Miluout    148 
Mitsubishi  Heavy 
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Modine    134 
Montedison   48 
Morgan  Stanley   48 
Morningstar   82 
Murray  Industries   38 
Mutual  Beacon   80 
Mutual  Qualified 
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Mutual  Shares   80 

N 


NEC  35,46 

NEC  Electronics   37 

News  Corp.   74 

Nintendo  37,  142 

Nissan  46 

Nixdorf  Computer    136 

North  American  Philips   34 

Northrop   36 
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Ogilvy  &  Mother    124 
Olivetti   42 

Ortho  Pharmaceutical    146 
Outboard  Marine   38 


Pan  American  World 
Airways  38,54,  124 

Paramount  Pictures   74 

Pennzoil   42 

People  Express   54 

PepsiCo  37 

Philips   136 

Plant  Biotech 
Industries    148 

Plessey    136 

Power  Securities    132 

Primerico    128,  148 

Progressive  Income  Equity 
Fund   82 

Pymm  Thermometer   34 


Ralston  Punno   37,  124 

Random  House    10 

RCA    128 

Roche  Dermatologies    146 

Rockwell  International  43 

Rolm    136 

Royal  Overseas  S 


Saatchi  &  Saatchi    124 
Salomon  Brothers    128 
Sanwa  Bank    46 
Schieffelm    124 
Scudder  International 

Fund  80 
Seafirst   129 
Sega   37 
Selected  American 

Shares   80 
Sensor  Frame    142 
SGS-Thomson    136 
SGS-Thomson 

Microelectronics   46 
Shearson  Lehman 

Hutton    128 
Sheraton    124 
Siemens    136 
Silicon  Graphics    136 
Smith  Barney,  Harris 

Uphom    128 
SmithKline  42 
SoGen  International   80 
Sony    158 

Sound  By  Singer    158 
Southwest  Airlines  54 
Sperry  Rand    142 
SPX    134 

Stromberg-Carlson    136 
Subaru   46 
Summit 
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Tengen  37 
Tenneco    151 
Texaco  42,  134 
Texas  Air  54 
Texas  Oil  &  Gas    134 
Tonka  37 
Toshiba    136 
Toyota  Motor   46 
Toys  'R'  Us  37 

U 


United  Airlines  54 
USAA  40 
USX   134 


Versa  Dynamics    158 
VPL  Research    142 
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Wadia    158 

Waterford  Glass  Group   60 
WCRS  Group    124 
Wedgwood   60 
Wellesley  Income  Fund    80 
Wells  Fargo  Bank    129 
Wells,  Rich,  Greene    124 
Western  Union   36 
Westinghouse    136 
Westinghouse  Electric    142 
Wilson  Audio    158 
Windsor  Fund   80 


Young  &  Rubicam   74 


The  ring  binder  plague 
that's  sweeping  the  nation! 


GAPiTIS! 


THE  SYMPTOMS 

Loose,  tearing  or  hard-to-turn 
pages  caused  by  GAPiTIS  (the 
clinical  term  for  those  hideous' 
gaps  in  ring  binder  rings). 


THE  CURE 

Only  a  patented  DublLock  Ring 
Binder  from  Wilson  Jones  can 
lock  both  outer  rings  tight  to 
^l^^keep  pages  neatly  in  place! 

t 

Toll-Free  for  the  DublLock.     i 
office  products  retailer  .  ^<n  ^  %'^L 
nearest  you  and  your. .  .^.    FREE    -*-- 
^CATALOG^ 


Dial  1-800-952-4637 


DublLock 

R/NG  BINDERS 


The  only  cure  for  GAPiTIS!  ' 
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OUfi  SILENT WRITERI? 
CREATING  HEADLINES 
ON  SEVERAL  FRONTS. 


OARSM.H. 


FHE8H  «»S.EVEBy    B5L      ^ 


ROWING  or  SCULLING  or  whatovor  you  want  to  cal 
college  students  anymore.  It's  not  even  just  for  pcopli 
Today,  there  arc  people  rowing  recreational  and 
lakes,  bays,  marshes,  inlets,  even  the  open  ocean, 
who  are  landlocked  completely,  there 
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NEC's  SUentWriter  Printer  Boasts 
PostScript,  HP  LaserJet  Plus  Emulation 


The  new  NEC  Silentwriter  LC-890  laser 
primer  breaks  new  ground  on  several  fronts. 
Until  now,  buyers  of  laser  printers  have  been 
Lwiih  a  f undamgpp^1 ' ^un  between 

■ijh   •  upixw" 


NEC's  LC-890  printer,  however,  makes 

that  issue  a  moot  point — and  adds  new 

meaning  to  the  term  "full  featured."  NEC 

combtn"-   "      support  of  Adobe  Systems 

'      ^Vn  language  w;'' 

-tie  '  " 


KEKIA 


4  AND  01 


C3 


Our  Silentwriter™  LC890  is  the  first  desktop  publishing  printer  that  gives  you  both  popular 
standards  for  creating  graphics  and  type:  true  Adobe  PostScript®  and  LaserJet  Plus  emulation. 

That  alone  would  be  enough  to  cause  headlines.  But  we  also  added  many 
more  features  to  simplify  desktop  publishing.  Like  both  Apple  and  IBM 

compatibility.  PC  Week  stated,  "the  LC890 
is  actually  better  than  having  both  an  Apple 
LaserWriter  Plus  and  an  HP  LaserJet  Plus  on 
your  desk."  Equally  impressed,  PC  Magazine 
awarded  it  an  "Editor's  Choice."  And  cited  it 
in  their  "Best  of  1987"  issue. 

And  because  the  Silentwriter  has  a  simple  J** 

trouble-free  printing  mechanism,  it  will  be  creating  headlines  for  years  to  come.  In  fact,  it's  twice    [Jjj 

as  reliable  as  ordinary  lasers,  with  an  average  life  of  600,000  pages.  *•(« 

If  you  don't  require  the  power  of  our  LC890,  con-  thk, 

sider  the  LC860  Plus  for  text  and  less  complex  graphics.    I  *  NEC  PRINTERS.THEYONLY  STOPf* 

To  start  producing  vour  own  headlines,  J_  WHENYOUWANT      EMI 

call  1-800-343-4418  (in  MA  617-264-8635). 
We'll  send  you  reprints  of  all  the  great 
reviews  and  the  name  of  the  NECIS  dealer 
nearest  you.  , 
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Computers  and  Communications 


NEC  Information  Systems,  Dept.  1610, 1414  Massachusetts  Ave.,  Boxborough,  MA  01719. 
Kept  inicd  from  PC  Magazine  Jan.  12. 1988.  ©  19S7  Ziff Communications  <  lompanj 
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Treasury  Index 
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)NES  INDUSTRIALS  2343.2 

MPANIES  (Russell  1000)  157.9 

COMPANIES  (Russell  2000)  157.0 

VtPANIES  (Russell  3000)  169.4 
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90-DAY  TREASURY  BILL  YIELD 
30-YEAR  TREASURY  BOND  YIELD 
S&P  500  DIVIDEND  YIELD 
S&P  500  PRICE/EARNINGS  RATIO 

TECHNICAL  INDICATORS 


I  (FINANCIAL  TIMES  100)  2096.2  2.8  22.0 

(NIKKEI  INDEX)  32,065.1  2.2  34.9 

0  (TSE  COMPOSITE)  3696.2  1.5  21.6 


S&P  500  26-week  moving  average 
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Insider  sentiment:  Vickers  sell/buy  ratio 
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CONGRESS  HAS  TO  INSURE 
BUSH'S  THRIFT  PLAN 


•  • 


President  Bush  has  announced  his  package  for  making 
good  on  the  federal  insurance  that  protects  deposi- 
tors in  the  nation's  thrifts.  The  cost  will  be  at  least 
$90  billion,  including  $50  billion  in  new  federal  bonds,  and  a 
huge  but  as-yet-unknown  amount  of  interest.  Before  pour- 
ing new  money  into  this  arguably  obsolescent  industry, 
someone  must  make  sure  that  the  money  will  be  well  spent. 
Despite  its  major  role  in  the  deregulation  of  the  industry, 
which  triggered  its  subsequent  excesses,  that  someone  must 
be  Congress. 

Bush  has  rightly  won  praise  for  his  frontal  assault  on  the 
thrift  crisis — the  very  act  of  addressing  the  issue  has 
cheered  the  markets.  So  has  a  recognition  that  the  govern- 
ment accepts  responsibility  for  what  happened  and  is  willing 
to  foot  the  bill.  It  should  be  understood  that  Bush  has  placed 
himself  as  well  as  the  Federal  Deposit  Insurance  Corp.  in 
the  business  of  cleaning  up  thrift  pollution — a  job  his  prede- 
cessor shirked.  The  President's  task  is  now  to  make  sure 
that  his  new  plan  has  a  chance  of  working. 

Central  to  the  problem  is  rebuilding  the  public's  confi- 
dence in  the  thrift  industry.  That's  not  going  to  be  easy.  It 
will  require  finding  out  exactly  what  happened  late  last  year 
at  the  Federal  Home  Loan  Bank  Board  under  Chairman  M. 
Danny  Wall.  On  his  own,  Wall  cut  deals  that  committed  the 
U.  S.  Treasury  to  hand  over  at  least  $38  billion  in  tax  bene- 
fits, interest  subsidies,  and  guarantees  against  loss  to 
wealthy  individuals  and  companies  who  agreed  to  take  over 
some  of  the  industry's  basket  cases.  No  one  knows  the 
ultimate  price  tag,  but  it's  an  open  secret  in  Washington 
that  the  cost  of  the  benefits  could  double. 

Wall  refused  to  disclose  details  of  these  deals,  even  to  the 
fdic.  Congress  needs  to  have  all  the  facts  before  it  can  move 
on  to  a  task  that  it  has  ducked  for  years — deciding  what 
kind  of  financial  regulation  the  U.  S.  needs  now.  We  support 
the  President's  proposal  that  Treasury  assume  oversight  of 
the  industry.  Right  now,  the  job  of  heading  the  regulatory 
apparatus  seems  slated  for  the  fhlbb's  overly  generous 
Wall,  whose  judgment  raises  a  question  about  his  suitability 
for  the  job. 


. . .  AND  MEET  HIM 
HALFWAY  ON  THE  BUDGET 


y  the  zirconian  standards  of  recent  years,  the  budget 
President  Bush  was  scheduled  to  send  to  Congress 
on  Feb.  9  is  a  gem.  The  proposals  would  meet  the 
Gramm-Rudman  Act's  target  of  a  $100  billion  deficit  in  fiscal 
1990  using  relatively  little  gimmickry.  And  unlike  Reagan's 
take-it-or-leave-it  fiscal  plans,  the  Bush  White  House  makes 
it  clear  that  it  views  its  proposals  as  a  starting  point  for 
negotiations  with  Congress. 
That's  not  to  say  the  Bush  budget  is  a  model  of  civic 


virtue.  The  assertion  that  cutting  tax  rates  on  capital 
will  raise  nearly  $5  billion  in  revenues  next  year  is  arg 
The  assumption  that  the  bailout  of  the  savings  and 
insurance  fund  will  cost  just  $2  billion  in  fiscal  19 
probably  optimistic.  And  the  forecast  that  short-term 
est  rates  will  average  6.5%  next  year,  while  more  h 
than  Reagan's  projection,  still  strains  credulity. 

Congress  should  take  Bush  at  his  word  and  get  dow 
serious  negotiations  quickly.  Bush  has  already  propose 
real  growth  in  defense  spending  and  modest  increase 
some  domestic  programs.  Congressional  Democrats  w 
like  to  trim  defense  spending  further  and  provide  bi 
increases  for  education,  health  care,  and  housing.  Bush 
self  would  have  preferred  more  outlays  for  education,  v| 
he  proclaimed  a  top  priority  in  the  campaign.  These 
issues  over  which  reasonable  people  can  differ  without 
acrimony  that  has  marked  budget-making  for  the  past  ( 
years.  Bush  has  come  up  with  a  reasonable  plan  for  met 
the  Gramm-Rudman  targets  without  raising  taxes.  Ne 
he  nor  the  public  should  be  surprised  if  Congress  fai 
force  confrontation  over  revenues. 

There's  no  reason  why  Bush  and  the  Congress  should 
until  next  August,  when  they  will  be  staring  down  the  b 
of  automatic  spending  cuts,  to  cut  a  deal.  With  plen 
room  to  compromise,  policymakers  should  just  get  dow 
business. 


A  DEAL  WE  SHOULD 
KNOCK  OUT  OF  THE  SKY 


I 
FT 
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Few  noticed  in  the  last  days  of  the  Reagan  Admini: 
tion  when  General  Dynamics  Corp.  signed  an  aj  ](j^ 
ment  to  help  the  Japanese  build  a  new  fighter  air<  j; 
called  the  fsx.  But  they  should  have.  Under  this  agreer 
General  Dynamics  will  become  a  subcontractor  to  Mitsu 
Heavy  Industries  Ltd.  and  turn  over  all  of  its  technologj 
the  F-16,  one  of  the  most  successful  planes  the  U.  S. 
ever  built.  General  Dynamics  says  the  technology  is  old, 
the  Tokyo  view  is  that  the  agreement  will  finally  give  J; 
the  basis  it  needs  to  start  a  full-fledged  aircraft  industr 
the  mid-1990s.  In  return,  the  U.  S.  is  supposed  to  get  ac 
to  some  of  Japan's  more  advanced  technology  in  comp< 
materials  and  radar. 

No  one,  of  course,  knows  the  true  value  of  this  swap, 
former  U.  S.  trade  negotiator  Clyde  V.  Prestowitz  estim 
we  will  be  giving  Japan  some  $7  billion  worth  of  airp 
technology  and  getting  back  less  than  $500  million  in 
contracting  work.  The  State  Dept.  and  the  Pentagon  appi 
of  the  deal  because  they  think  it  is  better  than  having  Jj 
go  off  and  build  a  fighter  on  its  own. 

But  that's  the  kind  of  shortsightedness  that  let  the 
give  Japan  the  technology  for  everything  from  VCR 
semiconductors.  It's  time  to  call  a  halt,  and  there's  still  t 
Congress  can  refuse  to  approve  an  export  license  for  Ge 
al  Dynamics.  If  Japan  wishes  to  build  a  fighter  of  its  ow 
the  late  1990s,  it's  free  to  do  so.  In  the  meantime,  Ja| 
pressing  need  to  upgrade  its  fighter  fleet  can  be  met  b]  j 
producing  U.  S.  designs  without  access  to  the  technoloj  ^ 
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Born  to  run. 


Canon  Personal  Copiers  are  designed 
around  an  extraordinary  concept  in 
copiers:  to  run.  And  run.  And  run. 

That's  because  every  Canon  Personal 
Copier  runs  on  the  original  Cartridge 
System,  containing  everything  you  need 
to  make  a  copy  in  a  neat  replaceable  unit. 
Which  makes  maintenance  as  easy  as 
popping  in  a  new  cartridge.  And  worry- 
free  performance  something  you  truly 
can  rely  on. 


To  learn  more  about 
the  latest  line  of  Canon 
Personal  Copiers,  from  ba 
to  high-performance,  call 
Canon  Consumer 
Information  Center. 

You  may  never  have  to 
call  us  again. 

Canon  Consumer  Information  Centers 
New  fork:  516-933-6333 
Chicago  312-250-6200 
Los  Angeles  714-432-6800 
\tlania    104-446-1430 
Dallas  214-830-9600 


Canon 

PERSONAL  COPIERS 


Cam  in  |is.\.  Inc  .Consumer  Products  Division.  One  Canon  Plaza.  Lake  Success,  n.y  1 10-12 
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Every  day, 
3,000  importers  and  exporters 

see  us  first. 


At  the  Taipei  World  Trade  Center,  thousands  of  local  and  inter-  See  us  first 

national  traders  can  be  found  in  one  convenient  location.  That  adds  Q4->\ 

up  to  over  100,000  import  and  export  products  on  permanent  display  — m^mam 
under  one  roof 


OperaieQ  Dy 


WIPEI  Irt/OftlD 
TTMDE  CENTER 


CHMSM  EXTERNA  TFWDE 
DtmOWIENT  COUNCl 


b  Hsiny  Road   Sec   5  I*p»  10509,  New  "tvk  Ct 

i  •   BepuUc  d  Oria  let   (212*532  7055  •  f  .  ■ 

loi(02)7?5lili  San  Francoeo-Fir  Fa*  ftao*  Servos.  M< 

No  wonder  so  many  of  the  worlds  importers  and  exporters      Fa.  88627:  ■*o*68 

__.,_-    ,.  .        .  1ak»  28094  TPEWTC  Oeaoo-Fai  East  Tiaoe  Servoi.lnc 

come  to  TWTC  first  to  set  business  in  motion!  u  p^i  933s  •  f*.  ptneneas 
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THERE  MAY  BE  HOPE  FOR  A  SLIMMER  TRADE  DEFICIT  IF  THE  U.  S.  CAN  OPEN  NEW  MARKETS,  IF  MORE  BARRIERS  FALL  OVERSEAS,  IF  . 
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The  production  index  dropped  sharply  for  the  week  ended  Feb.  4.  On  a 
seasonally  adjusted  basis,  production  of  lumber,  rail-freight  traffic,  steel,  paper- 
board,  autos,  and  paper  declined.  Truck,  electric  power,  and  crude-oil  refining  output 
all  increased  slightly.  Coal  production  was  unavailable  for  the  week.  Prior  to 
calculation  of  the  four-week  moving  overage,  the  index  declined  to  172.3  from  the 
previous  week's  level  of  175.8. 

BW  production  index  copyright    1989  by  McGraw-Hill  Inc. 


The  leading  index  edged  up  slightly  for  the  week  ended  Feb.  4.  A  slowdown 
the  growth  rates  for  materials  prices  and  real  estate  loans  nearly  offset  the  positive 
signals  from  higher  stock  prices  and  faster  growth  in  M2.  Bond  yields  were 
unchanged  from  the  previous  week,  and  the  number  of  business  failures  was 
unavailable.  Before  calculation  of  the  four-week  moving  average,  the  index  dropped 
to  206.9  from  207.5  in  the  prior  week. 

Leading  index  copyright   1989  by  Center  for  International  Business  Cycle  Research 
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latest 
week 

Week     %  Change 
ago      year  ago 

STEEL  (2/11)  thous.  of  net  tons 

1,987 

1,996# 

6.3 

AUTOS  (2/11)  units 

153,747 

155,382r# 

14.4 

TRUCKS  (2/11)  units 

89,204 

94,267r# 

10.4 

ELECTRIC  POWER  (2/1 1)  millions  of  kilowatt-hours 

60,378 

53,749  # 

7.1 

CRUDE-OIL  REFINING  (2/1 1)  thous.  of  bbl./day 

13,150 

13,429r# 

3.2 

COAL  (2/4)  thous.  of  net  tons 

NA# 

NA 

NA 

PAPERB0ARD  (2/4)  thous.  of  tons 

749.8  # 

743.3r 

0.3 

PAPER  (2/4)  thous.  of  tons 

757.0  # 

768.0r 

-1.4 

LUMBER  (2/4)  millions  of  ft. 

410.4# 

498.1 

-18.8 

RAIL  FREIGHT  (2/4)  billions  of  ton-miles 

18.5# 

20.0 

0.5 

iMi'Miiii-ji^iiaHi 

Latest 
week 

Week 
ago 

%  Cham 
year  ag 

STOCK  PRICES  (2/10)  S&P  500 

296.48 

296.67 

10 

CORPORATE  BOND  YIELD,  Aaa  (2/10) 

9.56% 

9.56% 

1 

INDUSTRIAL  MATERIALS  PRICES  (2/10) 

102.1 

102.0 

5. 

BUSINESS  FAILURES  (2/3) 

NA 

NA 

N 

REAL  ESTATE  LOANS  (2/1)  billions 

$301.9 

$301.5 

12 

MONEY  SUPPLY,  M2  (1/30)  billions 

$3,085.1 

$3,080.6r 

4. 

INITIAL  CLAIMS,  UNEMPLOYMENT  (1/28)  thous. 

300 

279 

-9. 

Sources:  Standard  &  Poor's,  Moody's,  Journal  of  Commerce  (index:  1980=  100),  Dun 
Bradstreet  (failures  of  large  companies),  Federal  Reserve  Board,  Labor  Dept.  CIBCR  seasot 
ally  adjusts  data  on  business  failures  and  real  estate  loans. 


Sources:  American  Iron  &  Steel  Inst.,  Word's  Automotive  Reports,  Edison  Electric  Inst.,  Amer- 
ican Petroleum  Inst.,  Energy  Dept.,  American  Paper  Inst.,  WWPA1,  SFPA2,  Association  of 
American  Railroads. 
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nth  %  Chang 

ago  year  ai 
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INDUSTRIAL  PRODUCTION  (Jan.)  total  index 


141.1 


140.6r 


latest 
week 

Week 
ago 

Year 
ago 

JAPANESE  YEN  (2/15) 

126 

129 

130 

GERMAN  MARK  (2/1 5) 

1.84 

1.87 

1.71 

BRITISH  POUND  (2/15) 

1.77 

1.74 

1.75 

FRENCH  FRANC  (2/15) 

6.27 

6.37 

5.78 

CANADIAN  DOLLAR  (2/1 5) 

1.18 

1.18 

1.27 

SWISS  FRANC  (2/15) 

1.56 

1.59 

1.40 

MEXICAN  PESO  (2/ 15)3 

2,332 

2,319 

2,267 

Sources:  Major  New  York  banks. 
British  pound  expressed  in  dollars. 

Currencies  expressed 

in  units  per 

U.  S.  dollar, 

except  for 

PRICES 

Latest 
week 

Week 
ago 

%  Change 
year  ago 

G0LD(2/15)$/troyoz. 

381.000 

390.550 

-13.6 

CAPACITY  UTILIZATION  (Jan.: 


84.4% 


84.4r% 


RETAIL  SALES  (Jan.)  billions 


$138.9 


$138.2r 


7. 


PRODUCER  PRICE  INDEX  (Jan.)  finished  goods 


111.0 


109.9r 


Sources:  Federal  Reserve,  Census  Bureau,  BLS 
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MONEY  SUPPLY,  Ml  (1/30) 


$787.1 


$786.2r 


3! 


BANKS' BUSINESS  LOANS  (2/1) 


306.2 


305.2r 


FREE  RESERVES  (2/8) 


1,024 


446r 


10. 


N0NFINANCIAL  COMMERCIAL  PAPER  (2/1) 


106.4 


105.2 


2S.i 


Sources:  Federal  Reserve  Board  (in  billions,  except  for  free  reserves,  which  are  expressed  fo 
a  two-week  period  in  millions). 


STEEL  SCRAP  (2/1 4)  #  1  heavy,  $/ton 


123.00 


118.00 


3.4 


FOODSTUFFS  (2/13)  index,  1967=  100 


231.3 


232.1 


4.5 


COPPER  (2/1  Dc/lb. 

139.5 

147.3 

25.6 

ALUMINUM  (2/1  l)t/lb. 

100.8 

103.5 

6.1 

WHEAT(2/U)  #2ha.r;,  $/bu. 

4.36 

4.38 

31.3 

COTTON  (2/11)  strict  low  middling  1-1/16  in.,  c-/lb. 

55.40 

56.26 

-3.5 

Sources:  London  Wed.  final  si  tting,  Chicago  mkt..  Commodity  Research  Bureau,  Metals 
Week,  Kansas  City  mkt.,  Memphis  mkt. 


r''!tJ  Mini  ?'.,:■■■ 

Latest 
week 

Week 
ago 

Year 

ago     ; 

FEDERAL  FUNDS  (2/1 4) 

9.29% 

9.00% 

6.65<X  f 

PRIME  (2/15) 

11  00 

10.50 

8.50 

COMMERCIAL  PAPER  3-MONTH  (2/15) 

9.39 

9.17 

6.57 

CERTIFICATES  OF  DEPOSIT  3-MONTH  (2/15) 

9.60 

9.40 

6.58 

EURODOLLAR  3-MONTH  (2/8) 

9.34 

9.26 

6.70 

Sources:  Federal  Reserve  Board,  First  Boston 


#  Raw  data  in  the  production  indicators  are  seasonally  adjusted  in  computing  the  BW  index  (chart);  other  components  (estimated  and  not  listed)  include  machinery  and  defense  equipment 
1      Western  Wood  Products  Assn.  2      Southern  Forest  Products  Assn.  3  =  Free  market  value  NA  —  Not  available  r  =  revised  NM  =  Not  meaningful 
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Remember  to  buy  this  book 

and  you'll  acquire  the  knowledge 
and  skills  that  will  set  you  apart 
from  the  crowd  in  any  business. 


MEMORY  MAKES  MONEY'  by  Harry 
Lorayne,  the  world's  leading  memory 
expert,  gives  you  quickly,  easily,  imag- 
inatively, that  essential  success  tool 
—not  just  a  "better"  or  "improved" 
memory,  but  one  that  is  almost 
PHOTOGRAPHIC. 

No  matter  what  your  profession  or 
level  in  business,  a  good  memory  means 
knowledge,  learning  and  earning  power, 
as  interviews  with  over  thirty  leaders, 
from  Arthur  Levitt,  Jr.,  Chairman  of 
the  American  Stock  Exchange,  to  Ralph 
Oestino,  Chairman  of  Cartier,  Inc., 
litest  in  MEMORY  MAKES  MONEY 
\inl  you'll  learn  how  to  use  memory 
successfully  in  every  conceivable 
[situation — from  knowing  key  busi- 
ness facts  youVe  read  to  recalling 
[important  numbers;  putting  to- 
gether names,  faces  and  affiliations, 
x)  delivering  speeches.  Interna- 
ional  Paper,  NASA,  GM,  Exxon,  and 
nany  more  Fortune  500  companies 
jse  the  Lorayne  systems  as  part  of 
heir  ongoing  training  programs. 
Make  the  Lorayne  system  part  of 
'our  key  tn  success.  Just  remember 
o  buy  MEMORY  MAKES  MONK 

"If  you  think  there  are  tricks 
And  techniques  that  enable  you  to 
•emember  new  information  quickly 
md  indelibly,  you  are  correct  And 
4arry  Lorayne  teaches  them  all  in 
MEMORY  MAKES  MONEY." 

—Dr.  Frank  Field,  WCBS-TY 

"77ic  reference  book  for  memory 
raining  in  business."  — Artie  Lazarus, 
President,  .lamesway  Corporation 


A  Selection  of  the  Book-of4he>Month1 

Fortune  and  Macmillan  Book  Clubs 


"Any  active  trader  must  have  "Harry  Lorayne  gives  you  the 

instant-recall  abilities  for  continued  memory  that  will  enable  you  to  have 

success.  This  is  the  first  book  targeted  knowledge  at  your  fingertips— that  will 

precisely  for  this  point"  multiply  your  worth,  multiply  your  value." 

— George  Gero,  Vice  President.        — Mel  Brooks,  CEO,  Brooksfilms,  Inc. 
Prudential-Bache  Securities 


HARRY 

LORAYNE 

Author  of  The  Memory  Book 

MEMORY 


At  bookstores  now  MTTTE  BROWN  and  COMPANY 


Now  UPS  delivers  for  fei 
or  drachmas  man  our 

At  UPS,  wt  c  changing  the  face  of  the  interna-         And  that  means  delivery  door  to  door  to  evd 
tional  delivery  busi  ness.  Because  we've  expanded       single  address  in  every  country  we  serve'with  no  suit 
our  service  to  all  of  Western  Europe,  the  Pacific  Rim,   charges  for  out-of-the-way  places. 
Australia,  NewZealand  and  Canada.  VCfe'll  see  that  your  UPS  Letters,  Paks  and  pac 

!    1988  I  Inited  Parrel  Service  of  America,  lnc.*Oui  apologies  we  don'i  deliver  to  everyone  in  the  Peoples  Republit  of  China,  just  600  million  people.  Sec  I  IPS  International  Air  Service  Guide  (or .  omplcte  del 


i 

Hong  Kong 

France 


South 


7 


W 


V 


Ginada 


Somewhere  Abroad 


r  francs,  yen 
lipetition. 


ing  that  enables  lis  to  give  you  a  fast  reply  to  your  de 
liver}-  inquiry. 

Again,  we  do  all  this  at  no  added  cost. 
But  what's  truly  remarkable  is  that,  because  of 
our  efficiency,  we  can  do  all  these  things  while 
charging  you  less  than  other  international  delivery 
mow  quickly  through  customs  thanks  to  our    companies.  Which  should  be  very  important 
ftronic  ( Aistoms  Pre -Alert  system  that  informs    to  your  business.  After  all,  a  drachma  saved 
iaisthat  your  packages  are  on  their  way  is  a  drachma  earned. 

(  Kir  Service  also  includes  computerized  track-      ^XeruntlH•ti^htl^stsllipiI^tlH^sllippingklsinoss^^^ 
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SIZING  UP 

THE  HOT  HEADHUHTERS 


Your  thorough  article  on  "The  new 
headhunters"  (Cover  Story,  Feb.  6) 
accurately  reflects  the  power  that  execu- 
tive recruiters  wield  today.  In  the  past, 
executive  search  was  seen  as  the  last 
resort.  The  job  of  recruiting  a  new  com- 
pany president  usually  boiled  down  to  a 
few  phone  calls  between  members  of  the 
board  of  directors  and  their  friends.  To- 
day boards  have  the  security  and  peace 
of  mind  that  a  well-respected  search 
firm  brings  to  a  CEO  selection. 

We  strongly  suggest, 
however,  that  compa- 
nies such  as  RJR  Na- 
bisco Inc.  that  use  exec- 
utive search  keep  that 
information  confidential 
to  avoid  the  morale- 
damaging  firings  that 
many  of  Corporate 
America's  middle  man- 
agers have  borne  in  re- 
cent waves  of  mergers 
and  acquisitions.  While 
executive  search  clearly 
is  a  necessity,  there 
seems  to  be  little  bene- 
fit to  the  company  in 
trumpeting  that  information  publicly. 
0.  William  Battalia,  Dale  Winston 
Battalia  &  Associates  Inc. 
New  York 

Your  article  was  expertly  done,  but  it 
nevertheless  perpetuated  the  myth 
that  successful  searches  are  the  work  of 
singular  individuals  with  extensive  per- 
sonal contacts.  Most  successful  search 
firms  don't  have  "big  names."  What 
they  do  have  are  seasoned  research  spe- 
cialists accomplished  in  marketing,  busi- 
ness analysis,  skills  evaluation,  and  per- 
sonality assessment.  Perhaps  your  new 
headhunters  aren't  new  enough. 

Stanley  Herz,  President 

Stanley  Herz  &  Co. 

Stamford,  Conn. 

While  I  was  pleased  that  you  sin- 
gled out  a  fine  professional  and 
firm,  I  was  saddened  that  so  many  of 
the  heroes  and  heroines  of  the  executive- 


search  consulting  profession  were 
sung.  Namely,  the  80  member  firms 
the  search  industry's  association,  the  1 
sociation  of  Executive  Search  Consi 
tants,  which  adhere  to  a  strict  code 
conduct  and  a  commitment  to  profc 
sional  ethics.  These  quiet  professions 
are  appreciated  by  their  clients  for  the 
reserve  as  well  as  their  results. 

Roger  M.  Keni 

Kenny,  Kindler,  Hunt  &  Ho\ 

New  Yo 


Your  article  implied  that  the  10  fira 
profiled  are  the  major  source  of  k 
executives  in  Corporate  America.  The 
firms  fight  for  the  to 
level  searches  of  CE( 
with  major  corpor 
tions,  but,  as  you  ace 
rately  state,  they  colle 
their  fee  whether  or  n 
they  are  successful 
bringing  a  manager 
their  client.  Statists 
show  that  these  firm 
fill  less  than  40% 
their  assignments, 
spite  of  the  prestig 
and  desirability  of  tl 
positions  being  filled. 

The  real  contributic 
to  the  future  success  < 
Corporate  America  rests  with  the  smai 
er  firms  that  are  industry  specialist 
Our  role  is  to  find  key  operations  sp 
cialists  who  make  the  product^  and  pro 
its  the  CEOs  take  credit  for.  Often  the: 
are  less  desirable  positions,  but  they  ar 
the  ones  usually  responsible  for  the  vis 
bility  of  a  company. 

Our  offices  may  not  be  in  prestigiou 
Manhattan  office  buildings,  but  our  cl 
ents  know  where  to  find  us  when  the 
need  to  fill  a  critical  management  pos 
tion.  More  important,  my  company's  su< 
cess  rate  exceeds  75%  of  all  searche 
conducted  in  our  area  of  specialization- 
printing,  packaging,  and  publishing. 

Richard  Lunney,  Presiden 

Lunney,  Hadden  &  Associate 

Overland  Park,  Kai 


I  am  delighted  to  see  that  of  the  top  l1 
executive  search  firms  you  listed  tc 
day,  six  out  of  10  were  in  the  top  1 
some  16  years  ago  and  have  been  able  to 
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Many  people  insist  on  the  best  of  both  worlds  when  it 
comes  to  financial  services.  They  want  a  bank  that  can 
offer  traditional  excellence,  consistent  service  quality 
and  cast-iron  security.  But  they  also  realize  that  success 
in  today's  global  financial  markets  depends  crucially 
on  an  authoritative  international  presence.  That's  why 
they  bank  with  Credit  Suisse.  Our  solid  Swiss  virtues 
are  regularly  rewarded  with  a  triple-A  rating  from  the 


world's  most  prestigious  rating  agencies.  At  the  same 
time  we  are  also  a  premier  player  in  the  world's  finan- 
cial markets.  Credit  Suisse's  activities  are  closely  co- 
ordinated with  those  of  the  global  investment  banking 
group,  CS  First  Boston  Inc,  in  which  CS  Holding  has  a 
substantial  shareholding.  International  strength  backed 
by  Swiss  tradition  means  that  Credit  Suisse  can  offer 
you  the  best  of  both  worlds. 


We  do  more  to  keep  you 


* 


at  the  top. 


CREDIT  SUISSE 
CS 


■'utii  Atlanta  Bailing  Bogota  Buenoa  Aires  -  Cairo  Calgary  -  Caracas  -  Chicago  •  Ffi  emsey  Hong  Kong  -  Houston  -  Johannesburg  London 

l  os  Angolas  Manama  (Bahrain)    Melbourne   Mexico  City   Miami   Monte  Carlo  -  Montevideo   M  sau  (Bahamas)   New  York   Nuremberg   Osaka   Pans 

Rio  de  Janeiro  •  San  Francisco   Sao  Paulo   Singapore   Stuttgart  ■  I.  •  'oronto   Vancouver 
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"With  Digital, 
}  lelene  Curtis 

not  only  competes 

with  larger 

companies  but 

comes  out  ahead." 


Digital's  A]  I  r;  P  office  infoi 
'nation  network  is  just  what  we  need 
ed  to  compete  with  the  giants  oi  the 
pa  kaged  goods  industry  The  fli ---:it >il 

ity  and  responsiveness  it  provides  is 

key  to  our  success  m  maintaining  a 

leadership  position,  with  the  two  top 

haircare  brands- Finesse"'  and  Suave*"- 

in  America. 

"We  now  have  immediate  access 
to  R&D.  Manufacturing.  Financial 
information.  Digital  integrates  easily 
with  systems  already  in  place.  It  en- 
hances communications  throughout 
the  organization.  Our  people  are  see- 
ing the  benefits  of  faster  turnaround 
and  faster  response.  We're  exploiting 
that  to  our  advantage. 

"As  fast  as  we've  grown,  Digital 
has  kept  right  in  step  with  our  expan- 
sion. Because  of  that,  Digital  will  be 
an  important  part  of  our  future  and 
help  in  meeting  our  next  challenge- 
successfully  competing  with  multi- 
nationals on  a  global  basis." 

The  rewards  of  working  together. 

With  Digital's  office  information  sys- 
tem, you  can  enhance  communications 
throughout  your  entire  organization. 

Today,  with  more  computer 
networks,  in  place  than  anyone  else, 
Digital  gives  you  an  elegantly  simple 
way  for  your  people  to  work  together 
more  productively,  more  creatively, 
more  efficiently,  more  competitivelv. 

To  learn  more,  write  to  Digital 
Equipment  Corporation.  200  Baker 
Avenue,  Concord,  MA  01742-2190. 
Or  call  your  local  Digital  sales  office. 

A  way  to  work  together  like 
never  before.  UlglfA 

has 

• 

it 
now. 
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A  FIDELITY  TAX  SAVING  STRATEGY 


Fidelity's 

Maximum 

Tax-Free  Yields 

Fidelity  Aggressive  Tax-Free  Portfolio 

Aggressive  Tax-Free  Portfolio: 

Seeks  the  maximum  federally  tax-free  yields?  Invests  in 

higher-yielding,  more  volatile  long-term  municipal  securities 

often  favored  by  ambitious  investors. 

Seeks  to  minimize  risk: 

•  by  conducting  independent  credit  analyses  on  these  higher 
yielding,  lower-rated  municipals,  and 

•  by  diversifying  the  portfolio  nationally 

The  fund's  share  price,  yield  and 
total  return  will  fluctuate,  and  you 

may  have  a  gain  or  loss  when  you 
sell  your  shares. 


AGGRESSIVE 
TAX-FREE 


There's  A  Tax-Saving 
Strategy  For  You... 
Fidelity  Can  Help. 

Whatever  your  tax- 
free  investment  objec- 
tives-maximum yields,  high 
current  income  or  stability  of 
principal-Fidelity  has  a  tax-saving 
strategy  for  you.  For  more  complete  infor- 
mation, including  management  fees  and 
expenses,  call  for  a  free  prospectus.  Read  it  carefully  before 
you  invest  or  send  money. 

*A  portion  of  the  fund's  income  may  be  subject  to  the  alternative  minimum  tax. 

Call  toll-free,  24  hours 

1-800-544-6666 


Fidelity  z*J-^  Investments 


CODE:  BW/FAT/022789 


4r 


Fidelity  Distributors  Corporation  (General  Distribution  Agent) 
P.O.  Box  660603.  Dallas.  TX.  "5266-0603 
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enhance  the  strategic  value  of  the  pn 
fession.  Speaking  as  a  strategic  plannii 
facilitator  and  consultant,  it's  about  tin- 
that  top  managements  started  matchin 
their  strategic  organizational  requin 
ments  with  strategic  leadership  profik 
that  insure  survival  and  the  ability  1 
stay  in  business  and  create  value  for  tr 
shareholders. 

Frederick  M.  Linto 

Chairma 

Delta  Group  In 

Newport  Beach,  Cali 

As  a  captive  recruiter,  I  read  yoi 
article  with  interest.  I  am  pleas 
to  see  headhunters  rise  to  such  loft 
advisory  roles.  It  is  always  nice  to  spen 
the  shareholders'  money  on  "advice 
that  supposedly  was  already  paid  for  i 
the  salaries  of  corporate  human-r< 
sources  executives. 

The  real  reason  headhunters  are  ne^ 
is  that  human-resources  executives  ar 
lazy:  They  are  unwilling  to  conduct  exe< 
utive  recruiting  assignments  and  sav 
the  shareholders'  money.  Contrary  t 
your  article,  candidates  prefer  to  de; 
directly  with  the  hiring  authority  rathe 
than  with  overrated  intermediaries 

Leroy  Rasp 

Manage 

Executive  Placemen   > 

Teledyne  In 

Los  Angelej 


m 
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A  'DIRTY  LITTLE  SECRET' 
OF  THE  TAX  REFORM  ACT 


In  "The  strange  case  of  the  missinj 
revenues"  (Economic  Trends,  Jan.  30] 
you  note  a  revenue  loss  resulting  fron 
the  1986  Tax  Reform  Act  that  is  sorm 
$34  billion  greater  than  originally  esti 
mated.  In  so  doing,  you  have  begun  thj 
process  of  bringing  to  light  one  of  thi 
dirty  little  secrets  of  that  legislation. 

Among  the  biggest  losers  in  1986  waj 
the  state  and  local  sector,  which  waj 
denied  the  ability  to  finance  a  number  q 
worthwhile  programs  through  the  issi 
ance  of  tax-exempt  bonds.  As  a  result  o; 
the  legislation,  new  issue  volume  in  th 
tax-exempt  area  plummeted  from  well  ii 
excess  of  $200  billion  in  1985  to  abou 
$100  billion  in  1987.  Congress'  meat-aJ 
approach  to  state  and  local  financinj 
and  the  "missing  revenues'"  dilemma  ai 
closely  related. 

During  the  legislative  process  man; 
special  interests  were  successful  in  prj 
serving  or  enhancing  tax  advantages. 
maintain  the  fiction  of  revenue  neuti 
ity,  the  drafters  needed  vehicles  to 
set  the  revenue  losses  caused  by 
perpetuation  of  tax  breaks.  In  the  fi 
lowing  manner,  tax-exempt  financing 
came  a  favorite  target:  Committee  stai 


14  BUSINESS  WEEK/FEBRUARY  27,  1989 


I  you  want  Co  sec  the  sites,  you've  come 
.to  the  right  place. 
The  Thoroughbred  can  show  you  the  best: 
i  he  site  due  north  of  the  population  center; 
the  one  minutes  from  the  interstate. 

The  smartest  companies  you  know  look  to 
Norfolk  Southerns  Industrial  Development  spe- 
v  lalists  to  find  optimum  sites  and  transportation. 


In  record  time,  and  in  utmost  confidence, 
businesses  get  the  facts  about  communities, 
utilities,  regulations. 

Norfolk  Southerns  scouts  can  look  out  for 
your  best  interests,  and  they're  easy  to  locate. 
Just  call  John  Anderson,  jWP,  Industrial  Devel- 
opment, at  (404)  529-1591.  You'll  see.  Your  com- 
pany couldn't  have  a  better  vantage  point. 
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The  Brother  way: 

straight  and  steady. 
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Electronic  Office  Typewriter  EM-2050/D  Facsimile  Machine  FAX-150 


Laser  Printer  HL-8e 


Dot  Matrix  Printer  M-2518 


For  years  Brother's  advanced  research  and  development  have  given  the  world  outstanding  typewriters, 
laser  printers,  facsimile  machines  and  electronic  typewriters  with  memory  functions.  Today  our  world  is 
widening  into  new  technology  of  the  same  uncompromising  quality  that  makes  the  name  Brother  so  trusted 
everywhere.  Count  on  Brother  for  technology  that  paves  the  way  to  new  horizons  in  office  automation. 
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We're  at  your  side, 
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For  mote  information   TOLL-FREE  :  (1-800)284-2844  and  in  New  Jersey  :  (201)981-0300 
BROTHER   INDUSTRIES,   LTD.    Nagoya,  Japan   BROTHER  INTERNATIONAL  CORPORATION  Vantage  Court  200  Cottontail  Lane  Somerset.  New  Jersey  08875-6714 


n  would  Bingle  out  a  Bector  of  th< 
tempt  markel  ••  g  ,  pollution  control 
Dancing  for  utilities  and  look  to  the 
ilumr  in  that  sector  during  the  years 
mnediately  prior  to  1986.  Extrapolating 
volume  level  from  past  trends,  they 
ould  first  assume  that  the  volume 
ould  continue  for  the  live  year  period 
urered  by  the  estimates  and  then  that 
le  bonds  would  be  purchased  by  inves- 
•rs  in  the  highest  tax  bracket. 
The  revenue  gain  projected  would 
|ga  consist  of  the  assumed  interest  pay- 
ents  on  such  bonds  multiplied  by  the 
ghest  tax  rate. 

This  analysis  was  Hawed  in  two  signif- 
ant  respects.  First  it  totally  ignored 
■e  existence  of  elasticities  and  financ- 
g  alternatives  in  capital  spending  deci- 
i)ns.  Denied  access  to  tax-exempt  fi- 
incing,  many  issuers  choose  to  defer  or 
iiuel  projects  or  to  finance  with 
airces  of  cash  other  than  debt  (taxes  or 
•er  fees  in  the  case  of  governments, 
|iut>,  or  internally  generated  funds  in 
e  case  of  corporate  borrowers).  Sec- 
id,  and  even  more  important,  the  anal- 
is  ignored  that  high  tax  bracket  inves- 
rs  simply  do  not  own  taxable 
vestment  grade  securities.  The  vast 
ajority  of  such  securities  are  held  by 
x-free  or  low  tax  entities  such  as  pen- 
on  funds  or  life  insurance  companies 
ltd  by  foreigners.  The  only  taxable 
ng-term  debt  instruments  held  in 
eaningful  size  by  high  bracket  inves- 
rs  are  federal  government  obligations 
)r  liquidity  and  safety)  and  junk  bonds 
hich  can  offer  a  competitive  after-tax 
turn). 

In  short,  the  projected  volume  did  not 
penalize,  and  the  interest  income  on 
lat  volume  did  occur  was  either  not 
xed  or  taxed  at  very  low  rates.  Thus,  it 
mes  as  little  surprise  to  those  of  us 
oo  were  close  to  the  process  that  much 
the  projected  $40  billion  revenue  ^airi 
Jm  the  tax-exempt  bond  provisions  is 
trangely  missing." 

Robert  A.  Gerard 
New  York 

iRRECTION 


"Siemens  A  plodding  giant  starts  to 
•k  up  speed"  (Information  Processing, 
b  20),  par!  of  the  caption  was  madver- 

uly  omitted  from  the  photographs  on 
18.  It  should  have  identified  rlorst 

mger,  chief  executive  of  Siemens 
•rp..  the  new  subsidiary  formed  to 
inage  U.  S.  operations. 


to  the  Editor  should  be  sent  to  Readers 
oort,  Bu  ''k,  1221  Avenue  ol  tho  Amen- 

..  N.'w  York.  N  Y     10020    Fax    (212)  512-6875. 
l)60,   Intl    499820-1    All  totters   must   In 
■ss  and  daytime  and  evening  tele- 
numbors   Wo  roserve  Ihe  right  l<>  rdit  Mm 
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SEE  THE  WONDERS  OF  EUROPE. 
THEN  BRING  ONE  HOME. 


Combine  your  next  European  trip 
with  the  purchase  of  Scorpio,  the 
German  sedan  that  walked  away 
with  18  major  European  automotive 
awards.  The  Scorpio  European 
Delivery  Program  makes  it  easy.  Your 
car  is  licensed  and  fully  documented 
when  you  arrive-for  you  to  enjoy  on 


the  continent.  When  your  trip  ends, 
just  return  your  Scorpio  to  one  of  19 
locations  in  8  countries,  and  it  will  be 
shipped  directly  to  your  U.S.  dealer. 
Scorpio.  Imported  from  Germany 
for  select  Lincoln-Mercury  dealers. 
For  more  information,  call 
1-800-822-9292. 


SCORPIO 

GERMAN  PERFORMANCE  YOU  CAN  BE  COMFORTABLE  WITH. 


Buckle  up-together  we  can  save  lives 


LINCOLN-MERCURY  DIVISION 


Lower  costs  wean  higher  yields 


WHY  VANGUARD'S 
MONEY  MARKET  YIELDS 
CONSISTENTLY  HIGHER 


You  can  earn  higher  yields— 
without  sacrificing  quality  or  safety 
—with  any  of  Vanguard  Money 
Market  Reserves  portfolios. 

Why?  In  money  market  funds, 
other  things  being  equal,  lower 
costs  mean  higher  yields.  And 
vanguard's  costs  are  among  the 
lowest  in  the  fund  industry. 

For  example,  Reserves'  Prime 
Portfolio's  annual  operating  costs, 
as  a  percentage  of  net  assets,  are 
more  than  one  half  lower  than 
average  money  market  funds 
(0.33%  vs.  0.78%*).  We  pass  along 
the  savings  to  you  in  higher  yields. 

Even  the  minimum  investment 
in  this  no-load  Fund  is  low:  $1 ,000; 
$500forIRAs. 

tippa  I  >ii.  dors'  An.ilvtii.il  I  lata,  Winter  '88. 


Call  1-800-662  SHIP 

Any  Hour,  Any  Day  For  A  Free 

Money  Market  Information  Kit 


r, 


Please  send  me  a  free  Money  Market 
Information  Kit  containing  a  prospec- 
tus with  more  complete  information  on 
advisory  fees,  distribution  charges  and 
other  expenses.  I  will  read  it  carefully 
before  I  invest  or  send  money.  Td  also 
like  information  on: 
□  I  KA(71)     □  Keogh/Pension(70) 

Vanguard  Money  Market  Reserves 
Investor  Information  Dept.  30 

Valley  Forge.  Pennsylvania  19482 

Name 


Address. 

City 

State 


-Zip. 
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How  Fujitsu  helped 

Home  Depot  become 

a  household  name. 


Home  Depot  is  a  discount  retailer 
making  merchandising  history.  Ten  years 
ago  they  didn't  exist.  Today,  their  successful 
style  is  helping  to  shape  the  entire  home 
improvement  industry.  The  company  was 
the  first  to  bring  the  concept  of  warehouse 
retailing  to  the  do-it-yourself"  home  improve- 
ment market  And  one  of  the  first  to  combine 
low  prices  with  superior  customer  service. 
As  a  result,  today  Home  Depot  has  86  giant 
warehouse  stores  across  the  nation  and 
skyrocketing  sales  approaching  $2  billion 

Essential  element 

From  the  beginning,  Home  Depot  rec- 
ognized that  an  essential  element  for  suc- 
cess was  their  point-of-sale  (POS)  system 
This  system  would  allow  them  to  reduce 
inventory  and  merchandising  costs  while 
freeing  employees  to  give  personalized 
attention  to  their  customers.  Because  the 
POS  choice  was  so  critical,  Home  Depot 
studied  a  variety  of  different  systems.  They 
carefully  evaluated  functions,  features,  ease 
of  use,  and -most  importantly- reliability. 
And,  in  the  end,  they  chose  Fujitsu. 

Fujitsu-a  household 
name  in  Japan 

Home  Depot  came  to  us  not  only  for  the 
quality  and  reliability  of  our  POS  systems, 
but  also  for  the  depth,  breadth  and  reputa- 
tion of  our  company  We  are  the  largest 
computer  manufacturer  in  Japan  and  a 


major  developer  of  semiconductors,  micro- 
electronics and  telecommunications  tech- 
nology. We  have  nearly  1 00.000  employees. 
$16  billion  in  annual  sales  and  facilities 
throughout  27  countnes-which  keep  us 
close  to  our  customers. 

Quality  customer  service 

Home  Depot  also  came  to  us  because 
we  share  their  commitment  to  quality  service. 
That  service  was  crucial  to  Home  Depot, 
which  within  just  a  few  years  grew  from  a 
regional  to  a  national  chain,  quickly  becom- 
ing a  household  name.  Fujitsu  was  there 
every  step  of  the  way,  making  sure  that  Home 
Depot's  POS  system  kept  up  with  its  growth, 
and  helping  make  that  growth  possible. 
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Mr  Greg  Hackett  of  Home  Depot  with  Kevin  Murphy 
senior  vice  president  ot  marketing  at  Fu/itsu  Systems 
of  America  (FSA)  FSA  markets  point-of-sale  (POS) 
systems,  automated  teller  machines  (ATMs)  and 
handheld  computer  systems  For  information  call 
(619)481-4004 


FUJITSU 


The  global  computer  &  communications  company. 


ONE  UP  ON  WALL  STREET:  HOW  TO  USE  WHAT  YOU 
ALREADY  KNOW  TO  MAKE  MONEY  IN  THE  MARKET 

By  Peter  Lynch  with  John  Rothchild 
Simon  &  Schuster  •   318pp  •   $19.95 

A  DOWN-HOME  APPROACH 
TO  SAVVY  INVESTING 


For  my  10th  birthday,  one  of  my 
favorite  aunts  gave  me  one  share 
of  stock — and  the  opportunity  to 
make  my  first  stock  pick.  I  was  given 
the  choice  of  Consolidated  Edison  or 
AT&T.  I  picked  Con  Ed.  I  noted  that  my 
apartment  had  many  light  bulbs  but 
only  one  phone.  I  also  reasoned  that 
while  one  can  have  electricity  and  no 
phone,  it  is  unlikely  anyone  would  have 
a  phone  and  no  electricity. 

Unknowingly,  I  had  followed  one  of 
the  rules  of  investing  advanced  by 
famed  money  manager  Peter  Lynch: 
"Take  advantage  of  what  you  already 
know."  That  may  sound,  well,  childishly 
obvious.  But  then  again,  much  of  what 
appears  in  the  Bible  also  is  self-evident. 
The  trick  is  to  live  by  it — to  not  covet 
thy  neighbor's  wife;  to  not  buy  sinfully 
overvalued  stocks.  The  epitome  of  the 
latter  is  described  by  Lynch  as  "the  hot- 
test stock  in  the  hottest  industry,  the 
one  that  gets  the  most  favorable  publici- 
ty, the  one  that  every  investor  hears 
about  in  the  car  pool  or  on  the  commuter 
train — and  succumbing  to  the  social 
pressure,  often  buys."  And  so  there  is  a 
great  deal  of  very  stupid  investing, 
much  as  there  is  wife-coveting  galore. 

There  would  be  a  lot  less  boneheaded 
stock-picking,  I  suspect,  if  people  would 
read  One  Up  on  Wall  Street.  Lynch 
runs  the  $9  billion  Fidelity  Magellan  mu- 
tual fund,  whose  1,400  stocks  make  it 
the  nation's  largest  and  whose  long-term 
performance  is  among  the  best  on  rec- 
ord. Along  with  Warren  Buffett,  chair- 
man of  Berkshire  Hathaway,  Lynch  is  a 
prominent  practitioner  of  the  common- 
sense  virtues  of  value  investing — select- 
ing stocks  believing  that  they  are  worth 
more  than  their  price  and  that  the  mar- 
ket will  someday  recognize  that. 

While  Lynch  is  not  exactly  a  recluse 
and  his  market  acumen  has  been  amply 
explored  by  various  financial  publica- 
tions, One  Up  is  a  neat  and  valuable 
encapsulation  of  his  investment  philoso- 
phy. This  sensible  and  persuasive  book 
is  one  of  the  best  investment  guides  for 
the  masses  to  hit  the  bookstores  in  mem- 
ory. I  presume  that  its  felicitous  style  is 
the  work  of  collaborator  John  Rothchild, 
author  of  last  year's  amusing  invest- 
ment odyssey,  A  Fool  and  His  Monet). 

Perhaps  this  book  should  have  been 
titled  A   Genius  and  His  Money,  but 


there's  nothing  especially  arcane  about 
the  advice  Lynch  dispenses.  On  the  con- 
trary, he  argues  convincingly  that  the 
average  person  has  an  edge  over  institu- 
tions in  picking  stocks.  His  most  valu- 
able advice  is  that  amateurs  shouldn't 
ape  the  picks  of  market  mavens  such  as 
himself  but  rather  invest  in  companies 
with  which  they  are  personally  familiar. 
He  calls   this   "the   power  of  common 


as  computer  disk-drive  makers.  Lynch 
also  a  fan  of  companies  that  carry  o 
disagreeable  services — a  funeral  ho 
chain,  for  example.  Such  traits  tend 
repel  professional  investors — "oxymt 
ons,"  as  he  mischievously  calls  them 
a  company  with  terrific  earnings  and 
strong  balance  sheet  also  does  d 
things,  it  gives  you  a  lot  of  time  to  pi 
chase  the  stock  at  a  discount,"  Lyn 
reasons.  "Then  when  it  becomes  tren 
and  overpriced,  you  can  sell  your  shar 
to  the  trend  followers." 

Sound  stuff.  My  only  quibble  is  th 
the  book  sometimes  skimps  on  deta 
For  example,  Lynch  says  that  a  stocl< 
price-earnings  ratio  should  not  exceed  i 
annual  growth  rate,  but  he  doesn't  spe 
fy  how  many  years  one  should  take  in 
account  in  computing  the  growth  rate 


A 
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LYNCH  MANAGES  THE  FIDELITY  MAGELLAN  FUND,  BUT  HIS  BOOK  DOESN'T  HYPE  MUTUAL  FUNDS 


knowledge."  Lynch  cites  as  an  example 
one  of  his  most  successful  picks,  Hanes, 
to  which  he  was  alerted  by  his  wife,  a 
fan  of  Hanes's  L'Eggs  hosiery. 

From  homey  anecdotes  like  that, 
Lynch  moves  gracefully  into  technical 
concepts  and  industry  lingo,  including 
the  elusive  tenbagger — the  stock  that  in- 
creases in  value  10  times.  He  rails 
against  corporate  "diworseifications" 
and  argues  for  investment  in  corporate 
spinoffs  and  in  outfits  with  uncomplicat- 
ed products  and  ordinary  names,  such  as 
Crown  Cork  &  Seal,  which  rose  in  value 
280  times  over  30  years. 

That  company  excites  Lynch  not 'only 
because  of  its  pedestrian  moniker  ("ridic- 
ulous" names  set  his  pulse  racing,  too) 
but  also  because  its  factories  churn  out 
cans  and  bottle  caps.  He  seeks  out  man- 
ufacturers of  such  boring  and  easy-to- 
understand  products  instead  of  more 
glamorous  but  shaky  investments  such 


Some  readers  may  find  it  ironic  thi 
although  Lynch  makes  a  few  gener 
comments  about  mutual  funds,  his  boc 
amounts  to  a  convincing  argument 
buying  individual  stocks  instead  of  dive 
sified  (or  perhaps  I  should  say  "diwora 
ified")  mutual  funds  such  as  Fideli 
Magellan.  The  humongous  size 
Lynch's  fund  guarantees  that  it  won't 
a  tenbagger  any  time  soon. 

I  admire  Lynch's  honesty  in  writini 
book  that  goes  so  much  against  his  a 
porate    interests — in    contrast    to,    sa 
Charles  Schwab's  How  to  Be  Your  On 
Stockbroker,  which  was  a  not-too-sub 
extended  advertisement  for  the  discou 
brokerage.  While  the  Schwab  book  w 
swiftly    forgotten.    One    Up    on    Wl 
Street  should  endure.  It's  a  tenbagge 
BY  GARY  WEIS 
Markets  &  Investments  Editor  Weiss  I 
owns  his   Con   Ed  stock,    which   has  sf 
twice,  to  four  shares. 
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J>m    A  member  ol  MITSUBISHI  C<V 


^C   ^C         You'd  think 

B  flB   Mitsubishi  Kasci  would 
^^  ^^^  be  a  well-known  name. 

liter  all,  we  have  19,000  employees 
around  the  world.  We  make  more 
than  20,000  products.  And  our 
animal  sales  are  over  US$8  billion. 

However,  despite  all  that,  we're 
Still  not  very  well  known.  In  fact, 
most  people  aren't  even  sure  how  to 
pronounce  our  name.  It's  KAH-SAY, 
which  is  derived  from  classical 
Oriental  philosophy  and  represents 
Ithe  harmony  that  unites  all  life.  Our 
corporate  symbol  is  derived  from  the 
shape  of  a  drop  of  water.  Water  is  the 
.source  of  life  on  earth. 

For  55  years,  we've  been  known 
is  a  major  chemical  company.  Until 
jtst  year  our  name  was  Mitsubishi 
Chemical  Industries  Limited. 


Without  question,  chemistry  is 
still  oui  strength    As  ol  late,  however, 
we've  embarked  on  a  wide-scale 

diversification  program. 

Today,  our  research  and  develop- 
ment division  -  the  largest  ol  any 
Japanese  chemical  company  -   is 
hard  at  work  redefining  the  para- 
meters of  biotechnology  and  pharma- 
ceuticals. Information  and  elec- 
tronics. And  new  materials. 

You'll  find  us  with  our  sleeves 
rolled  up  in  America,  too.  Kasei  Vir- 
ginia Corporation  will  soon  begin 
producing  organic  photoconductors 
in  Chesapeake,  Virginia.  The  90-acre 
plant  will  eventually  employ  some 
500  people. 

And  Kasei  Memory  Products  Inc. 
will  soon  begin  producing  micro 
floppy  disks,  also  in  Chesapeake.  Our 


other  I    S  Operations  are  in  New  Jer- 
sey, Missouri,  Illinois  and  Alabama 
Mitsubishi  Kasei  Corporation  is 

on  the  move.  We're  building  new 
plants,  new  partnerships.  Entering 
new  markets.  Creating  new  tech- 
nologies, new  products.  And  finding 
a  host  of  ways  to  contribute  to  the 
betterment  of  society. 

Now  that  you've  read  this  much 
about  us,  you  might  want  to  go  one 
step  further.  Learn  the  true  breadth 
of  our  technologies  and  the  full  scope 
of  our  capabilities.  Call  or  write  for 
more  information:  Mitsubishi  Kasei 
America,  Inc.,  81  Main  Street 
(Suite  401),  White  Plains,  N.Y.  10601. 
Telephone:  914-761-9450.  Facsimile: 
914-681-0760.  Or  contact  a 
Mitsubishi  Kasei  Corpo- 
ration representative. 
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A  few  words  from 


III 


's  largest  integrated 
chemical  company. 


MITSUBISHI 
KASEI 
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Fay  Schroeder  had  a  problem.  She  needed 
a  quality  office  system  for  the  loan  opera- 
tions area  at  First  Commerce  Corporations 
lead  bank  in  New  Orleans.  But  aesthetics 
were  going  head  to  head  with  economics. 

"We  needed  a  comfortable  and  produc- 
tive working  environment''  she  says.  "We 
certainly  wanted  it  to  look  nice.  But  since 
it's  a  back  office  area,  we  didn't  want  to 
spend  a  lot  of  dollars  on  it." 

As  First  Commerce's  staff  designer  in 
charge  of  interior  planning,  Fay  evaluated 


several  competitive  products. 

Her  local  Steelcase   rep  suggested 
Movable  Walls. 

"I'll  be  real  honest','  says  Fay.  "I'd  always 
heard— especially  from  their  competition - 
that  Movable  Walls  was  the  pits.  A  produc 
used  only  in  inexpensive,  governmental 
applications.  I  believed  them.  I  was  con- 
vinced that  people  who  specified  Movables 
Walls  were  embarrassed  to  admit  it. 

"Well,  I  was  wrong . . . 

"Movable  Walls  is  tough  and  durable.  It's 


ami 
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True  confessions. 


Imple  to  configure,  has  good  wiring  and 
tabling.  And  flexibility.  I  was  impressed 
vith  the  choice  of  surface  materials. 

"Working  with  these  options,  I  designed 
;verything  from  data-entry  to  management- 
evel  workstations  — without  a  big  price  tag. 

"I'm  sold  on  Movable  Walls." 

Fay  is  not  alone.  Market  researchvindi- 
:ates  that  over  the  past  two  years  Movaisje 
Vails  has  become  one  of  the  most  sought 
titer  systems  in  the  U.S. 

Respected  at  last. 
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conomic  Viewpoint 


WHY  BUSH'S 

S&L  BAILOUT  IS 

FUNDAMENTALLY 

FLAWED 


BY  ROBERT  KUTTNER 


Instead  of  permitting 

business-as-usual  with  a 

huge  gift  of  federal  dollars, 

Congress  should  either  shut 

down  the  thrifts  or 

return  them  to 

their  original  purpose: 

Encouraging  homeownership 


ROBERT  KUTTNER  IS  ECONOMICS 

CORRESPONDENT  FOR  THE  NI7W  REPUBLIC 

AND  AUTHOR  OF  THE  LIFE  OF  THE  PARTY 


Outside  the  Federal  Trade  Com- 
mission building  in  Washington 
stands  a  splendid  piece  of  New 
Deal  statuary  in  which  a  sinewy  man  is 
reining  in  a  wild  horse,  bending  the 
beast  to  human  purposes.  The  beast  is, 
of  course,  commerce.  Somehow,  this 
statue  withstood  the  Reagan  Presidency 
and  was  not  altered  to  the  more  contem- 
porary symbol  of  a  deregulated  animal 
dragging  the  helpless  rider  down  Consti- 
tution Avenue. 

Notwithstanding  the  gentler  hand  of 
George  Bush,  the  Republican  Adminis- 
tration, like  the  Bourbon  monarchy, 
seems  to  have  learned  nothing  and  for- 
gotten nothing.  Consider  the  savings 
and  loan  bailout.  The  Administration 
plan  would  pump  in  $126.2  billion  to  mop 
up  the  mess  and  move  S&L  supervision  to 
the  Treasury.  Despite  some  thrift  indus- 
try grumbling  about  tighter  regulation 
and  the  proposed  loss  of  the  docile  Fed- 
eral Home  Loan  Bank  Board,  the  plan  is 
largely  what  industry  likes  best:  busi- 
ness-as-usual plus  a  government  bailout. 
interest  wars.  Some  history:  Working- 
men's  building-and-loan  societies  began 
in  the  19th  century  to  promote  savings 
and  finance  home  mortgages.  In  the 
1930s  the  federal  government  added  a 
regulatory  schema:  a  home  loan  bank 
system  to  assure  liquidity,  a  secondary 
mortgage  market,  and  deposit  insurance. 
Under  this  scheme,  housing  was  deemed 
a  preferential  use  of  credit.  In  exchange 
for  the  guarantee  of  deposit  insurance, 
interest  rates  on  savings  were  limited, 
which  held  down  the  cost  of  mortgages. 
In  a  sense,  small  savers  subsidized  bor- 
rowers, but  homeownership  dramatically 
increased. 

In  the  inflationary  1970s,  thrift  institu- 
tions got  caught  between  fixed-rate 
mortgages  and  rising  interest  rates.  The 
first  wave  of  deregulation  compounded 
the  problem  by  allowing  money  market 
mutual  funds  to  compete  for  the  small 
saver's  dollar  and  by  uncapping  interest 
rates.  This  set  off  a  competition  among 
financial  institutions  to  offer  ever-higher 
interest  rates  for  depositors,  which  only 
intensified  the  squeeze.  As  late  as  1981, 
however,  when  inflation  subsided,  the  in- 
dustry was  mostly  solvent. 

The  deregulatory  orgy  of  the  1980s 
gave  the  industry  vastly  more  freedom 
on  both  sides  of  the  ledger.  On  the  asset 
side,  s&ls  could  invest  in  everything 
from  fast-food  joints  to  junk  bonds.  Con- 
flict-of-interest strictures  were  re- 
duced— in  an  industry  where  the  use  of 
S&L  funds  to  finance  one's  own  extracur- 
ricular deals  was  already  a  chronic  temp- 
tation. On  the  liability  side,  S&Ls  were 
permitted  to  offer  above-market  interest 
rates  to  attract  brokered  money,  which 
could  disappear  if  a  competitor  offered 


higher  yields.  This  brokering  systen 
permitted  tiny,  obscure  S&Ls  to  become 
billion-dollar  rollers  overnight.  Typically, 
the  shakiest  institutions  were  the  most 
dependent  on  costly  brokered  money, 
which  in  turn  required  highly  specula- 
tive investments. 

Logically,  enterprise  demands  either 
the  discipline  of  the  marketplace,  in 
which  losers  suffer  consequences,  or  the 
discipline  of  regulation.  The  S&Ls  of  the 
1980s  mutated  into  the  most  lethal  com- 
bination of  all:  entrepreneurship  without 
risk.  Regulation  evaporated,  but  deposi- 
tory insurance  lingered  on.  The  Adminis 
tration  plan  ducks  this  underlying  con- 
tradiction and  leaves  the  dubious 
structure  of  the  industry  largely  intact. 

Instead  of  giving  a  bigger  blank  check 
to  a  system  whose  logic  has  already 
been  fatally  compromised,  the  govern- 
ment should  move  in  one  of  two  direc- 
tions. Either  Congress  should  conclude 
that  thrift  institutions  are  anachronistic 
in  an  age  of  nationwide  mortgage  bank- 
ing, make  depositors  whole,  and  shut  the 
S&L  system  down — or  Congress  should 
restore  thrift  institutions  to  their  origi- 
nal purpose  of  providing  a  haven  for 
small  savers  and  mortgages  to  modest 
home  buyers.  That  brand  of  S&L  has  no 
need  for  million-dollar  executives,  byzan- 
tine  deals,  or  brokered  funds. 

Although  the  visible  policy  debate  is  a 
typical,   inside-the-Beltway  affair,   some 
outsider  ideas  merit  attention.  Richard 
Ravitch,  a  developer  thinking  of  running 
for  mayor  of  New  York,  argues  that 
since  thrift  deposits  enjoy  government 
guarantees,  their  interest  rates  should 
be  limited  to  a  slight  premium  over  Trea- 
sury rates.  That  would  cut  s&L  costs  ol 
funds.  Savers  who  wanted  to  forgo  de- 
posit insurance  would  be  free  to  pursue 
riskier  investments  elsewhere. 
fiscally  insane?  Another  proposa 
comes   from  a  coalition  of  grass-roots 
groups    led   by   ACORN   (Association   of 
Community   Organizations    for    Reform 
Now)  and  Citizen  Action.  They  suggest 
that  before  S&Ls  get  a  $126  billion  bail- 
out, they  should  rededicate  themselves 
to    their   original    purpose — housing 
Moreover,    says    this    coalition,    rathe! 
than  soaking  all  taxpayers,  the  bailou 
should  be  borne  by  the  people  who  bene 
fited  from  the  climate  of  high  interes 
rates  and  deregulation.  Good  idea. 

Imagine  if  George  Bush  had  propose 
$126  billion  worth  of  new  outlays  on  res 
problems,  such  as  health  or  homelesi 
ness  or  child  care.  He  would  be  pre 
nounced  fiscally  insane.  But  because  the 
supplicant  is  a  major  financial  industry, 
there  is  surprisingly  little  budgetary  out- 
cry. Before  we  bail  out  the  s&l.s,  we 
should  take  care  to  get  $126  billioj 
worth  of  benefits. 
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ECONOMIC  VIEWF 


There's  only  one  w.ty  to  bet  ome  .i 
major  player  in  acquisition  flnant  Ing 
Performance,  across  the  board  In 
every  facet  of  every  deal 

Ask  First  Chicago  to  respond,  and 
we  move  When  Tonka  wanted 
to  acquire  Kenner /Parker  Toys  on  an 
ambitious  timetable,  we  secured 
$625  million  in  bank  financing  In  h  55 
than  a  week  Tonka  made  its  tender 
off er  four  days  later 


Ask  us  tor  industry  expertise  and 

we  deliver  Weve  built  ( .ipit.il  Strut 
tures  and  provided  flnant  Ing  for 
some  of  the  top  us  companies  In 
more  than  a  dozen  specialized  Indus 
tries    from  communir  .it ions  and  real 
estate  to  energy  and  transportation 
Look  to  us  for  a  commitment,  and 
we  get  it  For  Kroger s  restructuring, 
management  needed  a  commitment 
in  five  days  They  got  it  We  coagented 


and  syndicated  a  I J  6  iniiion  flnant 
Ing  tor  .i  successful  recapitalization 

in  transaction  structuring  v. 
second  to  none  Ourarriui'.ition 
finance  teams  are  compn'-<  ,fi  of  rela- 
tionship, product  and  syndications 
professionals  dedicated  to  delivering 
sound,  salable  deals  Time  after  time 

We  ve  got  a  long  list  of  tough, 
successful  deals  Which  is  to  say,  we 
belong  on  your  short  list 


IN  CHICAGO,  WE'VE  ALWAYS  HAD 

A  CERTAIN  TALENT 
FOR  COLLECTING  TOMBSTONES. 


Performance  has  always  been  a  Chicago  tradition. 

FIRST  CHICAGO 
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Once  agaiil 

revolutionizini 


From  your  desktop  terminal, 

send  a  message  to 
any  telex  machine  anywhere. 


From  your  desk,  send  a  message 
to  any  fax  machine  anywhere. 


Western  Union's  Of  fice  Access! 
The  link  that's  been  missing  in  business  communications. 

Fax.  Overnight  Mail.  Telex.  The  need  for  rapid  business 
communications  has  been  growing  at  enormous  rates. 

The  tools  for  creating  business  documents  have  taken  giant 
strides  forward,  too.  Office  automation.  Personal  computers. 


Computer-based  office  systems. 

But  how  can  you  eliminate  time  wasted  at  the  fax  machinefe^ 
How  can  you  insure  confidentiality  when  distributing  imports  i^ 
documents?  How  can  you  avoid  the  inconvenience  of  scheduled  *  ^ 
pickup  times  for  urgent  overnight  correspondence?  .. 

The  answer  is  Western  Union's  OfficeAccess,  the  link  that  m. 
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le  Union  is 
le  workplace. 
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Send  a  Mailgram" 

directly  from  the  terminal  where 
you  compose  the  message. 


Without  adding  equipment, 

expand  your  electronic  mail  system 

to  include  your  field  offices, 

suppliers  and  customers. 


ur  office  system  to  our  comprehensive  electronic  mail 
.  It  enables  you  to  distribute  one  copy  or  hundreds  within 
)mpany  or  around  the  world  without  leaving  your  desk. 
)\v  from  any  terminal  in  your  office,  you  can  reach  your  field 
(j ,  suppliers,  customers  and  the  general  public  through  elec- 
mail,  fax,  telex  or  Western  Union's  Priority  Mail  Services'" 

WESTERN 
UNION 


It  even  provides  access  to  the  worlds  largest  collection  of  data 
bases  through  Western  Union's  Information  and  News  Services. 
Whether  you're  using  IBM,  DEC ,  Wang,  Apple  or  almost  any- 
other  kind  of  system,  OfficeAccess  can  give  you  a  smarter,  more 
efficient,  more  productive  workplace.  So,  call  Western  Union  at 
1-800-247-1373,  Dept.  140.  And  start  a  revolution  in  your  office. 

OFFICE 


the  way  to  become  itell  coimeetetl 
in  the  business  world 
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conomic  irenas 


BY  GENE  KORETZ 


A  DISTURBING  DECLINE 

IN  BLACK 

LIFE  EXPECTANCY 


Just  as  a  drop  in  the  life  expectancy  of 
Soviet  citizens  in  the  1970s  has  often 
been  cited  as  a  sign  of  Russian  economic 
problems,  the  steady  increase  in  life  ex- 
pectancy among  U.  S.  blacks  has  long 
been  regarded  as  a  hallmark  of  their 
progress.  Now,  however,  the  National 
Center  for  Health  Statistics  reports  that 
life  expectancy  at  birth  for  blacks  de- 
clined in  1986  for  the  second  year  in  a 
row — even  as  life  expectancy  among 
U.  S.  whites  hit  a  new  record. 

The  two-year  decline  is  unprecedented 
in  the  annals  of  vital  statistics,  particu- 
larly since  it  reverses  the  historic  trend 
toward  racial  convergence  in  such  health 
data.  From  1970  to  1984,  for  example, 
the  difference  between  white  and  black 
life  expectancy  narrowed  from  7.6  years 
to  5.6  years.  But  by  1986  the  gap  was 
back  up  to  6  years,  as  white  life  expec- 
tancy advanced  to  75.4  years  and  black 
expectancy  slipped  to  69.4  years. 

Many  experts  believe  that  this  rever- 
sal is  related  to  the  socioeconomic  prob- 
lems of  the  urban  black  underclass,  par- 
ticularly poverty,  crime,  drug  use,  and 
high  infant  mortality.  Three  of  the  in- 
creasing causes  of  death  among  blacks, 
for  example,  are  AIDS,  homicide,  and 
pneumonia,  an  illness  often  associated 
with  aids,  which  itself  is  associated  with 
drug  use.  Demographer  Everett  S.  Lee 
of  the  University  of  Georgia  cites  in- 
creasing violence  among  blacks,  particu- 
larly homicides  and  suicides  among 
young  black  males.  "Our  studies,"  he 
says,  "show  a  close  historic  relationship 
between  such  statistics  and  the  economic 
conditions  of  the  black  population." 


GERMANY'S  TRADE 
SURPLUS  IS  RAISING 
EUROPEAN  HACKLES 


Those  U.  S.  officials  who  have  been 
pressuring  West  Germany  to  stimu- 
late its  domestic  economy  are  about  to 
get  some  heated  support  from  an  unex- 
pected quarter — Germany's  European 
neighbors.  Boosted  by  European  de- 
mand for  its  capital  goods,  Germany's 
huge  trade  surplus  will  rise  from  last 
year's  record  $68  billion  to  $76  billion 
this  year,  predicts  economist  Mushtaq 
Shah  of  UBS  Phillips  &  Drew  in  London. 
Although  Germany's  trade  surplus 
with  the  U.  S.  declined  by  32%  last  year, 


it  soared  by  30%  with  the  rest  of  Europe. 
Yet  the  Europeans  are  unlikely  to  press 
for  a  revaluation  of  the  mark  to  rectify 
the  situation.  For  one  thing,  Britain, 
France,  and  Italy  are  currently  enjoying 
capital-investment  booms  and  have  be- 
come hooked  on  high-quality  German 
machinery.  They  know  that  a  more  ex- 
pensive mark  would  simply  mean  higher 
import  prices. 

Instead,  the  French  in  particular  are 
already  urging  Bonn  to  stimulate  domes- 
tic demand  so  that  they  can  at  least 
boost  their  exports  to  Germany.  France 
and  other  nations  fear  that  current  Ger- 
man fiscal  and  monetary  restraint  could 
cut  the  growth  of  German  imports  in 
half.  The  issue  is  likely  to  come  to  a 
head  later  this  year,  when  a  European 
economic  slowdown  is  expected  to  make 
large  trade  deficits  an  even  heavier  bur- 
den for  many  European  countries. 

By  Blanca  Riemer  in  Paris 


INTEREST  EARNINGS 
DON'T  REALLY  FATTEN 
CONSUMERS'  WALLETS 


Despite  the  sharp,  2 Vi -percentage- 
point  rise  in  short-term  interest 
rates  since  last  spring,  consumer  spend- 
ing has  remained  surprisingly  buoyant. 
Indeed,  some  observers  claim  that  finan- 
cial deregulation  has  so  insulated  house- 
holds from  the  impact  of  monetary  re- 
straint that  rates  will  have  to  hit 
draconian  levels  to  slow  consumption. 

One  often-cited  explanation  is  that  the 
household  sector  is  a  net  lender  to  the 
rest  of  the  economy,  so  that  a  jump  in 
rates  boosts  consumers'  incomes  far 
more  than  it  raises  their  debt-service  ob- 
ligations. Surging  interest  receipts,  for 
example,  accounted  for  30%  of  the 
growth  in  household  disposable  income 
in  the  final  nine  months  of  last  year. 

Economist  Stephen  Roach  of  Morgan 
Stanley  &  Co.  argues,  however,  that 
"the  support  that  interest  income  pro- 
vides to  consumption  has  been  consider- 
ably exaggerated  in  recent  years."  And 
the  reason  is  not  only  that  much  interest 
income  tends  to  be  saved  but  that  a 
large  fraction  of  such  income  reported 
by  the  government  is  not  even  potential- 
ly available  for  spending. 

Roach  notes  that  a  surprising  share  of 
interest  earnings  is  what  government 
statisticians  refer  to  as  "imputed,"'  or 
noncash,  income.  Last  year,  for  example, 
some  $141  billion,  or  24%  of  overall  per- 
sonal interest  income,  represented  re- 
turns on  holdings  in  pension  funds  and 
insurance  policies.  And  an  additional 
16%,  or  $91  billion,  was  the  value  attrib- 
uted to  services  like  investment  advice, 


newsletters,  and  checking  privileges  pn 
vided  without  charge  by  banks,  cred 
agencies,  and  investment  houses. 

What's  more,  the  portion  of  househol 
interest  income  represented  by  such  noi 
cash  earnings  has  been  growing  rapi( 
ly — from  30%  early  in  the  decade  to  40! 
last  year  (chart).  Thus,  only  60% 
household  interest  income  actually  au£ 
mented  consumer  cash  flow  in  1988.  An 


INTEREST  INCOME: 
MUCH  OF  IT  CAN'T  BE  SPENT 


600- 


500- 


400- 


PERSONAL  INTEREST  INCOME 

»-CASH  COMPONENT 
■■NONCASH  COMPONENTS* 


▲  BILLIONS  OF  DOLLARS 

•INCLUDES  INTEREST  EARNED  BY  PENSION  FUNDS  AND  INSURANCE  POLICIES 
DATA:  COMMERCE  DEPT,  MORGAN  STANLEY  &  CO. 


by  Roach's  calculation,  such  cash-basei 
interest  receipts  exceeded  total  house 
hold  interest  payments  last  year  by  jus 
$12  billion  more  than  in  1987 — an  in 
crease  equivalent  to  a  mere  45%  of  tb 
1988  rise  in  disposable  income. 

Concludes  Roach:  "The  rise  in  interes 
rates  will  not  boost  consumer  incomei 
enough  to  offset  its  negative  effect  oi 
purchasing  power  in  the  months  ahead.' 


WHY  LEADING 
INDICATORS  MAY  LEAD 
ECONOMISTS  ASTRAY 


As  some  observers  see  it,  the  modes 
2%  rise  in  the  index  of  leading  indi  ^ 
cators  last  year  (the  smallest  gain 
four   years)   can   only   portend   slowei 
growth   ahead.    Wall    Street   economis 
Howard  Sharpe  disagrees,  however.  H( 
notes  that  6  of  the  indicators  in  the  11 
component  index  tend  to  level  off  whei 
the  economy  is  growing  rapidly  and  is  a 
a  high  operating  rate.  That's  becaus< 
some,  such  as  the  institutionalized  40 
hour  work   week,   have   built-in   limits 
while  others,  such  as  prices  and  credit 
must  continually  accelerate  to  make  pos 
itive  contributions  to  the  leading  index. 
"Excluding  such   closed-end  indica 
tors,"  says  Sharpe,  "the  leading  inde 
rose  4.4%  last  year,  suggesting  that 
slowdown  is  still  nowhere  in  sight." 
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ECONOMIC  TREN 


Does  \bur  Money 

Work  as  Hard  as 

You  Do? 


You  work  hard  for  your  money. 
But  is  your  money  working  as 
hard  as  it  should? 
The  Strong  Money  Market  Fund 

gives  you  Strong  yields  and  money 
market  safety,  plus: 

•  Free  check  writing 

•  Low  $1,000  minimum 

•  No  sales  charges 

•  No  redemption  penalties 

•  24-hour  service 

Put  the  Strong  Money  Market 
Fund  to  work  for  your  savings  or 
excess  cash.  Call  or  write  today! 


Strong  Money 
Market  Fund 


9.00% 

Effective  yield* 

8.63% 

Current  yield* 


1 800  368-3863  call  24  hours! 


MAKE  YOOK  IRA  STR0AyG, 


For  more  complete  information,  including 
charges  and  expenses,  call  or  write  for  a  tree 
prospectus.  Please  read  it  carefully  before  you 
invest  or  send  money.  Of  course,  past  perfor- 
mance does  not  guarantee  future  results,  and 
your  yield  will  vary. 

1  am  also  interested  in: 

ik\s 

Pension  or  Profit  Sharing  Plans 

iiw  i  I7O0 


name 


address 


city 


state 


ap 


Strong  Money  Market  Fund 

P.O.  Box  2920,  Milwaukee,  \\  1 53201 


STRONG 


Current  yield  is  determined  b)  annualizing  the  I  und's  net  investment  income  foi  Ihe  seven  days  ended  I  19  89  rhe  effective  yield  assumes  reinvestment 
>i  all  dividends 


ntwwninuiiiHiii 


HOST  OF  WHAT 
WE  HAD  TO  SAY 

ABOUT  BUSINESS 
THIS  MORNING  VIA 
UNPRINTABLE. 


THE  MORNING  TIMES  -    4 

Sign  Oow.  Otpar 

On  Afghan  Pullout     —'-    Sag  Under 
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NATION'S  BUSINESS  TODAY®  ON  ESPN® 
WITH  THE  LATE-BREAKING  STORIES  THAT 
MORNING  PAPERS  JUST  CANT  COVER, 
WE  GIVE  YOU  A  COMPETITIVE  EDGE. 

The  business  world  is  still  up  after  most  newspapers  have 
been  put  to  bed.  So  a  lot  of  what  happens  overnight  catches 
them  napping.  And  if  you're  not  careful,  it  might  catch 
you  too. 

Which  is  why  you  should  wake  up  with  "Nation's 
Business  Today"  on  ESPN. 

Starting  every  weekday  at  6:30  AM  (ET),  "Nation's 
Business  Today"  brings  you  two  hours  of  up-to-the-minute 
business  news.  Broadcast  live  from  the  nation's  capital. 

We  cover  all  the  latest  financial  and  economic  develop- 
ments across  America  and  around  the  world.  In  a  consis- 
tent feature  format  that 
makes  it  easy  to  find  the 
information  most  critical 
to  your  own  business. 
We  also  provide 
interviews  with  today's 
business  leaders.  Special 
reports  on  small  business, 
technology,  international 
trade,  investment  oppor- 
tunities and  the  movers 

1988  ESPN.  Inc 


Daily  News  Schedule 


(All  Times  Eastern) 

Top  Business  News 

Financial  News 

Small  Business  News      6:40    7:10    7:40   8:10 

Special  Business 


1st  2nd     3rd     4th 

'fehr  'fehr  'fehr  'fehr 

6:30  7:00   7:30   8:00 

6:35  7:05   7:35   8:05 


Features 
CEO  Close-Ups 
Internat'l  Business  Line 


6:50  7:50 

7:15  8:15 

7:25 


and  shakers  on 
Capitol  Hill.  And 
even  weather  fore- 
casts for  business 
travelers. 

With  their  own 
unique  blend  of 
insight  and  analy- 
sis, our  anchors 
will  give  you  an 
insider's  perspec- 
tive on  where  the  business  world  is  heading.  Carl  Grant  is 
an  award-winning  anchorman  and  investigative  reporter  as 
well  as  a  nationally  renowned  business  and  government 
expert.  Meryl  Comer  is  an  Emmy  Award-winning  producer 
and  journalist.  Together,  they  bring  more  than  40  years  of 
solid  business  news  expertise  to  ESPN.  But  it  should  come 
as  no  surprise  that  a  network  so  acclaimed  for  covering 
tough  competitors  at  play  would  be  equally  good  at  cover- 
ing them  at  work. 

"Nation's. Business  Today"  on  ESPN.  Just  listen  to 
what  our  experts 
have  to  say  about 
the  day's  business. 
And  hear  the  kinds 
of  things  that  the 
morning  papers 
find  unprintable. 
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).K.— NOW  YOU  CAN  REALLY  START 
fO  WORRY  ABOUT  INFLATION 


rhe  economy's  stellar  performance  on  inflation  has 
been  the  factor  most  responsible  for  the  longevity 
of  this  75-month  economic  expansion.   It  has  al- 
wed  the  Federal  Reserve  Board  to  keep  interest  rates 
tolerable  levels,  giving  the  central  bank  the  leeway  to 
ggle  a  myriad  of  policy  objectives  including  a  growing 
:onomy,  a  stable  dollar,  and  sound  financial  markets. 

All  that's  about  to  change. 
The  unexpectedly  large  advance 
in  January  producer  prices  con- 
firmed the  financial  markets' 
worst  fears:  Production  capaci- 
ty and  job  markets  are  tight 
enough  to  generate  significant 
pressure  on  prices  and  wages. 
There  are  even  signs  that  union 
workers  are  getting  edgy  about 
tepid  wage  growth  (page  36). 
Other  January  data  drive  the 
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>int  home.  Robust  job  growth  is  generating  incomes 
•d  confidence  among  consumers.  Retail  sales  of  items 
'her  than  cars  rose  strongly  last  month  (chart).  With 
der  books  so  fat,  industrial  production  in  manufactur- 
l  posted  another  healthy  advance  in  January,  stretch- 
l  production  capacity  even  tighter.  Factory  operating 
les  stood  at  their  highest  since  June,  1979. 
Coming  after  the  greatest  disinflation  in  the  postwar 
riod,  which  wrung  inflationary  expectations  out  of 
momic  behavior,  prices  aren't  likely  to  accelerate  rap- 
y.  Still,  the  sudden  pop  in  producer  prices  is  evidence 
it  new  price  pressures  are  building  slowly  but  surely. 

IATES  Major  banks   read  the  writing  on   Wall 

(RAY SNARL     Street.  They  lifted  their  prime  rate  from 
IN  SAL  IWfa"/'   to  1198   in  anticipation  of  further 

lAILOUT  pt,(j   tightening,   after  seeing  the  credit 

tlTets  push  interest  rates  sharply  higher  on  the  news 
out  producer  prices. 

The  Fed  has  been  clamping  down  for  nearly  a  year 
PDUgh  the  federal  funds  rate,  the  Fed-influenced  rate 

interbank  borrowing,  hut  without  much  success  in 
wing  the  economj    Now,  the  Vv<\  will  probably  push 

•  fundfl  rate  from  '.)'  i  I    in  mid  Fehniar\   Inward  !»'_ 
d   a   hike   in   the   discount    rate,   the   Fed's   borrowing 
irge  to  member  hanks,  may  not  he  far  oil". 
[With  the  inflation  numbers  starting  to  look  sour,  the 
il   has   no  choice   hut    to  tighten   further,   to  keep  the 

incial  markets  confident  Hut  higher  rates  will  prove 

Stly,  They  run  counter  to  the  assumptions  behind  the 
sh   Administration's  budget   proposal,  and  they  could 


complicate  the  plan  to  bail  out  the  savings  and  loans. 
Higher  rates  also  will  keep  the  dollar  strong  at  a  time 
when  improvement  in  the  trade  deficit  is  stalling.  And 
they  threaten  to  sap  consumer  spending.  The  biggest 
worry:  The  combination  could  stop  the  expansion  cold. 

I  CONSUMERS    For  now,  the  economy  continues  to  perk 
HAVEN'T  right  along,  with  consumers  supplying  a 

MISSED  ]0t  0f  the  zjp    Retail  sales  rose  a  solid 

ABEAT  0.6%  in  January,  to  $138.9  billion.  That 

follows  a  robust  fourth  quarter.  Sales  in  December 
dipped  0.1%,  but  buyers  must  have  done  their  holiday 
shopping  early.  Sales  surged  1.3%  in  November  on  top  of 
a  1.7%  jump  in  October. 

The  January  gain  is  even  better  than  it  looks;  weak 
car  sales  depressed  the  total.  Unit  sales  of  domestically 
made  cars  fell  to  an  annual  rate  of  7  million  in  January 
after  a  strong  rise  to  8.4  million  in  December.  The  weak- 
ness continued  into  early  February,  as  sales  dipped  to  6.5 
million,  adding  to  Detroit's  inventory  problem.  Car  lots 
ballooned  to  an  85-days  supply  at  the  end  of  January,  far 
above  the  more  comfortable  60-days  norm. 

Excluding  autos,  retail  sales  rose  1%.  Sales  of  durable 
goods  other  than  autos  posted  their  third  consecutive 
strong  gain,  led  by  building  materials  and  hardware. 
Mild  January  weather  probably  influenced  that  rise. 

Sales  of  nondurable  goods,  up  0.8%,  also  were  strong 
in  January,  with  general  merchandise  stores  posting  a 
big  1.7%  advance.  Buying  at  clothing  stores  declined 
1.1%,  but  that  could  reflect  postholiday  discounting. 

The  mood  of  consumers  is 
certainly  upbeat.  The  University 
of  Michigan's  index  of  consum- 
er sentiment  jumped  6.5%  in 
January,  to  97.9,  its  highest  in 
2lA  years.  Michigan  says  that 
preliminary  data  for  February 
show  the  index  staying  high. 
That  bodes  well  for  continued 
strength  in  spending. 

Robust  consumer  demand  has 
been  a  driving  force  for  indus- 
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try,  offsetting  some  of  the  slower  growth  in  exports. 
Production  in  U.S.  factories,  utilities,  ami  mines  rose 
0.3      in  January,  following  a  0.591   increase  in  December. 

January  production  was  held  hack  by  a  1.2'  drop  in 
mining  output  and  a  0.891  decline  in  utility  production. 
Bui  output  in  manufacturing  continued  to  plow  ahead, 
rising  h\  0.5      m  both  December  and  January  (chart). 

Output  of  consumer  goods,  up  a  stron.    0.7      in  Janu- 
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ary,  has  accelerated  during  the  past  six  months.  Since 
July,  consumer-goods  production  has  risen  at  a  7.1% 
annual  rate,  up  from  a  4.6%  pace  in  the  previous  half 
year.  But  output  of  business  equipment  has  slowed.  Last 
year's  boom  in  capital  spending  appears  to  be  peaking 
out,  and  the  growth  rate  of  capital-goods  exports  has 
fallen  from  its  rapid  pace  in  1987  and  early  1988. 

Lower  utility  use  held  back  the  overall  rate  of  capacity 
utilization  in  January,  but  December's  level  was  revised 
up  to  84.4%.  That's  the  highest  rate  in  more  than  nine 
years.  In  manufacturing,  output  gains  pushed  up  operat- 
ing rates  to  84.8%  from  84. 6%  in  the  previous  month. 

Business  inventories  aren't  likely  to  impede  production 
in  coming  months.  Excluding  autos,  stock  levels  appear 
well-balanced.  Inventories  in  manufacturing  and  in 
wholesale  and  retail  trade  rose  0.9%  in  December,  but 
business  sales,  up  0.8%,  were  nearly  as  strong. 

I  PRODUCERS  Although  business  is  certainly  sturdy,  the 
ARE  crosscurrents    are    beginning    to    buffet 

AIREADY  companies.  The  hike  in  the  prime  rate 
IN  A  BIND  increases  borrowing  costs.  Wages  are  ris- 
ing faster.  And  prices  of  materials  and  goods  needed  to 
do  business  are  headed  higher. 

In  January,  producer  prices  of  finished  goods  jumped 
a  surprisingly  rapid  1% — or  12.7%  at  an  annual  rate. 
Excluding  a  similar  rise  in  October,  1985,  that  was  the 
biggest  advance  since  April,  1981. 

Much  of  the  January  gain  was  concentrated  in  a  4.9% 
leap  in  energy  prices  and  a  1.1%  rise  in  food  costs. 
Excluding  those  volatile  components,  prices  in  January 
increased  0.4%.  That's  a  moderate  gain,  but  it  followed  a 
large  0.7%  increase  in  December.  And  many  components 
showed  faster  upward  trends. 

Producer  prices  of  such  consumer  goods  as  apparel, 
cars,  and  home  electronics  rose  rapidly  in  January.  And 
costs  for  heavy  machinery — in  acute  demand  during  the 
recent  capital-spending  boom — increased  0.6%. 


Some  of  January's  torrid  pace  may  reflect  problem 
with  the  Labor  Dept.'s  new  seasonal  factors  and  th 
introduction  of  new  survey  samples.  Nevertheless,  infl; 
tion  at  the  finished-goods  level  has  been  gaining  grounc 

In  the  six  months  ended  in  January,  prices  of  a 
finished  goods  grew  at  an  annual  rate  of  5.2% — almos 
twice  the  2.7%  pace  of  the  previous  half  year.  When  foo 
and  energy  are  excluded,  prices  still  increased  by  4.7%  i 
the  most  recent  six  months,  compared  with  just  2 
the  prior  period  (chart). 

Prices  of  finished  goods  will  maintain  this  upwar 
course.  That's  because,  further  back  in  the  productio 
sequence,  the  costs  of  goods  used  in  most  processes  ar 
heading  up  even  more  rapidly. 

In  January,  prices  for  intermediate  materials  and  sup 
plies  shot  up  0.9% — the  biggest  jump  in  almost  nin 
years.  Prices  of  nonfood,  nonenergy  items  rose  a  rapi 
0.6%,  or  6.8%  above  where  they  were  a  year  ago.  Inflj 
tion  here  won't  recede  anytime  soon.  Capacity  is  to 
tight,  and  demand — both  here  and  abroad — is  too  strong 

Nor  will  the  prices  of  crude 
materials  offer  any  relief.  They 
started  1989  with  a  3.9%  jump  in 
January.  Even  excluding  food 
and  energy,  prices  bounced  up 
2.2%,  with  large  advances  post- 
ed by  lumber  and  scrap  metals. 

Certainly,  crude-materials 
price  increases  have  slowed 
from  their  20%  annual  rate  ear- 
ly last  year.  But  even  the  cur- 
rent 6.67"  markup  from  a  year 
ago  is  worrisome.  It  still  squeezes  manufacturers  be 
tween  rising  costs  and  shrinking  profits. 

That  means  finished-goods  prices  will  continue  to  fee 
the  heat.  And  the  Fed  will  have  to  be  even  more  restric 
tive  to  hold  back  inflation.  So  the  most  recent  hike  in  tbJ 
prime  rate  is  not  likely  to  be  the  last  we'll  see  in  1989 
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THE  WEEK  AHEAD 


CONSUMER  PRICE  INDEX 


Wednesday,  Feb.  22,  8:30  a.m. 
Consumer  prices  probably  rose  0.47"  in 
January,  following  0.3%  increases  in  No- 
vember and  December.  Higher  energy 
prices  will  lead  the  slightly  faster  Janu- 
ary pace.  With  the  expected  January  in- 
crease, consumer  prices  stand  about 
4.5%  above  where  they  were  a  year  ago. 


FEDERAL  BUDGET 


Wednesday,  Feb.  22,  2  p.m. 
The  federa1  government  will  most  likely 
post  a  $4  billi'  n  deficit  for  January,  com- 
pared with  a  $15.9  billion  surplus  last 
January.  However,  the  timing  of  New 
Year's  Day,  1988,  caused  income  securi- 
ty outlays  to  be  paid  in  December,  1987, 


thus  sharply  reducing  government  ex- 
penditures a  year  ago.  The  normal  re- 
lease of  income  payments  and  the  thrift 
bailout  raised  this  January's  spending. 

DURABLE  GOODS  ORDERS 

Thursday,  Feb.  23,  8:30  a.m. 
Durable  goods  orders  probably  fell  3%  in 
January  after  surging  6.4%  in  Decem- 
ber. Big  aircraft  orders  caused  the  De- 
cember jump;  a  drop  there  will  drive 
January's  number  down.  Other  orders 
were  high  enough  to  boost  production. 

INITIAL  UNEMPLOYMENT  CLAIMS 

Thursday,  Feb.  23,  8:30  a.m. 
New  claims  for  jobless  benefits  likely 
stood  at  an  annual  rate  of  290,000  for 
the  week  ended  Feb.  11.  That's  lower 


than  the  300,000  pace  posted  in  the  weej 
ended  Jan.   28.   New   claims   increase 
from  October  to  mid-January.  A  consis 
tent  downtrend  now  would  indicate  labol 
markets  are  still  tightening. 

CAR  SALES 

Thursday,  Feb.  23,  4:15  p.m. 
New  domestically  made  cars  probabl 
sold  at  an  annual  rate  of  7  million  in  th< 
second  10-day  period  in  February,  com 
pared  with  a  7.4  million  pace  in  mid 
February,  1988.  Just  6.5  million  new  au 
tos  were  sold  in  early  February.  Thj 
latest  10-day  period  will  also  be  slow 
partly  because  it  has  only  seven  selling 
days,  compared  with  eight  selling  days  i 
year  ago.  The  weakness  so  far  in  Febru 
ary  could  spell  trouble  for  auto  makeis 
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From  a  bear  market  to  a  hull  market,  from  Wall  Street 
to  Mam  Street,  Sharp  means  business. 

Riijht  now,  all  OVCI  America,  more  Sharp  tax 

machines  are  being  bought  than  any  other  brand  Sharp 
is  i  inging  up  the  most  electronic  cash  register  sales  in  the 
country  Sharp  computers  are  breaking  sales  records. 


c  1988  Sharp  Electrodes  Corp 


Sharp  copiers  are  rated  number  one  in  the  country  for 
copy  quality.  And  Sharp  business  calculators  are  the 

number  one  sellers,  coast  to  coast 

That's  why,  whether  you're  a  bull  or  a  bear.  \ou'll 
find  that  Sharp  is  the  best  in  the  market 

Call  l-X(M)  HI   SHARP  and  well  tell  you  more. 


FROM  SHARP  MINOS 
COME  SHARP  PRODUCTS  " 
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COLLISION  COURSE: 
BUSH  AND  THE  FED 

HE  NEEDS  LOW  RATES  TO  MEET  HIS  GOALS,  BUT  GREENSPAN  CAN'T  COOPERATE 


ik! 


It  might  well  set  a  record  for  Fed- 
bashing  by  a  new  President.  Ronald 
Reagan  suffered  through  two  years 
of  economic  misery  before  he  dispatched 
surrogates  to  complain  that  Federal  Re- 
serve Board  Chairman  Paul  A.  Volcker 
was  riding  the  monetary  brakes  too  hard 
for  too  long.  Even  Jimmy  Carter  held 
out  for  six  months  after  the  Fed  began 
raising  rates  before  he  began  to  snipe  at 
the  central  bank.  But  barely  three  weeks 
after  Inauguration  Day,  George  Bush 
has  already  twice  warned  his  old  friend, 
Fed  Chairman  Alan  Greenspan:  Don't 
choke  the  economy. 

Sadly  for  Bush,  Greenspan  is  in  no 
position  to  comply.  After  16  months  of 


successful  economic  management,  the 
Fed  is  suddenly  playing  catch-up  with  an 
inflationary  surge  that  imperils  the  six- 
year-old  expansion.  With  strong  retail 
sales,  booming  industrial  production,  ris- 
ing energy  prices,  and,  ominously,  pres- 
sure for  higher  wages  (page  36),  it  took 
only  January's  startling  1%  jump  in  pro- 
ducer prices  to  spur  an  immediate  in- 
crease in  the  banks'  prime  rate  from 
10»/2%  to  11%  on  Feb.  10. 
overdue.  The  central  bank  followed  by 
pushing  up  the  key  federal  funds  rate, 
the  interest  on  overnight  loans  between 
banks.  A  far  more  visible  signal — an  in- 
crease in  the  discount  rate  (charts),  prob- 
ably by  half  a  point  to  7% — is  long  over- 


i 


due  and  should  be  coming  along  soon. 

Still,   the   markets   remain   nervous 
about  inflation,  fearing  that  the  Fed's 
gradual  tightening  isn't  enough  to  tame 
an  economy  that's  too  robust  for  its  owi 
good.   "In  our  history,  small  doses  o 
monetary  tightening  have  never  stoppe 
inflation,"  says  Allen  Sinai,  chief  ecow 
mist  at  the  Boston  Co. 

In  fact,  the  Fed  has  been  tightenin 
gradually  for  almost  a  year.  But  th 
hike   is   different.   Odds   are   increasin; 
that  higher  prices  will  create  an  infla- 
tionary psychology  that  the  Fed  can  de- 
stroy only  through  the  harsh  shock  of  a 
recession.    Greenspan    wants    to    avoid 
that  by  slowing  the  economy  gradually 
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i  allow  it  to  lei  off  inflationary  Bteam 

foreca  iters  believe  thai  earlier 

.  htening  will  pay  off  in  slower 

rowth  by  the  second  quarter,  Exports 

Age  86)  and  business  investment,  the 

sonomy's  engines  since  1986,  have  al- 
lackened.  But  the  Fed  can't  let 

p  anytime  soon.  Consumer  spending  is 

ill  Bucking  in  imports,  and  price  hikes 

ill  continue  for  months  after  the  econo 

y  slows.  Even  the  softest  of  landings 

ill  require  higher  rates. 

i  As  a  result,  the  Fed  and  the  White 

ODSe  are  already  on  a  collision  course, 
few  days   after  he  took  office  and 

SB)  in  a  Feb.  13  interview  in  The  Wall 
Journal,  Bush  brushed  off  infla- 

IDn  jitters  and  warned  the  Fed  that  he 

vould  not  like  to  see"  tighter  money. 

lthough    the    President 

pressed  that  "I  don't  think 

Greenspan    and    I    are    far 

iart  at  all."  that  didn't  ease 

e  sting. 

>sumptions.  To  Bush,  the 

•litical  logic  against  tighter 

•oney   is   impeccable:   The 

•esident  has  staked  his  do- 

estic  agenda  and  his  credi- 

lity    with    Congress   on   his 

•ility  to  reduce  the  federal 

■ficit   without   raising   taxes. 

it   higher   rates   make   that 

dancing     act     impossible. 

ash's   budget   assumes    that 

e  rate  on  three-month  Trea- 
ry    bills,    now    at   8.5^,    will 

ummet  to  6.5';  by  yearend. 
Even  if  rates  don't  climb  high- 

,  the  Administration's  budget 

ithmetic  falls  apart.  For  every 
Rentage  point  that  rates  ex- 

ed  his  forecast,  the  deficit  goes 
■  bj  $4.5  billion.  That  could  put 
e  Gramm-Rudman    Act's   $100 
lion    deficit    target    for    fiscal 
ar  beyond  reach  without  a 
<   hike.  The  message  is  clear. 
tsh  can't  afford  mure  tightening. 
Bui  even  given  these  extraordi- 
ry  budget  pressures,  Washing- 
i  observers  are  mystified  about 
iy  the   Presidenl   would   pick   a 
blic  quarrel  with  Greenspan  so 
on.  "It's  strange  for  an  Adminis- 
ition  to  start  out  this  way,"  says 
rmer    Reagan    economic    adviser 
lliain  A.  Niskanen.  "You'd  think 
•\    would  tr\    to  mine  to  a  private 
derstanding  anil  not  start  out  with 

kind  of  fuss." 
ndeed.  in  day  to  day  relations,  the 
Immistration  and  the  Fed  get  along 
II     <  liven   |'.m    meets   Treasury    SeC 

an   Nicholas  F    Brady  weeklj   for 
'akfast.     Although     the     Fed    chief 

't  met  private!)  with  Bush  since 


Deot  '-■■•■■  i    '  Ireenspan  helped  brief  the 

President  on  the  lavingl  and  loan  r> 

plan.  Top  Fed  official  they  don't 

any    heat    from   Treasury   to   mend 

then-  ways.  Instead,  says  one  governor, 
"those  guys  [al  Treasury]  have  been  to- 
tally ooninterfering." 

But  the  highly  unusual  way  that  Bush 
delivered  his  message  is  likely  to  pi 
damaging  to  both  men.  Although  Green- 
span demonstrated  his  independence  by 
edging  rates  up  during  last  year's  elec- 
tion campaign,  "he's  going  to  have  to 
prove  all  over  again  that  he's  not  going 
to  cave  in,"  says  Jerry  L.  Jordan,  chief 
economist  at  First  Interstate  Bancorp. 
"It  could  force  the  Fed  to  be  tighter 
than  it  otherwise  would  have  been." 

If  he  seeks  to  shove  rates  up  sharply, 
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howevi  ■    I  .<•  •  n  pan  v.  ill  I 
com*  well, 

ral  of  the  bo 

believe  'hat   the  eci, nor 

ahout  to  run  e  and  that  sic 

growth    and     lower    inflation    are    ju.-.t 
around  the  corner.  "The  typical  patl 
is,  first  we  get  a  slowdown  in  the  60 
my,   then   a   slowdown   in   price 
Feil  Governor  H.  Robert  Heller.  "There 
will    be    a    period    when    the    econ 
doesn't  look  so  hot."  But  after  pa 
through   that   valley.    Heller  and  some 
of  his  colleagues  believe,  the  economy 
can    revert    to    steady,    noninfiationary 
growth,  powered  by  exports  and  capital 
investment. 

big  squeeze.  Risks  to  the  financial  sys- 
tem may  also  stay  the  Fed's  hand.  High- 
er rates  will  fuel  losses  at  sickly  S&Ls. 
The  Treasury  estimates  that  a  two-per- 
centage-point rate  hike  would  raise  the 
cost  of  the  Administration's  planned 
.$90  billion  thrift  bailout  by  $15  billion. 
And  higher  rates  would  squeeze  debt- 
strapped  corporations  and  consumers. 
"The  Fed  has  to  err  on  the  easier 
side,"  says  forecaster  Lawrence  Chi- 
merine  of  the  vvefa  Group   Inc. 
"They  can't  take  the  risk  of  over- 
tightening into  a  very  serious  down- 
turn." 

The  Fed  understands  these  risks. 
But  to  the  central  bank,  inflation  is 
always  Public  Enemy  Xo.  1 — and 
Greenspan  has  the  votes  on  the 
policymaking  Open  Market  Com- 
mittee to  keep  the  pressure  on.  Af- 
ter winning  plaudits  for  his  mone- 
tary    management     since     the 
October,  1987,  market  crash,  the 
Fed  chief  won't  risk  his  hard-won 
credibility  by  backing  off  now. 

Xor  can  the  Fed  afford  to  fo- 
cus solely  on  domestic  concerns. 
U.  S.  trading  partners  are  also 
pushing  rates  up.  West  Germa- 
ny's Bundesbank,  shocked  by  a 
1.798  spurt  in  wholesale  prices  in 
January,     raised    short-term 
rates  Feb.  15  and  appears  to  be 
preparing    for    broader    hikes. 
Other   Europeans    will    follow. 
"France   wants   to   have   even 
lower    inflation    than    Germa- 
ny." says  Jean  Claude  Tri< 
director      of      the      French 
Treasury. 

No  one  wants  to 
international  -ate 

spiral  like  the  one  that 
helped  trigger  Bloody  Btfon- 
da> .  "It  would  be  wrong  to 

see  (this  as |  an  interest-rate 

race."  Helmut  Schlesinger, 

deputy    president    of    the 
Bundesbank,  told  a  Herman 
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newspaper.  But  the  threat  of  competi- 
tive rate  moves  is  already  driving  the 
dollar  down.  The  greenback  slipped 
sharply  during  the  week  of  Feb.  13,  fall- 
ing from  1.87  German  marks  and  129 
Japanese  yen  to  1.84  and  126. 

Another  reason  for  the  dollar's  drop 
was  foreign  investors'  disappointment  in 
Bush's  Feb.  9  budget  message.  "The 
markets  are  losing  hope  that  Bush  will 
do  anything  meaningful  on  the  budget 
this   year,"   says   economist  Werner 


Becker  of  Frankfurt's  Deutsche  Bank. 
That's  premature,  of  course.  But  when 
budget  negotiations  with  Congress  hit 
their  inevitable  snags,  the  temptation 
abroad  to  dump  dollars  may  prove  over- 
whelming. That  could  force  the  Fed  into 
even  sharper  rate  hikes  that  would  cre- 
ate a  real  threat  of  slump. 

The  best  way  to  relieve  that  strain  is 
to  cut  the  deficit.  But  Bush  and  Green- 
span are  caught  in  a  vicious  cycle.  To 
meet  his  budget  targets,   Bush  needs 


Greenspan  to  deliver  solid  growth  a 
lower  interest  rates.  Greenspan  can't  } 
both.  Continued  expansion  requires  hig 
er  rates  to  quell  inflation,  while  easl 
money  now  risks  an  inflationary  bool 
bust  cycle  that  could  push  the  defil 
back  up  over  $200  billion.  The  Fed's  mi 
sage  to  the  White  House  is  simple:  Yl 
can  pay  us  now,  or  you'll  pay  us  latel 
By  Mike  McNamee  and  Howard  Gle\ 
man  in  Washington,  with  Blanca  Riem\ 
in  Paris 
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Sooner  or  later  it's  bound  to  hap- 
pen. A  tight  labor  market  com- 
bined with  soaring  corporate 
profits  produces  inflationary  wage  in- 
creases. The  U.  S.  hasn't  reached  this 
stage  yet,  but  it's  moving  in  this  direc- 
tion more  quickly  than  current  wage 
statistics  indicate. 

Some  of  the  clearest  signals  are  visi- 
ble in  union  halls.  After 
years  of  concessions,  union 
members  are  seeing  several 
quarters  of  fat  profits.  And 
they  no  longer  fear  a  repeti- 
tion of  the  rounds  of  layoffs 
that  made  job  security  their 
top  demand  in  this  decade. 
fair  share.  As  a  result, 
many  members  now  feel 
strong  enough  to  demand 
pay  hikes  for  the  first  time 
since  the  early  1980s.  "Mon- 
ey is  our  No.  1  concern," 
says  Robert  D.  Johnson, 
head  of  District  4  of  the 
Communications  Workers  of 
America  (CWA)  in  Cleveland, 
where  contracts  covering 
70,000  Ameritech  workers 
expire  on  Aug.  6.  "The  com- 
panies are  profitable,  and 
we  expect  to  get  our  share." 
Not  that  union-led  wage 
inflation  is  swamping  the 
economy.  Union  pay  and 
benefit  hikes  still  run  behind 
nonunion  ones:  They  rose  3.9%  last 
year  vs.  5.1%  for  nonunion  workers, 
according  to  the  Bureau  of  Labor  Sta- 
tistics. Much  of  the  increase  came  from 
skyrocketing  health  care  costs,  which 
have  little  to  do  with  bargaining  clout. 
If  you  strip  out  benefits,  union  wages 
rose  only  2.2';  in  1988. 

But  with  everyone  already  jittery 
about  inflation,  renewed  union  militan- 
cy is  worrisome.  Last  year  labor  short- 
ages helped  to  kick  up  nonunion  pay  by 
L5%,  excluding  benefits.  If  unions  get 


more,  too,  labor  costs  could  become  a 
problem.  Says  Daniel  J.  B.  Mitchell,  a 
labor  economist  at  the  University  of 
California  at  Los  Angeles:  "Wages  for 
nonunion  and  union  employees  are 
starting  to  go  up,  which  is  building 
inflationary  pressures." 

The  push  for  higher  pay  is  coming 
primarily    from    the    bottom.    Rubber 


:>  ( 


workers,  truck  drivers,  and  electrical 
workers  all  rejected  contracts  last 
year.  The  members  wanted  more  mon- 
ey, while  their  leaders  remained  con- 
cerned with  job  security.  The  pressure 
forced  bargainers  to  go  back  for  better 
deals,  which  then  were  approved. 
contract  time.  This  year's  bargaining 
promises  more  of  the  same.  The  big- 
gest talks  are  in  telecommunications, 
where  contracts  covering  550,000  CWA 
members  expire  this  summer  at  Ameri- 
can Telephone  &  Telegraph  Co.  and 


.<!, 
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the  seven  regional  phone  companie; 
Last  time  around,  in  1986,  the  co: 
panies  were  still  adjusting  to  the  AT&' 
breakup.  They  won  concessions  such  a: 
profit-sharing  instead  of  wage  hike, 
and   an   end   to   cost-of-living   adjus 
ments.  But  there  were  still  thousand: 
of  layoffs.  CWA  leaders  wanted  to  pr< 
vent  more  job  losses.  But  when  loc; 
heads  met  to  set  the  b; 
gaining  agenda  last  fall 
wages  came  out  on  top 

Steelworkers   are   feelin 
tougher,  too.  On  Feb.  8  lo< 
leaders  of  the  United  Steel 
workers  met  to  set  goals  foi 
contracts  at  the  four  majo) 
steelmakers,  which  expire    Mr 
this  summer.  Two  years  o:  -te 
strong   demand  and  higl    iot 
profits  have  halted  the  lay  *-; 
offs  that  devastated  the  USW    fori 
ranks.  So  they  pushed  to  re  sife 
coup  the  cuts  its  members   Jr..  n 
have  given  up  since  1982.         « 
bouncing  back.  Even  em  urinc 
ployees  with  traditionallj   n.  tht 
weak  bargaining  muscle  an    it ; 
regaining  some  strength.  Ir 
recent  years  supermarkel  ' re\ie 
workers  have  suffered  wag<  &n  I 
cuts  or  onetime  payments  in     of 
stead   of  wage   hikes.   Bui    :  <i 
more   than   70%   of  Unitec 
Food  &  Commercial  Work 
ers   won   percentage   pay1 
hikes  in  1988  vs.  50%  in  1987.  This  yeai 
the  union  expects  to  win  even  more  foi     i 
230,000  workers  whose  contracts  will  t 
expire. 

Labor's  revival  may  not  be  strong     * 
enough  to  put  the  pay  hikes  of  union     )■ 
members  ahead  of  nonunion  workers. 
But  with  nonunion  pay  going  up  on  its 
own,  bigger  union  paychecks  could  adi 
more  fuel  to  the  fears  of  inflation. 

By  Aaron  Bernstein  in  New  York,  wi\ 
Michael  Schroeder  in  Pittsburgh,  and  Sw 
san  B.  Garland  in  Washington 
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II  ADMINISTRATION  I 


NTRODUCING  DAN  QUAYLE, 

:OMPETITIVENESS  CZAR 


Vill  a  new  portfolio  help  the  Vice-President  shed  his  lightweight  image: 


—  MB ice  President    Dan    Quayle,    who 

mm  emerged  from  the  fall  campaign 

mm    with     his     reputation     badly 

raised,  has  been  handed  a  shiny  new 

■>rtfolio  by  his  boss.  On  Feb.  9,  George 

ush  announced  that  Quayle  would  head 

new  White  House  task  force  on  com- 

jtitiveness.  And  Quayle  is  digging  into 

^ignment  with  the  gusto 

a    Vice-President   who   has 

st  been  handed  his  first  sub- 

antive  chore. 

The  new  job  is  part  of  an 
ng  White  House  strate- 
iild  up  Quayle's  feather- 
-.eight  image.  Besides  his  role 
competitiveness    czar,    the 
<ice-President   will   head   the 
>ational  Space  Council.  And  he 
lis  become   the   Administra- 
tes most  celebrated  frequent 
'er — and  so  far  with  nary  a 
►reign  funeral  on  his  itinerary. 
3  has  a  heavy  schedule  of  do- 
estic   political   trips,    and    he 
is   dispatched   on   a   tour   of 
JDezuela  and  El  Salvador  in 
second   week  on   the  job. 
>een  out  of  town  an  aw- 
,1    lot    in    the    first    three 
t'ks—  and   nobody's   died," 
former  White  House  po- 
ical  director  Mitchell  E.  Dan- 
s  Jr.,  one  of  Quayle's  many 
|nde  advisers. 
.earinghouse.'  To  hear  Bush 

I  it,  the  competitiveness  post 

II  be  a  top-drawei  assign- 
mt,  modeled  on  the  regula- 
■y  re\  icw  effort  he  ran  in  the 
agan    White    House.    In    the 

of  a  Feb.  14  interview 
th  bi  siness  week,  however, 

lay lc    sowed    doubts    about    just    how 
teful    his   task    force   wotdd   be.    "We 

ething  of  a  clearinghouse," 

said,  acknowledging  that  the  primary 
e  in  developing  policj  will  rest  with 
psurj  Secretarj  Nicholas  F.  Brady, 
Bunerce  Secretary  Roberl  Mosbacher, 

I  1    s.  Trade  Representative  Carls  A 

lls.  Quayle  also  will  take  some  duties 

>m  Hush's  old  regulatory  task  force 

t    most   of  tin'   power  will   Staj    at    the 

ice  of  Management  &  Bud 

Juayle  calls  competitiveness  "a  chal- 

ging  issue,"  but  he  undercuts  Ins  task 
ce  by  denying  that  the  I  S  has  a 
>blem  "The  I    s  has  certain  competi- 

advantages,"    he    says.    "The    chal- 


lenge is  to  make  SUM  We  keep  tb 
Like  most  conservatives,  Quayle 
likes  formal  industrial  policies.  "When 
government  starts  picking  winners  and 
losers,"  he  asserts,  "you  have  a  planned 
economy."  But  in  his  past  role  as  a  two- 
term  Indiana  senator,  Quayle  has  risen 
above  ideology  to  provide  a  government 


. 


helping  hand  to  home-stale  industries. 
He  backed  "voluntary"  restraints  on 
both  steel  and  auto  imports. 

Quayle    does    profess    some    concern 

about  the  future  of  the  American  work- 
force. He  tears  that  the  country  risks  a 
shortage  of  skilled  labor  by  the  turn  of 


'Quayle  is  trying  to  find 

a  niche  in  this  Administration, 

and  there  aren't  too  many  of 

thorn  to  begin  with' 


the  centurj .  wh<  i 
the  laboi 
minorities,   <»•   immigrant      v, 
long  term  commit 
training,  Qua 

■ 
are  questioning  Q 

problem     "People    are    nor    gob  . 

conned  b  White  H 

can  prop  him  up  for  a  couple  of  n 
or  put  him  in  a  COUple  of  jol 

iblican  analyst  Kevin  Philh: 
The  ability  of  Quayle's  nandll 
furbish  bis  image  will  be  limited  by  the 
peculiar  role  of  the  Vice- Presidency.  In- 
visibility, after  all,  is  a  key  part  of  the 
job.  "Dan  Quayle  is  trying  to  find  a 
niche  in  this  Administration,  and  there 
aren't  too  many  of  them  to  be- 
gin with,"  says  Paul  C.  Light  of 
the  University  of  Minnesota's 
Humphrey  Institute. 

If  Quayle  has  made  any 
marks  so  far,  they  are  faint 
ones.  He  has  spoken  up  in  eco- 
nomic talks  and  National  Secu- 
rity Council  meetings.  White 
House  officials  say  Quayle  ar- 
gued unsuccessfully  for  an  af- 
ter-inflation increase  in  military- 
spending.  And  he  urged  Bush 
to  make  a  strong  commitment 
to  the  Strategic  Defense  Initia- 
tive, which  the  President  fleet- 
ingly  endorsed  in  his  recent 
speech  to  Congress. 

The  Vice-President's  biggest 
edge  may  be  that  expectations 
for  him  are  so  low.  His  sched- 
ule is  a  blur  of  GOP  fund-rais- 
ers, and  he  dutifully  delivers 
Bush's  message  to  interest 
groups.  Partly  because  of 
Quayle's  losing  encounters 
with  the  English  language  dur- 
ing the  campaign,  some  audi- 
ences have  been  modestly  im- 
pressed. "The  applause  when 
he  was  introduced  was  polite." 
says  Jess  Hordes,  Washington 
representative  of  the  B'nai 
Brith  Anti-Defamation  League, 
which  heard  Quayle  in  Florida. 
"When  he  finished,  the  audience  was 
thusiastic." 

In  the  long  run.  not  even  the  0 
skillfully  planned  campaign  can  sue 
unless  Quayle  shows  the  intellectual 
parity  for  the  job  far.  the  \ 

President's  trips  and  task  force.-  haven't 
won  over  many   doubters.   Qua', 
self  is  cheerful!)    confident    ' 
overcome  his  handicaps,  vow 
will  \-  Hut 

some  of  hi-  more  realistic  that 

a  Ion.  le  lies  ahe; 

take   time    to   correct  ■  nen- 

sions  people  have  abo 
adviser  "It  maj 
By  A' 
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INSURANCE  I 


CALIFORNIA 
INSURERS 
WON'T  ROLL  OVER 


They  are  raising  rates  while 
battling  Proposition  103  in  court 


any  California  voters  thought 
they  had  reined  in  runaway 
I  auto  insurance  rates  last  No- 
vember when  they  approved  Proposition 
103.  The  ballot  measure  was  designed  to 
roll  back  auto  rates  by  20%,  then  freeze 
them  for  at  least  a  year.  It  sounded  so 
simple — too  simple,  it  turns  out. 

Quickly  appealing  to  the  California  Su- 
preme Court,  seven  insurers  and  the  in- 
dustry's trade  association  blocked  the 
rollback.  Not  content  to  wait  for  the 
court,  at  least  four  major  underwriters 
have  hiked  rates,  according  to  state  In- 
surance Commissioner  Roxani  Gillespie. 
Still  others  aren't  renewing  policies. 

State  Farm  Mutual  Automobile  Insur- 
ance Co.,  California's  top  auto  under- 
writer, on  Jan.  30  unveiled  a  9.6%  rate 
increase.  The  company,  which  writes 
14%  of  all  auto  policies  in  the  state,  said 
the  $148.6  million  rate  hike  would  only 
partly  offset  the  $333.2  million  it  lost  in 
California  last  year.  But  Gillespie  or- 
dered hearings  and  said  she  would  also 
review  State  Farm's  move  to  sell  all  new 
clients  policies  from  a  unit  that  under- 
writes risky  drivers  at  prices  20%  to  60% 
higher. 

stalemate.  Such  tactics  also  caught 
state  lawmakers'  attention.  "It  was  all 
pretty  arrogant,"  says  state  senate  in- 
surance committee  Chairman  Alan  Rob- 
bins,  a  Democrat.  "A  lot  of  these  insur- 
ance companies  act  as  if  Proposition  103 
never  happened."  On  Feb.  2  the  Senate 
passed  a  bill  blocking  underwriters  from 
revoking  policies.  Another  bill,  to  freeze 
rates  until  the  court  rules,  is  moving  in 
both  legislative  houses.  "We  knew  we 
were  going  to  have  a  political  problem," 
says  State  Farm  General  Counsel  C.  A. 
Ingham.  "In  California,  there's  no  good 
time  to  discuss  a  rate  increase." 

State  Farm  isn't  alone  in  drawing  ire. 
Despite  Proposition  103's  ban  on  cancel- 
lations except  for  nonpayment  or  fraud, 
at  least  two  urers,  Fireman's  Fund 
Corp.  and  Travelers  Corp.,  have  tried  to 
quit  the  state.  Gillespie  ordered  both  to 
reinstate  policies.  "A  private  business 
has  the  right  to  cease  doing  business," 
sputtered  Travelers  Executive  Vice-Pres- 
ident Thomas  H.  McAboy  after  his  com- 
pany had  to  reinstate  the  1,900  policies  it 


had  refused  to  renew  since  election  day. 
The  stalemate  will  probably  continue 
until  the  court  rules.  Arguments  are  set 
for  Mar.  7,  with  a  decision  likely  60  days 
later.  If  Proposition  103  is  cleared,  GEICO 
Corp.  President  Eugene  J.  Meyung  pre- 
dicts, "there  won't  be  any  private  insur- 
ance business  in  California  within  two 
years."  GEICO,  which  is  writing  no  new 
California  policies,  has  also  raised  rates 
by  9.6%.  "We  have  operating  principles," 
says  Meyung.  "We  will  do  business  only 
where    we    have    reasonable   prospects 


hrest 

of  making  an   underwriting  profit. 

Robbins    contends    the    insurers    ar  / 
overstating  their  woes  to  win  sympath    .,c 
from  the  court.  The  $11.8  billion  aut  Bltr 
market,  the  nation's  largest,  is  just  to 
good  to  pass  up,  he  says.  Robbins  eve: 
speculates  that  a  court-sanctioned  Prof  \. 
osition  103  will  drag  insurers  and  tria 
lawyers  into  talks  on  no-fault  insurance 
If  so,  the  voters  will  have  succeede 
where  lawmakers  for  years  failed. 

By  Ronald  G rover  in  Los  Aygeles,  wit 
bureau  reports 


INSURANCE  I 


NOW  THE  TEXAS  PLAGUE 
IS  SPREADING  TO  INSURANCE 
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Unchecked  speculation  and  poor  regulation  infect  another  industry 


iinlim 
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lears  of  another  round  of  financial 
troubles  are  brewing  in  Texas. 
First  it  was  a  tidal  wave  of  bank 
bailouts.  Then,  the  thrifts.  Now  a  passel 
of  insurance  companies  with  Texas  oper- 
ations are  in  trouble.  The  reasons  are 
familiar  in  the  Lone  Star  State:  bad  man- 
agement, freewheeling  regulation,  and 
tough  times  in  the  oil  patch. 

The  largest  failure,  that  of  Dallas- 
based  property/casualty  insurer  Nation- 
al County  Mutual  Fire  Insurance  Co.;  set 
off  a  fire  storm  at  the  state  capital.  The 
three  directors  of  the  State  Board  of 
Insurance,  the  industry's  regulator,  are 
under  pressure  to  resign.  Four  top  SBI 
staffers  already  have  stepped  down. 
And  though  lawmakers  are  scrambling 
to  overhaul  the  state's  archaic  insurance 


O'ls 


rules,  it  could  be  too  late  for  many  con 
panies.   Already,   144  insurance  compl 
nies  operating  in  Texas  are  in  receive 
ship,  with  a  cumulative  deficit  of  mi 
than   $330   million.    Both    numbers   i 
double  the  figures  for  1986.  Industry 
perts  reckon  that  at  least  80  more  are 
some  kind  of  financial  trouble. 
mounting  losses.  Texas  isn't  alone.  I 
tionwide,  healthy  insurers  are  coveri 
mounting  losses  by  pumping  more  mi 
ey  into  state-run  guaranty  funds.  Conlj 
butions  to  the  funds  to  cover  proper' 
casualty  insurer  insolvencies  totaled  $1. 
billion  over  the  past  three  years,  coj   ' 
pared  with  $224  million  in  the  three  prio 
years.  That's  small  potatoes  next  to  th 
savings-and-loan  mess.  Still,  says  Rept 
sentative  James  J.  Florio,  (D-N.  J.),  "ev 
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t.i.ni  the  sal  crisi  i,  bul 
nodj  knows  about  what's  developing 
i  the  insurance  industry    Regulatory 

arc  long  overdue  " 
Compounding  matters  in  Texas  were 
ie  state's  budget  woes.  In  L9£ 
jt  only  three  companies  into  receiver 
■  Bui  over  the  following  three 

companies    wenl    into    receivership. 

hat  jump  in  the  sin's  burden  came  at  a 

is-than-propitious    tunc:    It    coincided 

ith  an  early  retirement  program  Bet  up 

1986  as  a  result  of  the  state's  budget 

The  plan  backfired  when  28  top 
ii  staffers — including  the  agency's  10 
par  financial  analysts — took  advan- 
tge  of  the  offer.  "We  lost  our  institu- 
onal  memory,"  says  former  SB]  Chair- 
In  Lyndon  L.  Olson  Jr.,  who  stepped 
iwn  two  years  ago. 
Overwhelmed,  the  agency  finally  dou- 
ed  its  staff,   to   1,516  employees.  But 

'-training  programs  were  inept, 
pirges  a  report  commissioned  by  state 
Bator  John  T.  Montford.  An  SBi-initiat- 
i  investigation  adds  that  the  agency's 
Hbrcement  actions  were  hampered  by 
■or  record-keeping  that  made  it  diffi- 
llt  to  detect  an  insurer's  mounting  fi- 
.ncial  troubles.  The  SBI  was  as  much  as 
o  years  behind  on  its  exams  of  insur- 

inpanies'  books.  Olson's  succes- 

Doyce   Lee,   says   the   legislature 

dn't  give  the  agency  enough  time  and 

mpower  to  cope  with  the  industry's 

oblems.  Lee  resigned  as  state  commis- 

■er  of  insurance  last  December. 

rr  OF  control.  National  County  Mutu- 

critics  say.  is  a  case  in  point.  SBI  cited 

M  hack  in  1983  for  overcharging  cus- 

■ers.    By   1985  consumer  complaints 

d  rule  violations  were  climbing.   But 

■  kept  right  on  selling  auto  insurance 
high-risk  drivers — with  income  from 

emiums  hitting  a  peak  of  $235  million 
\i'M  Chairman  Robert  H.  Walk- 
built  a  diversified  company,  including 
■rests  in  data  processing  companies 
Id  in  limousine  and  jet-leasing  services. 

■  also  borrowed  $80  million — secured 
NCM— to   take-   the   plunge   in   Texas 

il   estate.    Claims    from    the    insurer's 

•. policyholders  put  the  squeeze  on 

M  just  as  Walker's  real  estate  invest 
•nts  collapsed.  The  SB!  placed  NCM  in 
Novership  in  late  1988,  with  the  insur- 
164  million  in  the  hole. 

t's  unlikely  that  the  Te\as  insurance 

I  w  ill  compete  with  the  multibillion- 

crisis   wracking   the   state's   thrift 

stry.   For  one  thing,   most   of  the 

Obled  insurers  are  smaller  companies 
OUt  the  vast  real  estate  investments 
t  swamped  the  thrifts.  Yet  there's  a 
ral  to  this  Texas  tale,  one  regulators 
where   might    want    to  mmd:   Save   B 

on  regulation,  pay  out  dollars  on 
ership. 
Murk  lii-i/  in  Houston,  with  Douglas 

rht  in  Washington 


Commentary /by  James  it.  Norman 

RETIREE  BENEFITS:  THIS  FOOTNOTE 

DOESN'T  HAVE  TO  BECOME  A  NIGHTMARE 


_ 


When  it  comes  to  illuminating 
the  dark    |  of  COrpO- 

rate  accounting,  the  bright- 
est lights  shme  from  the  Financial  Ac- 
counting Standards  Board.  Consider 
the  FASB's  latest  move:  On  Feb.  14  it 
proposed  a  rule  that,  if  adopted,  could 
virtually  wipe  out  profit  as  we  know  it 
for  the  top  1,000  public  companies. 

The  problem  is  retiree  health  bene- 
fits. Companies  long  have  paid  for 
health  insurance  for  retirees  until  they 
reach  65  and  get  medicare.  Some  even 
pay  for  coverage  supplementing  feder- 
al benefits.  All  they've  ever  had  to  dis- 
close is  the  actual  cash  cost  each  year 
in  a  footnote  to  their  annual  report — 
and  only  if  the  cost  was  "material."  It 


wasn't  a  big  deal  until  recently,  when 
health  care  costs — and  the  ratio  of  re- 
tirees to  active  workers — began  to 
soar.  Now  these  obligations  may  be 
more  than  the  sum  of  all  U.  S.  corpo- 
rate debt.  So  by  1992,  the  fash  wants 
the  cost  reported  just  like  pensions: 
charged  to  the  companies  as  the  bene- 
fits are  earned  by  the  workers.  It's  the 
right  thing,  and  long  overdue. 
direct  hit.  Unfortunately,  under  cur- 
rent law.  funds  set  aside  for  retiree 
health  care  aren't  tax-deductible  until 
the  bills  are  paid — decades  from  now. 
Even  if  the  IRS  allows  those  deduc- 
tions, they  might  not  show  up  in  finan- 
cial reports  to  shareholders  because  of 
another  pending  FASB  rule  change.  So 
thi'  huge  increase  in  retiree  health 
costs  would  probably  result  m  a  direct 
hit  to  aftertax  income  for  many  compa- 
nies    a  real  double  whanimy. 

Richard  Ostuw,  a  Towers.   Perrin, 
Forster  a  Crosby  Inc.  partner,  figures 


that  would  have  wiped  out  the  $9]  bil- 
lion in  L967  aftertax  profits  of  tl 
LOO  I  >  Companies  lb-  .-'imates  that 
the  new  rule,  the  annual  report 
t  of  retiree  health  benefits  for 
most  big  companies  will  go  from  under 
$500  a  worker  to  more  than  $3,000. 

Needless  to  say,  big  companies  are 
howling.  Retirees,  fearing  benefit  cuts, 
are  up  in  arms.  Yet  no  one  seriously 
argues  that  the  present  reporting  for 
retiree  health  benefits  is  adequate.  Be- 
fore this  new  rule  gets  gutted,  here 
are  a  few  things  to  keep  in  mind: 

■  Don't  punish  the  messenger.  The 
FASB's  rule  might  seem  harsh  at  first, 
but  it  uses  precisely  the  same  logic 
applied  to  pension  accounting.  Keeping 
a  bill  off  the  books  doesn't  make  it 
disappear — it  only  makes  it  that  much 
more  unwelcome  when  it  comes  due. 

■  The  fasb  could  still  soften  the  blow 
without  watering  down  the  rule  too 
much.  For  instance,  it  could  stretch  out 
the  15-year  amortization  of  past  liabil- 
ities. It  could  also  spread  new  accruals 
over  a  worker's  full  career — not  just 
until  he's  eligible  for  benefits. 

■  By  1992,  the  impact  of  the  Fasb's 
new  rule  is  bound  to  be  reduced  any- 
way. Whether  or  not  it  is  enacted,  com- 
panies are  rapidly  scaling  back  their 
promises.  Some  have  dropped  retiree 
health  benefits  entirely.  Others  are  cut- 
ting their  share  of  the  bill  or  offering 
only  a  fixed-dollar  payment.  And  vari- 
ous plans  are  cropping  up  to  make  con- 
tributions tax-deductible.  Between  ben- 
efit cuts  and  fine-tuning  of  the  FASB's 
plan,  Ostuw  of  Towers  Perrin  expects 
the  impact  on  corporate  profits  to  be 
only  10?;  by  1992. 

The  real  effect  of  the  FASB's  ruling 
could  be  less  on  corporations  than  on 
taxpayers  and  the  government.  Clear- 
ly, corporate  health  benefits  for  retir- 
ees will  be  dramatically  cut  unless 
Washington  lets  companies  deduct 
some  of  the  costs  of  these  plans.  That 
could  shrink  corporate  tax  liabilities 
for  years — but  could  be  cheaper  than 
ksing  medicare  benefits  to  fill  the 
gap.  Government  should  also  regulate 
retiree  health  benefits  as  it  does  pen- 
sions. And  rather  than  let  corporate 
raiders  grab  pension  surpluses,  those 
funds  should  first  go  to  health  plans. 

Luckily,  the  long  lead  time  in  the 
FASB's  plan  gives  Corporate  America 
time  to  adjust,  and  it  will.  Can  Wash 
ington  move  as  fast'.' 
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DISASTERS  I 


UNION  CARBIDE'S 
BHOPAL  BILL 


The  surprise  settlement  won't 
exceed  50$  a  share 


The  mystery  is  why  the  parties  al- 
lowed the  grim  dispute  to  drag  on 
for  so  long.  On  Feb.  14,  more  than 
four  years  after  a  leak  from  Union  Car- 
bide Corp.'s  Bhopal  plant  killed  3,000 
people  and  injured  many  thousands 
more,  India's  Supreme  Court  won  accep- 
tance from  both  sides  of  its  recommen- 
dation that  Carbide  pay  $470  million  to 
the  victims.  Some  $45  million  of  that  will 
come  from  Carbide's  Indian  partner, 
Union  Carbide  India  Ltd.,  which  is  26% 
owned  by  the  Indian  government. 

Carbide's  agreement  is  hardly  surpris- 
ing: The  settlement  exceeds  the  $350  mil- 
lion that  it  had  offered,  but  it's  less  than 
the  $500  million  sources  said  it  was  will- 
ing to  pay.  And  it's  far  short  of  the  $3 
billion  in  assets  the  Indian  government 
wanted  made  available  to  settle  claims. 
no  hint.  There  had  been  no  hint  that  a 
deal  was  in  the  works.  A  week  earlier, 
India  was  demanding  that  Carbide's  for- 
mer chief  executive,  Warren  M.  Ander- 
son, come  to  India  to  stand  trial  for  mur- 
der. India  has  dropped  the  criminal 
charges. 

Carbide  still  maintains  that  it  has  evi- 
dence of  sabotage.  But  it  plans  no  fur- 
ther effort  to  clear  itself.  "We  accepted 
the  order  because  the  alternative  is  liti- 
gation that  would  probably  go  into  the 
next  century,"  says  a  company  official. 

Indian  authorities  have  a  lot  of  work 
ahead.  The  $470  million,  due  to  be  paid 
by  Mar.  31,  ends  the  litigation  in  India. 
"What's  left,"  says  Minneapolis  attorney 
Bruce  A.  Finzen,  who  represents  the  In- 
dian government,  "is  the  very  arduous 
task  of  sorting  out  530,000  individual 
claims."  That  could  take  years. 

Carbide  can  easily  handle  the  award. 
Insurers  should  pay  about  $200  million 
of  it,  and  Carbide  will  likely  fund  the 
rest  from  cash  on  hand  and  borrowings. 
Charged  against  1988  earnings,  the  im- 
pact won't  exceed  50<t  per  share,  Carbide 
says.  In  1988  the  company  earned  $720 
million  on  $8  billion  in  revenues. 

Wall  Street  expressed  its  relief  by  bid- 
ding Carbide  stock  up  2,  to  31  Vh,  on  Feb. 
14.  Still,  the  disaster  isn't  entirely  over 
for  the  company.  Class  actions  on  behalf 
of  victims  are  still  pending  in  the  U.  S. 
But  Carbide's  main  burden  is  lifted.  For 
thousands  in  India,  that's  not  the  case. 
By  Rata  W.  King  in  Danbury 


SEMICONDUCTORS! 


WHY  MIPS  IS  THE 
ONE  TO  BEAT 


The  maker  of  the  fastest  chip  caps 
a  turnaround  with  two  sweet  deals 


Less  than  two  years  ago,  MIPS  Com- 
puter Systems  Inc.  looked  like  a 
goner.  The  tiny  Sunnyvale  (Calif.) 
company  had  taken  the  lead  in  making  a 
blindingly  fast  silicon  chip  for  a  new 
generation  of  computers.  But  most 
would-be  customers  re- 
fused to  bet  their  future 
on  an  untried  startup.  By 
early  1987,  when  Presi- 
dent Robert  C.  Miller  ar- 
rived on  the  scene,  nearly 
all  the  $23  million  put  up 
by  dazzled  venture  capi- 
talists had  vanished. 

Those  dark  days  are 
over.  MIPS  is  now  the 
best-connected  little  com- 
pany in  the  computer  in- 
dustry. It  capped  its  turn- 
around on  Feb.  8  with  the 
announcement  that  Japan's  NEC  Corp., 
the  world's  largest  chipmaker,  and  West 
German  electronics  powerhouse  Siemens 
will  manufacture  and  sell  the  MIPS  mi- 
croprocessor. That's  the  best  news  mips 
has  heard  since  Digital  Equipment  Corp. 
announced  last  fall  that  it  was  building  a 
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MIPS  TAKES  OFF 


85       '86       '87 

A  Mil  I  IONS  Of  DOI  LARS 

DATA:  MIPS  COMPUTER  SYSTEMS 


whole  new  product  line  around  MIP  ' 
technology  and  would  invest  $10  millio  I 
for  5%  of  the  company. 

Miller,  a  veteran  of  IBM  and  Data  Ger 
eral  Corp.,  has  made  MIPS  the  compan 
to  beat  in  the  race  to  put  the  power  of  ; 
mainframe  onto  a  desktop  by  the  earl; 
1990s.  The  effort  centers  on  a  sleek  d« 
sign  method  called  RISC,  for  reduced  ir  ■ ' 
struction-set  computing,  that  make' 
computers  faster  and  easier  to  buile 
than  those  using  standard  chips  made  b;  r 
Intel  Corp.  and  Motorola  Inc. 

So  far,  fast-rising  workstation  leade  lM 
Sun   Microsystems   Inc.   in   Mountah  mi 
View,  Calif.,  has  made  its  SPARC  chip  th<  jjjjojjj 
leader  of  a  growing  pack  of  RISC  de 
signs.  But  the  MIPS  chip  is  the  fastest  ii 
the  industry,  processing  up  to  20  millioi 
instructions  per  second,  about  twice  a:  ini 
fast  as  Sun's  current  version.  Thougl  [f|j 
they  won't  hazard  a  guess  as  to  profits    *■ 
analysts  estimate  MlPS's  sales  nearly  tn    \j\ 
pled  last  year,  to  $39.3  million  (chart)  — 
Miller  expects  to  turn  a  profit  on  $10(  fte  divi* 
million  in  sales  this  year. 

Miller's  next  gambit  is  a  risky  on 
The  company  is  expected  to  announce  orp 
Feb.  20  that  it's  building  its  own  work 
station.  While  a  $10  million,  2,000-unHK.F 
order  from  Sumitomo  Electric  Industries  Mllft 
Inc.  won't  hurt  its  prospects,  the  work  w' ' 
station  will  compete  with  Sun — anc  ^* 
mips's  own  customers.  Those  customers  stjl|ys 
may  retaliate,  though  for  now  MIPS  isn'1  its  to 
much  of  a  threat.  l  ''  \ 

shrouded  in  fog.  Chalk  up  the  success  *  »i  f 
at  MIPS  to  Miller's  fast  footwork.  A* " ; 
month  after  he  arrived,  he  persuadec  ■*  ft 
investors  to  ante  up  $14  million  in  new  (fe : 
capital  to  keep  the  doors  open.  He  also :  w»ole 
got  a  hand  from  Allen  Michels,  president ;  wn  r. 
of  startup  Ardent  Computer  Corp.,  oiH'er'> 
of  mips's  few  customers.  Michels  intra  J^rai 
duced  Miller  to  his  own  lead  investor  ll|>^ 
Kubota  Ltd.  The  Japanese  tractor  maker  lh ' 
paid  $25  million  for  a  2096  ^m 
stake  in  MIPS. 

Miller's  own  reputation!  Wnv 
didn't  hurt.  "Bob  can  fine  >tei 
strategies  in  a  fog  bank,"  l<  n.  '► 
says  A.  Grant  Heidrich,  irj . 
of  Mayfield  Fund,  a  MIPS  Hfe; 
investor. 

A  good  thing,  too,  bflj  !»fe 
cause     MIPS's     product  >N 
strategy  was  shrouded  in  '  aim' 
fog  when  Miller  arrived  !!    . 
The  company  was  trying  f ' 
to  make  and  sell  chips," 
circuit  boards  filled  with 
the  chips,  and  finished  computers  all  at ; 
once — and  doing  none  of  it  well.  Miller 
quickly  farmed  out  chip  manufacturing 
to  three  U.  S.  semiconductor  companies. 
That  gave  customers  a  steadier  supply 
of  chips  and  fed  MIPS  a  stream  of  royal-' 
ties  to  fund  development  of  higher-ma 
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•  in     Miller  now    tell    thosi 
',    to  other  computer  maker  i,  which 
id  on  specialized  program*  and  i 
•  package  for  such  !  ware 

relopment  and  scientific  modeling. 
Still,   the   breakthrough   didn'1   runic 
til  last  September,  when  i>i  i  ,  spurred 
Suns  inroads  into  its  market,  agreed 
use  mips  technology  in  its  own  work- 
At  one  point  in  the  negotia- 
ns,  after  dec  demanded  severe  restric- 
ts   on    MlPS'a    links    with    other 
jBpanies,    Miller   called    off    the   ileal. 
t  President  Kenneth   H.  Olsen  called 
Her  personally  to  resolve  the  dispute, 
Id  now  MIPS  can  tap  DEC'S  enormous 
pence  in  getting  software  developers 


to  write  i   the  Rl  i   di 

DE<  'a  commitment,  in  turn,  impr< 

and    Siemens,    winch    offered    'lieu- 
own   sweel   d<  al      Be  ide     making   the 

MIPS  Chip,  they're  giving  Miller  advanta 

geous  pricing  on  other  compom 

What's  more,  both  agreed  to  make  MIPS 

their  sole  supplier  of  RIS<  technology. 

\t  first  glance,  Miller  seems  tOO  -oft- 
spoken  to  play  hardball  with  the  likes  of 
DEC.  But  colleagues  say  that  while  he 
doesn't  pound  tallies,  his  commitment  to 
goals  is  ferocious.  It  had  better  be,  since 
Mil's  may  be  about  to  compete  in  the  big 
leagues.  But  considering  where  MIPS  has 
come  from,  that's  almost  a  luxury. 
By  Robert  I).  Hut  Hi  Sunnyvale,  Calif. 


ATEGIESI 


ENITH'S  TV  PICTURE 

>  GETTING  BRIGHTER— FOR  NOW 


ie  division  is  on  the  mend,  but  the  competition  will  only  get  rougher 


Eenith  watchers,  mark  Feb.  21  on 
your  calendars.  That's  when  Ze- 
nith Electronics  Corp.  Chairman 
By  K.  Pearlman  is  set  to  trumpet  that 
|!  company  last  year  turned  a  profit — 
much  as  $3.9  million,  in  the  estimate 
Needham  &  Co.'s  James    1.    Magid. 
is  tiny  gain  comes  after  three  years  of 
ses  that  in  1987  widened  to  $19.1  mil- 
L    It    gives    Pearlman    much-needed 
mo  in  fending  off  investors  who  want 
nth  out  of  consumer  electronics, 
[^ow  get  this:  The  1989  picture  looks 
ghter,  too.  After  two  decades  of  fall- 
,   wholesale  TV  prices,  Zenith  in  Janu- 
won  hikes  of  I!  I  to  2'  I .  That  should 
Iter  the  consumer  unit's  losses,  allow- 
overall  net  this  year  to  hit  $13  mil- 
l  on  $2.9  billion  in  sales,  says  Duff  & 
'Ips  Inc.  analyst  Laura  J.  Lederman. 

ILLYING  POINT.  I'pbeat   news.   yes.   But 

dlv  the  stuff  of  turnarounds.  While 
Glenview  (111.)  company's  comp 
iiness  hums  along,  its  long-term  pros- 
ts  in  televisions  and  videocassette  re- 
dei  remain  bleak  (charts).  Even 
h-detinition  T\  doesn't  figure  to  save 
lith.  the  last  major  U.  S.  TV  maker. 
-  while  Zenith  has  become  a  rallying 
nt  on  Capitol  Hill  for  politicians  wor- 
1  about  foreign  competition,  only 
.stic  government  intervention  can 
p  Zenith  in  the  tight.  That's  unlikeK 
|0  one  knows  the  consumer  electron- 
wars  better  than  l'eaiiiiian.  As  for- 
)  rivals  slashed  prices,  Zenith's  share 
S.  TV  market  sank  to  12      from 

;  in  1981  The  I'.i  year-old  chief  execu- 

•  has  tried  repeatedly   to  raise  prices 
lateralis     Each  lime,  he  backed  off. 
B   whj    aren't    the  .Ianuar\    price    in 
id     news'.'     The)      still     don't 


. 


make  the  consumer  unit  profitable,  says 
Robert  Johnson,  an  analyst  at  Rotan 
Mosle  Inc.  Wall  Street  understands  that. 
The  higher  TV  prices  didn't  boost  Zenith 
shares  past  $20,  well  below  the  $30  they 
hit  last  year  on  rumors  that  it  planned  to 
sell  the  consumer  unit.  "There  has  to  be 
a  sense  of  sustainability  to  make  share- 
holders happy,"  observes  Henry  J.  Herr- 
mann of  Waddell  &  Reed  Inc.,  which 
owns  3.7";  of  Zenith.  Yet  pricing  compe- 
tition remains  cutthroat.  Notes  Richard 


too 


25 


A  REBOUND  FOR 
ZENITH'S  COMPUTERS... 
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A  MltllONS  OF  DOLLARS 

...  BUT  ITS  CONSUMER  BUSINESS 
IS  STILL  IN  THE  RED 
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A  MILLIONS  OF  DOLLARS 

DAM  I0UN  MOSU  INC 


I  I    Lewis,  head  of  retailer  Newmai 
The  ron  ue  •  effecl  on  /• 

nith   can    hardly    be    galutai 

debl    has    mounted    more    than    threefold 

im  ■  i  $416  million,  limiting  the 

rash  Zenil  tend  on  capital  pro 

and  research  and  development  -crucial 
iii  high  tech   According  to  John  ■■■    '/■ 

nith'.s  RAD  budget  has  run  nearly  flat  at 
$100  million  '  iiven 

the  current  state  of  profitability  of  the 

TV  business,   there's  a   low   probability" 
that    Zenith    can    fund    HDTV 
Pearlman  concedes. 

More  worrisome  is  the  drag  TVs  im- 
pose on  Zenith's  zippy  computer  unit.  By 
targeting  universities  and  the  federal 
government,  Zenith  Data  Systems  has 
climbed  to  the  top  tier  of  IBM-compatible 
personal  computer  suppliers.  But  to 
keep  growing,  it  must  challenge  IBM  and 
Compaq  Computer  Corp.  in  the  office 
market.  While  its  laptops  have  grabbed 
a  foothold,  its  desktops  are  lagging. 
Says  Rick  Inatome,  president  of  Ina- 
comp  Computer  Centers  Inc.,  a  93-store 
retail  chain:  "We  still  have  not  found  it 
necessary  to  pick  up  their  desktops." 

Watching  two  units  with  very  differ- 
ent prospects,  management  could  get 
dizzy.  "Even  if  the  consumer  business  is 
modestly  profitable,  it's  a  major  distrac- 
tion," asserts  Peter  Harkins,  general 
counsel  at  Brookhurst  Partners,  which 
holds  5.9''  of  Zenith.  "To  stay  in  comput- 
ers, in  that  highly  competitive  environ- 
ment, they  have  to  focus  a  lot  more  at- 
tention on  that  business."  Brookhurst 
wants  Pearlman  to  sell  the  consumer  di- 
vision and  tried  last  fall  to  put  its  own 
directors  on  the  board.  But  in  December 
it  agreed  to  support  Pearlman  in  return 
for  Zenith  dropping  a  suit  that  charged 
the  partnership  with  stock  manipulation. 

Just  the  same,  "Brookhurst  should 
not  be  considered  out  of  the  picture," 
warns  Herrmann.  "I  think  there's  a 
good  chance  they'd  launch  a  proxy 
tight" — despite  the  peace  treaty. 
top  of  the  list.  Reluctantly.  Pearlman 
admits  that  he's  mulling  some  sort  of  a 
TV  deal.  He  won't  be  specific,  but  his 
obvious  choices  include  a  joint  venture 
or  an  outright  sale.  A  winning  bid.  Duff 
<£  Phelps's  Lederman  thinks,  would  run 
at  least  $300  million.  Among  the  ru- 
mored bidders:  I  Hitch-controlled  North 
American  Philips  and  Korea's  Samsung 
and  Lucky-Goldstar,  none  of  which  is 
talking. 

Exploring  these  options  is  at  the  very 
top   of    Pearlman's   to-do   list.    "We're 

Spending  an  incredible  amount  of  hours 
per   week    working  on   it   and   worrying 
about   it."  he  says.   But,  he  adds 
"is  a  tWO-tO-tangO  kind  of  thing."  What 
he  needs  is  a  partner  willing  to  dan. 
his  tune. 

By  1 
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JAPAN  THINKS  THERE'S  ROOM 
FOR  VROOM  IN  THE  U.S. 


Despite  flagging  sales  of  sporty  cars,  it's  betting  on  baby  boomers 


It  sat  there  gleaming  under  the  spot- 
lights— a  bright  red  call  to  speed, 
power,  excitement.  So  alluring  is 
Honda's  new  $50,000  sports  car  that  the 
company  needed  guards  to  keep  at  bay 
gawkers  at  the  Chicago  Auto  Show. 
Strikingly,  Honda  was  not  alone  with  a 
new  speedster  at  the  show,  which 
opened  on  Feb.  11:  Nissan  and  Mazda 
were  close  by,  with  similar  spectacles. 

Funny,  all  these  new  sports  cars.  The 
Japanese  are  diving  deeper 
into  a  market  beset  by  com- 
petition and  slack  demand. 
Sales  of  sports  and  "sporty" 
cars — dozens  are  crowding 
the  market — have  been  on 
the  skids  since  1985,  and 
few  analysts  see  much  im- 
provement soon.  Further 
dampening  demand  are  auto 
insurance  rates,  which  keep 
rising  (page  38). 

The  carmakers  think  their 
new  offerings  will  shake 
things  up.  They're  not  alone.  "All  this 
new  product  is  going  to  create  some  ex- 
citement," predicts  Christopher  W.  Ce- 
dergren,  senior  automotive  analyst  at 
J.  D.  Power  &  Associates.  He  also  sees 
baby  boomers  keeping  up  their  free- 
spending  ways  and  putting  sports  cars 
in  the  garage  next  to  the  minivan. 
who  will  buy?  American  Honda  Motor 
Co.'s  mid-engine  Ferrari  lookalike,  code- 
named  NS-x,  is  expected  to  draw  3,000 
buyers  a  year  after  its  debut  in  1990. 
Mazda  Motor  Corp.  hopes  each  year  to 
sell  about  40,000  of  its  new  $14,000 
Miata,  a  two-seat  convertible  that  goes 
on  sale  in  June.  And  Nissan  Motor  Co., 
which  unveiled  a  beefed-up  version  of  its 
300ZX,  is  aiming  for  the  middle  of  the 
market.  It  hopes  to  sell  about  36,000  a 
year,  at  $25,000  to  $30,000  a  car.  Boasts 
Alan  R.  Thomas,  a  spokesman  for  Nis- 
san: "This  car  sets  its  own  market." 

Perhaps.  But  some  of  these  targets 
look  unrealistic.  If  Mazda  moves  40,000 
Miatas,  that  will  account  for  nearly  one- 
fourth  of  the  current  U.  S.  convertible 
market,  nov  divvied  up  among  more 
than  a  dozen  models.  And  36,000  300ZXs 
would  be  a  hujiv  leap  from  the  22,232  Z 
cars  Nissan  sold  last  year. 

And  more  and  more,  there  is  the  ques- 
tion: With  baby  boomers  sliding  into 
middle  age,  who  will  he  doing  all  this 
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NOT  YOUR  BASIC  SEDAN:  MAZDA'S  MIATA 
(TOP)  AND  HONDA'S  FERRARI-LIKE  NS-X 


zipping  about  town?  Mom,  with  Jimmy 
and  Jane  in  their  infant-size  bucket 
seats?  Hardly,  for  boomers  are  buying 
larger  cars  to  go  along  with  their  larger 
families — vehicles  big  enough  to  haul 
kids,  dogs,  and  the  paraphernalia  of  the 
'burbs.  "Sedans  will  be  more  important 
to  us,"  confirms  J.  Michael  Losh,  gener- 


al manager  of  General  Motors  Corp 
Pontiac  Div.  Pontiac  is  set  this  year 
introduce  a  minivan.  That's  a  big  shi 
from  the  mid-1980s,  when  it  succeeds 
by  selling  youthful  buyers  on  sporl 
models  such  as  the  Fiero.  "A  lot  of  pe  . 
pie  found  there  was  very  limited  utilit 
to  that  kind  of  a  car,"  Losh  says. 
fat  checks.  No  wonder  sales  of  lo\ 
and  midpriced  sports  cars  have  decline  , 
15%  since  1985.  to  1.17  million  last  yea 
according  to  Thomas  F.  O'Grady,  pres 
dent  of  Integrated  Automotive  R 
sources  Inc.,  a  Wayne  (Pa.)  consultin 
firm.  He  sees  sales  continuing  to  slum 
dipping  to  about  1.1  million  sports  cai 
in  1990. 

Auto  insurance  rates  are  a  big  part  ( 

the   problem.   Annual   premiums   for 

high-performance  auto  can  run  $4,000 

more.  For  many  drivers,  the  check  the  ,, 

write  each  month  to  the  ii 

surance  company  is  as  bi 

as    their   payments    to   th 

bank  for  an  auto  loan. 

Mazda  thinks  it  can  solv 
that  problem.  By  yearend 
wants  to  have  a  reinsuranc 
program  that  would  effei 
tively  cut  its  customers'  ii 
surance  premiums,  accon 
ing  to  George  J.  McCabt 
deputy  group  manager  fo 
sales  and  marketing.  Hond; 
says  Honda  North  Americ 
Inc.  President  Tetsuo  Chino,  also  ma 
form  its  own  underwriter.  Helping  c; 
buyers  find  insurance,  much  as  finanq 
units  help  line  up  loans,  may  mov 
sports  cars  out  of  the  showroom.  Bi 
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STRATEGIES! 


just  as  financing  incentives  cost  carmal 
ers,  so  will  breaks  on  insurance.  For  a 
the  sports  cars'  glamour,  selling  them  i 
still  just  a  business. 

By  David  Woodruff  in  Chicag*  ,i 

bore 


THE  GREASE  GUNS  AT  JIFFY  LUBE 
ARE  SQUIRTING  RED  INK 


The  would-be  McDonald's  of  oil  changes  grew  too  big,  too  fast 


G 


lve  the  folks  at  Jiffy  Lube  10 
minutes  and  they'll  change  your 
'car's  oil,  top  off  the  fluids,  dab 
on  grease — even  empty  the  ashtrays. 
And  with  over  200  cars  a  day  leaving 
about  $27  each  at  their  best-performing 
outlets,  the  Jiffy  Lube  International  Inc. 
gang  should  be  rushing  to  the  bank,  de- 
posit slips  in  hand. 

Instead,  founder  and  Chairman  W. 
James  Hindman  has  been  hurrying  to 
lenders  to  explain  a  grease  gun  full  of 


:: 


red  ink.  His  Baltimore-based  chain  ai 
nounced  on  Feb.  14  a  net  loss  of  $38. 
million  in  the  December  quarter,  the 
suit  of  a  $39  million  write-down.  Tha 
slashed  Jiffy  Lube's  net  worth  to  $4 
million,  which  in  turn  threw  the  comp 
ny  into  default  on  $125  million  in  loans 
And  that  sent  Hindman  across  town  tt 
investment  bankers  Alex.  Brown  &  Sot  > 
Inc.  for  a  "strategic  analysis"  of  alternl 
tives — including  selling  the  company. 
That's  some  comedown  for  Jiffv  Lube 
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i   up  the  stock  when  il  went 
ublic  a<  $15  in  1986  Eventually  they  bid 
-is.  Jiffy  Lube  would  be  the  Mi 

lonald's  of  lube  job     the  story 

cnt    But  in  the  wake  of  Jiffy  Lube's 
a<l  news,  the  shares  sank  below  |6. 
Jiffy  Lube,  it  seems,  barreled  into  a 
franchising  trap.  Determined  to 
a\  No.  l  in  the  quick-lube  business,  the 
>nipany    vaulted   to   1,020   units   in   45 
:ates    and    six   countries    in   just    eight 
ears    Since   1987,   it  shifted  into  over- 
■re,  doubling  its  outlets  and  boosting 
initial   sales   of   the   company   and   its 
•anchisees  to  over  $350  million.  Gary 
opp,  head  of  a  60-store  rival,  New  Or- 
;ans-based  SpeeDee   Oil   Change  & 
une-Up  Co.,  notes:  "When  you  roll  the 
ice  that  quick  to  grow,  then  everything 
as  to  run  on  all  eight  cylinders." 
ridiron  grad.   Founder    Hindman,    a 
inner   football   coach   given   to   apho- 
sms,  says  only:  "We  understand  what 
.adership  means,  and  we've  taken  cer- 
in  risks."  Cold  comfort  to  creditors, 
^rhaps,  but  it  was  never  any  secret 
iat  size  was  Coach  Hindman's  obses- 
jon.  More  outlets  meant  national  adver- 
ting and  economies  of  scale,  including 
')  alliance  with  Pennzoil  Co. 
*To  get  started,  some  franchisees  got 
'entiling  they  needed  on  credit — with 
ffy  Lube  holding  the  lOUs.  Those  were 
tone  ious:  Depending  on  the  real  estate, 
line  outlets  cost  up  to  $700,000  to  open, 
iiys  Jeffrey  T.  Kessler,  an  analyst  at 
hearson  Lehman  Hutton  Inc.,  a  big  in- 
itutional    stockholder:    "The    company 
rned  itself  into  an  S&L." 
The  company's   largest  franchisee, 
»ne   Star   Lubrication,    has    fared   so 
>orly  with  more  than  60  shops  that  Jif- 
Lube  is  trying  to  break  it  up.  The 
mpany  also  had  to  take  over  a  Hous- 
n  operation  with  30  stores:  It  still  has 
ven  of  them  on  its  hands.  With  some 
outlets  and  others  now  generat- 
or more  costs  than  fees,  Jiffy  Lube  was 
red  to  take  the  write-off. 
Having  swallowed  that  quart  of  castor 
,  Jiffy  Lube  still  must  contend  with 
inpetitors — a  slew  of  'em.  The  biggest, 
taker  State  Minit-Lube  Inc.,  last  year 
diil  80  stores  to  reach  ;i4ti.   Ashland 
I  Ine.'s  Valvoline  Instant  Oil  Change 
n  numbers   188,  while  Grease  Mon- 
International  Inc.  counts  141!.  Ford 
tor,    Sears,    and    Montgomery    Wan  I 
keenly    interested.  The  reason:   Oil 
inges,  including  those  !>\  do-it-your 

Or  an   $8   billion  market, 

I  I'.""  .   Mien  &  Hamilton  Inc. 
indman  is  probabl}    right  that   the 

lllstr\   lie  helped  create  is  here  to  stay. 

th  the  full  service  gas  station  all  but 

met,  quick,  convenient  outfits  like  -lit" 

Lube    help    till    the    void.    But    it's    as 

clear  as   \  ear  old  ml   whether  the  old 

s  team  will  long  be  on  the  field. 

fottph  Wtbrr  in  Philadelphia 


PICKENS  MAY  PITCH  REAGAN-STYLE  POPULISM 


T.  BOONE 

FOR  GOVERNOR? 


He's  weighing  a  1990  Texas  bid 


. 


For  almost  a  year,  T.  Boone  Pickens 
Jr.  has  been  suspiciously  quiet.  The 
Texas  takeover  artist  hasn't  made 
a  run  at  a  company  since  he  dropped  his 
bid  for  Homestake  Mining  Co.  in  March, 
1988.  Meanwhile,  the  Amarillo-based  fi- 
nancier has  been  squirreling  away  re- 
serves for  his  Mesa  Limited  Partnership. 
But  T.  Boone  isn't  in  retreat — he's  just 
changing  his  line  of  attack. 

Pickens  is  considering  a  run  for  the 
Texas  governor's  mansion  in  1990.  Al- 
though he  could  wait  as  late  as  summer 
to  make  a  final  decision,  lie's  already 
sounding  out  Republican  officials.  And 
in  mid-January,  1'ickens  tapped  Reagan 
pollster  Richard  B.  Wirthhn  for  an  as- 
sessment of  Texas  voters.  "We  were  en- 
couraged by  what  we  saw,''  Pickens  told 
Bl  SINESS  WEEK.  The  feisty  oilman  insists 
that  he  hasn't  made  up  his  mind,  but  a 
Close  associate  says  Pickens  wants  a 
new  challenge    "He'8  damn  serious." 

Pickens  has  never  run  for  public  of- 
fice, though  he's  not  a  total  stranger  to 


politic!  He  ha   lobbied 
i  'mted  Shareholdi 

melon    lobby    he    founded    hut    no   loi 

And  hi  i  chairman  of  Wil- 

liam P.  Clemen'   Jr  cam 

paign  for  governor  of  Texas  in  1982 

Few     ideological     diffi 
the  hkely  Republican  candidate-,  -ay  m- 
Biders.  Put  a  :'  ould 

position  himself  a-  a  Ronald  Reagan- 
style  conservative  populist  and  a  scrap- 
per for  the  common  man.  Say-  one  oil 
itive:  "You  could  make  him  look 
like  the  last  cowboy.''  Of  course,  I 
cowboys  don't  have  his  kind  of  money. 
"That's  where  Pickens  would  weigh  in," 
says  George  Christian,  a  Democratic  po- 
litical consultant  in  Austin. 
'Cruise  control.'  Whoever  succeeds  the 
retiring  Clements  faces  one  overriding 
task:  diversifying  the  economy.  Texas 
has  lost  more  than  113,000  jobs  in  the  oil 
industry  since  1981.  It  also  faces  press- 
ing social  problems,  from  overcrowded 
prisons  to  school  systems  buckling  un- 
der waves  of  immigrants  from  Mexico 
and  Central  America.  "I  think  Texas  is 
at  a  critical  point,"  says  Pickens. 

But  is  a  boardroom  legend  the  right 
man  for  the  job?  Says  Republican  Jack 
M.  Rains,  Texas  Secretary  of  State  and 
a  probable  candidate:  "You  certainly 
can't  run  government  like  a  business." 

The  state  of  Pickens'  business  might 
have  nudged  him  to  try  for  office,  "it's 
on  cruise  control."  explains  one  former 
employee.  Pickens  has  built  Mesa  into 
one  of  the  strongest  independents  in  the 
U.  S.  Since  December,  1985,  Mesa  has 
doubled  its  proved  natural  gas  reserves 
to  2.8  trillion  cubic  feet.  If  gas  prices 
rebound,  as  many  in  the  industry  be 
lieve,  Mesa  will  be  poised  for  takeoff. 

Pickens  may  not  be  so  well  positioned 
politically.  Many  voters  may  blame  him 
for  takeover-related  job  losses.  And 
while  the  filing  date  is  10  months  away, 
the  Republican  primary  field  looks  large 
and  politically  savvy.  In  addition  to 
Rains,  Kent  R.  Hance.  chairman  of  the 
Texas  Railroad  Commission,  may  run. 
George  W.  Bush,  the  President's  son, 
was  lining  up  support  for  a  gubernato- 
rial bid  as  he  stumped  the  state  for  his 
father.  And  West  Texas  businessman 
and  rancher  Clayton  W.  Williams  Jr.  ap- 
pointed a  campaign  treasurer  on  Feb.  9. 

The  toughest  part  of  his  decision  will 
be  a  personal  one.  says  Pickens.  He'll  be 
t>2  in  1990,  when  the  next  g0V<  rnor 
Office,  and  he  wants  to  make  sure  he'd 
like  the  job.  "You  don't  want  to  be  mak- 
ing any  four-year  mistakes  1 
this  governor's  race  is  anything  lik< 

others  in  Texas,  Pickens  would 
a    long,    bloody    campaign.    His 
convince  voters  that  the  fi 
take  won't   t'e  theirs 
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Picture  it.  Their  data  system  was  good. 

But  now;  with  the  instant  success  of  their  Spectra@ 
camera;  suddenly  good  wasn;t  good  enough. 

!©#$%&*()!  Trouble. 

So  Polaroid  called  in  NYNEX— one  of  the  information 
industry;s  favorite  troubleshooters. 

And  NYNEX  designed  an  integrated  voice  and  data 
network  that  connects  all  eleven  Polaroid  locations. 

And  makes  everything  from  inventory  to  finance  to 
technological  analysis  faster.  Easier.  And  more  cost-effective. 

There  were  simply  no  negatives. 

The  NYNEX  family  of  companies  would  like  to 
work  with  you7  too. 


id  were  ready 
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■  We  offer  you  everything  from  computer  networks, 
o  computers,  to  software,  to  the  services  provided  by 
New  England  Telephone  and  New  York  Telephone.  And  more. 

Call  us  at  1  800  535-1535. 

Discovering  the  answer  is  NYNEX  could  be  a 
long-term  boon  to  your  business. 

We're  hardly  a  flash  in  the  pan. 


Need  to  communicate? Need  to  compute?  The  answer  is 


NYNEX 
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A  PENNY  STOCK  FIRM 
PACKS  IT  IN 


►  Power  Securities  has  pulled 
its  own  plug.  The  Nevada- 
based  penny  stock  firm  said 
last  week  it  was  ceasing  oper- 
ations in  its  15  retail  offices 
nationwide,  blaming  other 
firms  that  had  stopped  mak- 
ing markets  in  some  of  Pow- 
er's pet  stocks.  Florida  Comp- 
troller Gerald  Lewis  sees  it 
differently:  "The  underlying 
value  of  some  of  the  issues 
they  were  marketing  appar- 
ently could  not  stand  up  to 
public  scrutiny." 

The  scrutiny  has  been  in- 
tense. On  Feb.  7,  New  York 
State  Attorney  General  Rob- 
ert Abrams  obtained  a  court 
order  barring  Powers  from 
soliciting  customers  in  the 
state.  The  order  didn't  repre- 
sent any  finding  of  violations. 
In  January,  Florida  sought  to 
revoke  Power's  license,  and 
other  states  have  fined  or 
banished  the  firm  for  selling 
unregistered  stock  and  other 
violations. 


SPRINT  MIGHT  EVEN 
START  MAKING  MONEY 


►  Sources  say  U.  S.  Sprint, 
the  nation's  No.  3  long-dis- 
tance phone  company,  has 
turned  the  corner  and  will  re- 
port a  small  pretax  operating 
loss  of  $2  million  to  $5  million 
for  the  1988  fourth  quarter 
vs.  a  $116  million  loss  the  pre- 
vious year.  The  company  will 
also  take  a  large  write-off  in 
the  fourth  quarter.  What's 
more,  analysts  expect  Sprint, 
which  is  80%  owned  by  United 
Telecommunications  and  20'^ 
by  GTE,  to  earn  more  than  $10 
million  in  the  first  quarter 
and  $200  million  for  the  year. 


RJR'S  TOBACCO  CHIEF 
BUTTS  OUT 


►  As  Kohlberg  Kravis  Rob- 
erts continues  searching  for  a 
new  chief  executive  to  run 
RJR  Nabisco,  one  dark  horse 
has  dropped  out  of  the  run- 


ning. Strapped  into  an  esti- 
mated $3.6  million  golden 
parachute,  tobacco  chief  Ed- 
ward Horrigan  is  resigning 
effective  Mar.  1.  Horrigan 
was  one  of  several  top  offi- 
cers who  had  joined  former 
RJR  CEO  Ross  Johnson  in  his 
failed  bid  for  the  tobacco  and 
food  company  last  year. 

The  departure  may  not  be 
much  of  a  blow  to  KKR.  Horri- 
gan's  tenure  was  marked  by  a 
serious  erosion  in  cigarette 
market  share.  And  if  KKR  can 
find  a  CEO  with  tobacco  mar- 
keting expertise,  it  may  de- 
cide to  eliminate  a  costly  man- 
agement post. 


A  WINDFALL  FOR 
MESHULAM  RIKLIS 


►  Anglo-Dutch  consumer- 
goods  giant  Unilever  is  on  a 
buying  streak  again.  On  Feb. 
10  it  agreed  to  pay  $1.55  bil- 
lion— almost  all  in  cash — for 
toiletry  and  hair-care  seller 
Faberge  and  its  Elizabeth  Ar- 
den  cosmetics  unit,  with  $800 
million  in  sales. 

The  deal  moves  Unilever 
into  a  variety  of  new  person- 
al-care lines  and  adds  to  its 
Chesebrough-Pond's  unit  in 
the  U.S.,  acquired  in  1987. 
And  it's  a  windfall  for  wily 
financier  Meshulam  Riklis, 
who  bought  Faberge  for  $180 
million  in  1984  and  Arden  in 
1988  for  $700  million.  Last  fall 
he  put  his  Faberge  stock  into 
E-II  Holdings,  which  he  had 
earlier  bought  from  American 
Brands,  and  took  out  $925  mil- 
lion in  cash.  Bondholders  com- 


REACH  OUT  AND  DISGUST  SOMEONE 


Sin  makes  the  world  of  soap  op- 
eras go  'round.  But  would  folks 
pay  good  money  to  hear  real 
people  owning  up  to  their  trans- 
gressions? Patrick  Kane, 
founder  and  president  of  Tele- 
phone Entertainment  in  New 
York,  bet  they  would.  The  con- 
fessions are  entertainment,  he 
figured,  with  plenty  of  real-life 
"intrigue  and  suspense." 

So  Kane  set  up  a  confession 
hotline,  which  receives  thousands  of  calls  each  month.  Abe 
10%  are  from  confessors,  who  call  a  toll-free  number  with 
time  limit.  The  other  90%,  who  listen  to  taped  soul-barings,  p 
$1.50  for  the  first  minute  and  50$  for  each  additional  minu 
with  a  $5  maximum  charge  per  call.  The  confessions,  such  a: 
recent  teary  account  of  date  rape,  are  so  popular  that  t 
phone  company,  which  regulates  the  service  and  gets  a  p 
centage  of  the  take,  is  considering  expanding  the  line  natic 
wide.  And  if  you  want  to  get  something  off  your  chest,  do 
worry — names  are  deleted  to  protect  the  not-so-innocent. 


plained  he  had  overvalued  Fa- 
berge. They  can't  gripe  now: 
E-II  bonds  have  jumped  from 
60%  of  par  to  75%. 


CONSOLIDATED  GETS 
EMERY— AND  ITS  DEBT 


►  The  stock  of  Consolidated 
Freightways  lost  altitude  the 
week  of  Feb.  13.  It  dropped 
3%  points,  to  31,  on  the  news 
that  Consolidated  was  buying 
Emery  Air  Freight  for  $230 
million  in  cash.  Consolidated, 
a  $2.3  billion  trucker,  already 
has  a  profitable  $389  million 
air-freight  business,  and  the 
deal  makes  it  a  major  force  in 
that  field,  thanks  to  Emery's 
big  plane  fleet,  large  domestic 


business,   and  internatior 
network. 

But  Consolidated  also  g< 
a  lot  of  headaches  with  E 
ery,  which  has  been  stn 
gling  to  digest  its  own  pi 
chase  of  Purolator.  Erne 
has  about  $258  million  in  to' 
debt,  its  net  worth  consis 
completely  of  goodwill,  a 
1988  losses  are  expected 
come  in  around  $40  million 


MICROSOFT  HEDGES 
ITS  BETS 


L 
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►  The  software  wars  are  ta 
ing  a  surprising  turn.  Mia 
soft,  supplier  of  the  MS/D( 
program  used  in  some  25  ir 
lion  IBM  PCs  and  their  clone 
is  buying  something  less  th. 
20%  of  the  Santa  Cruz  Opei 
tion,  a  major  supplier  of 
Unix  operating  system  devi 
oped  by  AT&T.  Terms  we 
not  disclosed. 

Unix  competes  directly  wi 
Microsoft's  own  MS/DOS  f< 
low-on,  called  OS/2.  That  pi 
gram,  which  requires  hef 
hardware  additions  to  a  PC 
run  properly,  has  stumbled 
the  marketplace.  But  Uni 
now  offered  by  virtually 
ery  computer  company 
gaining  momentum,  and  e 
dently  Microsoft  wants 
hedge  its  bets. 
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The  newTWAlAKEOFF  PASS 

suits  you  for 
business  and  pleasure. 


Lock  in  one  low  price  for  six  roundtrip  flights.  Just  $1,995. 


. 


The  TWA  TAKEOFF  PASS  "  is  a  one-year  pass  that  lets  you 
take  mx  roundtrip  (lights  on  TWA  to  the  most  desirahle  loca- 
tions in  the  world.  For  just  $1,995,  the  TWA  TAKEOFF  PASS 

:syou: 

Europe     one  roundtrip 

Hawaii     one  roundtrip 

The  Bahamas  or  Puerto  Rico  —  one  roundtrip 

The  continental  U.S.  —  three  roundtrips. 
Choose  from  20  TWA  cities  in  Europe  and  over  80  TWA 
cities  in  the  US  and  the  Caribbean.  If  you'd  rather  take  four 
continental  U.S.  roundtrips  instead  ol  three     at  no  extra 
( harge     you  may  do  so  by  trading  in  one  of  your  trips  to 
i  urope,  to  Hawaii,  or  to  The  Bahamas  01  Puerto  Rico. 
Free  admittance  to  TWA's  Ambassadors  Club. 
When  traveling  on  your  iwa  iamoii  PASS,  you're  free  to 
enjoy  the  comtorl  ol  any  TWA  Ambassadors  ( lub  al  majoi 
airports  in  the  US  and  I  urope  You  won't  have  to  bother 
witf)  check  in  lines  and  you  can  wait  foryoui  flight  in  a 
private  atmosphere 

Specially  priced  for  a  limited  time. 
At  this  low  price,  we  must  limit  the  numbei  ol  iwa  iaki  <  >i  i 
sold  So  (.all  now  01  send  in  the  attached  reply  card 
We'll  send  you  a  nee  mil  coloi  brochure  with  complete 
details  Oi  i  ontacl  your  travel  agent  to  find  oul  how  to  gel  in 
on  this  great  travel  bargain  i  hen  get  rfady  to  take  <  areol 
Inisu  >me  time  off.  too 
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TWA 


Mr.  Don  Baker 


At  count  Numb 

630-906 


1 1 ooi I  thru 
30  Jun  90 


1800872-8374 

The  TWA  TAKEOFF  PASS  is  non  Iran-  n  refund- 

able ind  may 

not  be  available  on  all  flighl 

charges  and  applii  irriment  f<  -      not 

iik  luded  Other  restricii 


TODAY'S  TWA. 
FIND  OUT  HOW  GOOD  WE  REALLY  ARE! 

TWA 


lianMHiumiuuHuuuiMii 


WE  NEVER  FORGET  THAT  IT  MIGHT  JUST 
RE  AN  ONCOMING  TRAIN. 


H  things  don't  turn  out  as  expected,  you  can 
be  in  foi  shock.  And  shocks  are  the  last 

tiling  wi  mi  shareholders. 

I  lent  e  01  olicy  oi  safety  first  when  making 
business  dei  isi 

"What  do  wi  i  ad  to  gain?"  is  never  our  first 
question,  as  it  is  wil    somi  people. 

Instead  we  ask  .|ves  "What  might  we 

lose?"  And  we  have  to    e  Firmly  convinced  that 


our  shareholders'  interests  won't  suffer  before 

niaking  a  move 

lii  thill   end   we  loins  our  attention  On  basil 

industries  providing  essential  goods  and  services 
in  established  markets, 

Thereby   avoiding  the  problems  caused  by 
ever-changing  technology  and  fickle  fashions. 

And  further,  we  never  proceed  with  am 

business  plan,  lie  it  buying  a  lew   more  trucks 


in  investing  mi  .i  huge  new  plant,  until  we  are 
absolutely  certain  that  the  outcome  can  only 
be  favorable, 

Such  caution  has  had  gratifying  results. 

Each  and  even  year,  for  the  last  23  veins,  our 
profits  have  increased,  along  with  dividends  and 
eat  nings  pet  share. 

In  fact  our  200,000  shareholders, 
quite  rightly,  have  come  to  expect  it. 


II    \  I\   S  O  N 


Jacuzzi     Smith  Corona     Imperiiil  Tbbacco     Farberware     Ames     Grove  Crane     London  Brick     Kaiser     SCM  Chemicals     Universal  Gym  ■  British  Ever  Read]     Ground  Round 

For  further  Information  contact  Karen  Levy,  Investor  Relations,  410  Park  Avenue,  New  York,  NY  10022     212-826-0098 


BAKER  AND  THE  BUREAUCRATS  ARE 
ALREADY  CROSSING  SWORDS  AT  STATE 


(ames  A.  Baker  III,  normally  the  image  of  suave  compe- 
tence, has  found  the  going  uncommonly  stormy  in  his  first 
weeks  as  Secretary  of  State.  On  his  maiden  voyage  over- 
eas,  Baker  got  word  that  West  German  Chancellor  Helmut 
lohl  would  delay  a  decision  on  modernizing  short-range  nucle- 
r  missiles.  Baker  set  off  a  tlap  by  hinting  that  the  strategic 
rms  deal  now  being  negotiated  might  face  ratification  diffi- 
ulties  And  while  Baker  was  crisscrossing  Europe,  White 
iouse  ethics  officials  forced  him  to  agree  to  sell  his  holdings 
i  Chemical  New  York  Corp. 

Any  new  Cabinet  Secretary,  even  one  as  polished  as  Baker, 

likely  to  hit  some  initial  rough  spots.  But  foreign  policy 

isiders  warn  that  Baker's  management  style  is 

kely  to  keep  him  in  trouble  at  State. 

The  problem  is  his  relationship  with  State's 

early  4, OIK)  career  foreign-service  officers.  More 

mn  at  any  other  department,  careerists  run  the 

low  at  State.  Every  Secretary  wants  to  establish 

is   independence  from  the  bureaucrats,  whose 

jals  are  often  at  odds  with  Administration  poli- 

!/.   But   successful   foreign   policy   chiefs   have 

lamed  that  State's  tradition-minded  staffers  like 

collegial  approach  to  making  policy. 

That's  not  the  way  Baker  runs  things.  As  Ron- 

d  Reagan's  White  House  Chief  of  Staff  and 

Iter  as  Treasury  Secretary,  he  built  an  impres- 

v.'  record  by  relying  on  a  circle  of  four  or  five 

usted  advisers.  This  allowed  him  to  focus  his  energies  on  a 

►w  key  issues,  stroke  the  media,  and  control  the  leaks. 

At  State,  Baker's  lineup  includes  Lawrence  S.  Eagleburger 

Deputy  Secretary,  Robert  M.  Kimmitt  as  political  affairs 

iiief,  Counselor  Robert  B.  Zoellick,  media  specialist  Margaret 

.  Tutwiler,  and  policy  planning  head  Dennis  B.  Ross.  He  has 

id  little  truck  with  the  20-odd  Assistant  Secretaries  whose 

gional  and  economic  bureaus  are  the  pipelines  to  embassies 

prldwide.  Where  former  Secretary  George  P.  Shultz  usually 

el   with   his  key  regional  bureau  chiefs  about  six  times  a 

ek.  Baker  books  just  one  session. 


The  difficulty  that  may  plague  Baker  is  that  Secretar 
State  rarely  can  afford  to  concentrate  on  a  handful  of  issues. 
Events  vault  foreign  policy  crises  to  the  top  of  the  agenda, 
demanding  instant  expertise  from  regional  specialists.  "If  Bak- 
er thinks  he  can  institutionalize  a  system  that  relies  on  a  hard 
core  of  advisers  and  isolates  the  bureaus,  he's  going  to  find 
the  system  breaking  down  fairly  quickly."  says  Helmut  Son- 
nenfeldt,  a  former  top  State  official. 

paper  chase.  The  early  results  haven't  been  encouraging. 
Baker  aides  tried  to  arrange  his  trip  to  14  NATO  capitals  on 
their  own.  That  quickly  proved  a  logistical  nightmare,  so 
Tutwiler  turned  to  lame-duck  Assistant  Secretary  Rozanne  L. 
Ridgway,  head  of  State's  European  bureau,  for 
help.  Similarly,  the  Baker  cadre  has  created  a 
serious  bottleneck  by  trying  to  scrutinize  State's 
flood  of  paperwork.  Says  one  Baker  aide:  "It  will 
be  months  before  we  can  get  anything  done  nor- 
mally here." 

Baker's  appointments  have  also  created  fric- 
tion. He  raised  eyebrows  in  Congress  by  picking 
Bernard  Aronson,  a  speechwriter  for  the  Carter 
White  House  who  has  little  international  experi- 
ence, to  run  Latin  American  affairs.  And  with 
issues  such  as  the  planned  1992  economic  integra- 
tion of  Europe  moving  to  the  fore.  Baker  chose 
Richard  T.  McCormack,  a  former  aide  to  Senator 
Jesse  Helms  (R-N.  C),  as  Under  Secretary  for 
Economic  Affairs.  When  McCormack  was  an  Assistant  Secre- 
tary, his  strident  conservatism  isolated  State's  economics  shop. 
Shultz  dispatched  him  to  the  Organization  of  American  States, 
a  backwater. 

The  secretary's  defenders  say  that  Baker's  ability  to  make 
wherever  he  happens  to  be  the  center  of  action  in  Washing- 
ton will  ultimately  endear  him  to  the  professionals  at  State. 
In  the  short  run,  however,  the  careerists  are  wondering  why 
a  politician  who  is  noted  for  his  velvet-smooth  political 
style  has  trod  on  so  many  of  their  toes. 

By  Bill  Javetski 


\PITAL  WRAPUPI 


:OMSERVATIOM 

jj^an  George  Bush  deliver  on  his  vow 
rai"    he    a    Staunch    protector   of   the 

Environment?  Watch  this  early  test  for 

.lust  before  leaving  office,  thi' 
ieagan  Administration  granted  auto 
Bakers  a  reprieve  from  a  requirement 
o   increase   the   average   mileagi 

heir  1990  cars  to  27.6  miles  per  gallon 
rom    26.6    miles    per   gallon.    Arguing 

preater  efficiency  would  reduce 

dilution  from  car  exhausts,  environ 

lenlalists  howled    Now  Transportation 
.•civtary  Samuel  K.  Skinner  says  he  is 

eviewing  the  delay   The  environmen- 
dists  have  an  all]    m  Senate  I 

lerce  Committee  Chairman   Ernest    F, 


Hollings  (D-S.  C),  who  has  asked  Skin- 
ner to  put  the  tougher  standard  into 
effect. 

TELECOMMUNICATIONS 

Federal  .Judge  Harold  H.  Greene's 
control  of  the  l.S.  telephone  sys- 
tem may  finally  he  loosening.  In  a  de- 
parture from  his  past  rulmgs,  Greene 
has  given  1'acitic  Telesis  Croup  permis- 
sion to  broaden  its  activities  bj  invest- 
ing in  the  Japanese  end  of  a  trans- 
Pacific  fiber  optic  cable.  And  some  kej 
members  of  Congress  are  concerned 
that  Greene's  restrictive  view  of  the 
industry  is  harming  U.S.  competitive- 
ness Lawmakers  wfll  consider  restor- 
ing  powers   the    Federal   Communica- 


tions Commission  effectively  lost  in  the 
1982  antitrust  settlement  with  Ameri- 
can Telephone  &  Telegraph  Co..  which 
Greene  oversees. 

FOREIGN  INVESTMENT 

A  dormant  controversy  over  foreign 
investment    is    showing    sign- 
life  again.  House  Speaker  Jim  V. 

{.)  is  pushing  for  an  early  \ 
a  bill  that  would  require  foreigl 
tile  reports  on  their  U.S.  holdings  with 
the  Commerce  Dept  Similar  legislation 

passed  the  House  a.-  part  of  the  Trade 

Act  ol  ly  to  die  in  i 

Even  if  the  measure  clear-  the  Senate 

this    time,    it    face-    an    almost 
veto  from  President  Hush 
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The  Panasonic  Boom:  the  next  generation  in  business. 
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Things  are  moving  so  fast 
these  days,  the  last  thing  you 
want  is  to  get  dead-ended. 

So  what  typewriter 
makes  sense?  The  one  you 
design  yourself.  The 
Panasonic'  KX-E7000. 

It  has  a  wide  range  of 
options:  20  or  40  character 
single-line  display.  Full 
size  CRT  Expandablememory 
87,000  word  dictionary 
3'/2-inch  disk  drive  Start 
with  whatever  fits  your  needs 
and  expand  as  the  job  does. 

The  point  is,  you  always 
get  exactly  what  you  want. 
Without  paying  for  anything 
more  Or  getting  stuck  with 
anything  less. 

Thisisjustoneof 
the  ways  Panasonic  is  making 
its  name  felt  around  the 
office  today 

For  the  name  of  your 
nearest  dealer,  call  toll-free 
1-800-843-0080. 


Copiers.  Typewnters.  Printers. 
Peripherals  and  Facsimiles. 
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SOVIET  UNION  I 


THE  DEAL  OF  THE  DECADE 
MAY  GET  DONE  IN  MOSCOW 


U.S.  companies  and  the  Soviets  near  a  pact  that  would  be  a  breakthrough  for  East- West  ventures 


It  ranks  as  the  biggest  and  most  com- 
plex Western-Soviet  trade  negotia- 
tion yet:  For  nine  months  executives 
of  six  American  multinationals  and  offi- 
cials of  more  than  30  Soviet  trade  and 
economic  organizations  shuttled  between 
Moscow  and  New  York  to  cut  a  sweep- 
ing trade  agreement  that  could  be  worth 
billions.  The  secret  talks  bogged  down 
repeatedly.  But  U.  S.  members  of  the 
group,  called  the  American  Trade  Con- 
sortium (ATC),  now  say 
the  deal  is  almost  final. 
"[We've]  all  seen  it 
page  by  page  and  are 
right  at  the  very  end 
.  .  .  .  We've  done  it," 
says  Archer  Daniels 
Chairman  Dwayne  0. 
Andreas. 

cash  cow.  If  the  deal  is 
signed  by  early  April  as 
expected,  it  will  be  un- 
precedented both  for 
the  Americans  and  Sovi- 
et leader  Mikhail  S. 
Gorbachev.  It  will  clear 
the  way  for  six  giant 
American  companies  to 
negotiate  as  many  as 
two  dozen  joint  ven- 
tures with  the  Soviets. 
The  key  for  the  U.S. 
companies  was  devising 
a  way  to  get  paid  in 
hard  currency.  The  com- 
panies are  Archer  Dan- 
iels Midland,  Chevron, 
Ford  Motor,  rjr  Na- 
bisco, Eastman  Kodak, 
Johnson  &  Johnson,  and 
the  New  York  merchant 
bank  Mercator. 

At  the  center  of  their  agreement  is  a 
guarantee  that  U.  S.  companies  can  re- 
patriate their  profits  in  dollars  from  the 
Soviet  Union,  where  the  ruble  is  not  con- 
vertible. The  100-plus-page  document 
also  establishes  critical  precedents  for 
future  deals.  It  sets  rules  covering  tax, 
labor,  accounting,  insurance,  arbitration, 
and  other  areas  for  Soviet-American 
ventures.  "What  we  are  trying  to  do  is 
find  a  way  to  mesh  together  two  very 
different    economic    systems,"    says 


James  H.  Giffen,  president  of  Mercator 
Corp.  and  a  key  figure  in  the  ATC  talks. 
The  American-Soviet  negotiations 
have  been  snared  in  controversy  since 
the  consortium  was  formed  last  April. 
Publicly  endorsed  by  Gorbachev,  the 
consortium  was  dreamed  up  by  Giffen, 
who  was  also  president  of  the  545-mem- 
ber  U.  S.-U.  S.  S.  R.  Trade  &  Economic 
Council  until  a  few  months  ago.  Some 
U.  S.   companies,   not  members  of  the 
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consortium,  charged  him  with  using  his 
council  position  to  push  his  own  business 
deal.  Giffen  resigned  from  the  council 
post  last  March  but  remained  on  an  un- 
paid basis  until  December. 

On  the  Soviet  side,  tempers  also 
frayed.  Some  Moscow  insiders  say  the 
negotiations  were  so  difficult  that  key 
organizations  such  as  the  Soviet  Foreign 
Economic  Relations  Commission  won't 
want  to  attempt  a  deal  of  this  size  again. 
"This  seems  to  be  an  experiment  that 
the  Soviets  are  not  willing  to  repeat," 


says  John  M.  Howell,  director  for  Eas 
ern  Europe  at  Ernst  &  Whinney,  whic    ipn 
is  working  with  British  groups  to  set  u 
a  consortium  in  the  Soviet  Union 

Central  to  the  ATC  agreement  is  a  sy 
tem  allowing  members  to  trade  ruble 
and  hard  currency.  The  idea  is  that  e: 
port-oriented  ventures  that  earn  currei 
cy  such  as  dollars  will  sell  their  cash  t  l 
ventures  aimed  solely  at  the  Soviet  mai 
ket.  Initially,  Chevron  will  be  the  mai 
cash  cow.  It  plans  to  se 
up  a  venture  to  expo 
Soviet  oil.  While  th 
other  U.S.  companie 
aim  mainly  to  sell  to  th 
Soviet  market  for  ru 
bles,  Chevron  will 
raking  in  dollars  if  it 
oil  venture  works.  Ur 
der  terms  not  yet  full 
defined,  Chevron's  earr 
ings  would  then  be  use 
to  meet  a  6oviet  n 
quirement  that  join 
ventures  must  ean 
enough  hard  currenc; 
to  cover  any  profit;  if 
they  repatriate.  As  oth 
er  export-oriented  ven 
tures  begin,  their  har< 
currency  earnings  wil 
be  added  to  the  casl 
pool.  Since  the  plan  ii 
long-term,  Chevron  an< 
its  partners  have  1 
years  to  balance  theii 
hard-currency  accounts 

GUARANTEES.    Most    Uli 

portant,  the  U.  S.  part 
ners  won't  have  to  wai 
for  the   oil   to   flow  t(  ->m 
send  profits  home  in  dollars.  Giffen  sayi    <n  ,( 
the  hard  currency  U.  S.  companies  ne« 
to  repatriate  profits  will  be  guarantees 
by  Soviet  institutions.  But  still  at  issue 
another  source  says,  is  just  which  insti    >w 
tutions  will  offer  those  guarantees.  To  ,  ^ 
hedge  against  a  devaluation  of  the  ruble, 
which  could  plunge  by  50%  next  year 
the  consortium  is  likely  to  set  up  con 
tracts  to  sell  rubles  at  negotiated  ex 
change  rates  to  cover  both  long-  and 
short-term   obligations.    Says    Ed  A. 
Hewett,  a  Soviet  specialist  at  the  Brook 


tsjien 


pies  ■ 
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mutum  "Tins  is  to  be  a  whole 
•;tdc  and  in'.,  tmenl  regime  " 
Wlnlf  the  vti  has  been  negotiating 
it-  umbrella  agreement,  individual  com 
anics  have  been  working  on  their  own 
eals  The  fir8t  could  he  signed  as  early 
•,  May.  Eastman  Kodak  Co.  has  heen 
■tOtiating  to  produce  blood  analyzers 
nd  floppy  disks.  Talks  went  so  well  that 
odak  is  angling  for  five  other  projects, 
hich  would  involve  selling  film  and 
inning  photofinishing  laboratories. 
Heanwhile,  Archer  Daniels  Midland 
o.  is  negotiating  to  set  up  a  factory  to 
-oduce  fructose,  starch,  and  ethanol. 
)hnson  &  Johnson  is  doing  studies  for 
jalth  products  ventures.  RJR  Nabisco 
ic.  has  been  looking  to  make  Ritz 
•ackers,  cereals,  and  cigarettes  in  the 
wiet  Union  and  says  it  is  committed  to 
«e  consortium  despite  its  recent  buyout. 

big  way.'  But  Ford  Motor  Co.  and 
hevron  Corp.  may  prove  to  be  the  big- 
;st  players.  Ford  is  working  on  an 
ifreement  to  help  the  Soviets  revitalize 
eir  auto  industry.  Ford  would  start  by 
:porting  its  executive  Scorpio  model  to 
'e  Soviets.  Over  a  five-year  period  it 
ould  gradually  shift  to  production  in 
e  Soviet  Union.  The  Scorpio  will  re- 
ace  the  Soviet  Volga  as  the  model  for 
xis  and  official  cars.  Ford  plans  to 
Jiild  a  new  car  assembly  plant  near  the 
orkovsky  Automobilnyi  Zavod  (GAZ) 
ctory,  which  the  U.  S.  company  helped 
e  Soviets  build  in  the  1930s. 
For  Chevron,  the  Soviet  market  offers 
chance  to  increase  its  crude  reserves. 
ie  company  has  sent  geologists  to  look 

producing  areas  and  data  on  pros- 
cts  in  the  Tenghiz  region,  Western  Si- 

Eria,  Eastern  Siberia,  and  Sakhalin  Is- 
ld.  "We're  looking  at  a  world-class 
<)e  of  project.  We're  not  looking  at  re- 
lishing our  reserves  in  little  chunks," 
ys  Edward  Scott  II,  Chevron's  vice- 
BBident  for  overseas  negotiations.  By 
>rking  through  the  consortium,  he 
ys,  Chevron  has  been  "offered  pro- 
•ts  we  might  not  get  otherwise." 
Much  uncertainty  lies  ahead  for  the 
hsortium  even  after  the  general  trade 
Teement  is  signed.  The  U.  S.  compa- 
's  must  still  negotiate  their  individual 
ntures  with  tough,  bureaucratic  Soviet 
DJstries.  But  such  problems  pale  when 
Onbers  add  up  the  consortium's  poten- 
I  to  generate  a  massive  volume  of 
business  for  everyone.  The  produc- 

n    of    better    cars,    floppy    disks,    and 
alth  care   products  could   also   ha\e  a 

ich  needed  political  payoff  for  Oorba- 

M'ler   years    of    false    starts,    the 

pects  for  meshing  the  Western  and 

viri    economic    systems    could    take    a 
ml   leap  forward 

By  Peter  Galustka  m  Moteow  and  Rom 
y  in  Xrir  York,  with  Richard  A 

r  in   London.   Bill  Jnrifski  in    Utisluui/ 

and  bureau  report* 


JAPAN  I 


NOW  TAKESHITA  REALLY  FEELS 
THE  FLAMES  OF  SCANDAL 


Arrests  and  a  lost  election  further  ckimagc  his  standing 


Tokyo  commut- 
ers were  still 
fighting  their 
way  home  on  Feb.  13 
when  the  extra  edi- 
tions hit  the  news- 
stands. It  was  a  new 
chapter  in  Japan's 
mushrooming  stock- 
for-influence  scan- 
dal. Hiromasa  Ezoe, 
the  former  chairman 
of  Recruit,  and  three 
other  businessmen 
were  charged  with 
bribery. 

The  timing  of  the 
arrests  could  not 
have  been  worse  for 
Prime  Minister  No- 
boru  Takeshita.  Only 
the  day  before,  in  a 
local  election  widely 
promoted  as  a  referendum  on  Takeshi- 
ta's  handling  of  the  Recruit  affair,  vot- 
ers in  the  southern  prefecture  of  Fukuo- 
ka  firmly  rejected  the  Liberal 
Democratic  Party  candidate  for  an  upper 
house  seat.  Even  Takeshita  dourly 
mused  that  the  scandal  might  be  to 
blame.  The  opposition  was  less  equivo- 
cal. "Fukuoka  voiced  the  anger  people 
across  the  country  feel  toward  the  LDP," 
says  Satsuki  Eda,  leader  of  the  United 
Social  Democratic  Party. 
exchanging  favors.  As  the  spreading 
scandal  backs  Takeshita  into  a  corner,  it 
bodes  ill  for  the  Bush  Administration. 
With  his  government  besieged,  Take- 
shita may  lack  the  clout  to  press  for 
further  opening  of  Japan's  distribution 
system  and  agriculture  market. 

The  Recruit  arrests  cap  a  five-month 
investigation  into  how  the  company  sold 
cut-rate  stock  in  its  real  estate  subsid- 
iary to  influential  people  in  exchange  for 
favors.  Two  of  those  arrested  were  for- 
mer Nippon  Telegraph  &  Telephone 
Corp.  officials.  According  to  investiga- 
tors, they  helped  Recruit  acquire  two 
supercomputers  and  establish  itself  as  a 
leader  in  leasing  high-speed  digital  cir- 
cuits. In  return.  Ezoe  sold  the  two  offi- 
cials a  total  of  r>.(MM)  shares,  which 
earned  them  ahout  $260,000  when  the 
real   estate   unit.    Recruit    Cosmos,    went 

publk  m 

The  scandal  has  already  eaten  awa\  at 
Takeshita's  inner  circle  and  caused  three 
Cabinet    members   to   resign.   Two   more 


TAKESHITA:  CAN  HE  TAKE  THE  HEAT? 


Recruit  officials 
were  charged  on 
Feb.  15,  and  more 
departure*   ar< 

pected  as  the  probe 
deepens.  Investiga- 
tors say  they  are 
checking  Ez 
links  with  officials  in 
the  Education  and 
Labor  Ministries. 
And  the  investiga- 
tion could  go  still 
higher.  Two  aides  to 
former  Prime  Minis- 
ter Yasuhiro  N'aka- 
sone,  who  played  a 
role  in  NTT's  pur- 
chase of  the  super- 
computers from  the 
U.  S.,  reaped  almost 
$900,000  each  on  Re- 
cruit Cosmos  stock. 
Adding  to  his  woes,  Takeshita  now 
faces  an  increasingly  unified  group  of 
opposition  parties.  His  grasp  on  Diet  af- 
fairs is  slipping.  Approval  of  his  1989 
budget  will  be  held  up  a  month,  which 
will  delay  spending  on  new  projects  and 
"bring  a  marked  slowdown  in  the  econo- 
my," says  one  Tokyo  banker.  Opposition 
members  are  stepping  up  demands  that 
Takeshita  hold  a  genera!  election  for 
both  houses  sometime  this  summer.  LDP 
leaders  admit  they  may  lose  as  many  as 
40  seats  in  the  lower  house,  but  they 
would  still  have  a  narrow  majority.  Still. 
a  large  loss  by  the  LDP  could  undermine 
Takeshita's  mandate  to  lead  the  party. 
And  as  investigators  piece  together 
more  parts  of  the  Recruit  puzzle,  the 
opposition  and  the  public  may  demand  a 
complete  sweep  of  the  government,  Ta- 
keshita included. 

For  now,  it  appears  likely  that  Take- 
shita can  ride  it  out.  The  LDP  is  loath  to 
change  leaders  because  Takeshita  is  off 
to  a  sound  start  with  I  Bush  and 

because  he  faces  a  heavy  schedule  of 
state  events  related  to  the  death  of  Em- 
peror Hirohito.  The  next  showdown  will 
be  a  gubernatorial  contest  m  March  in 
Miyagi  Prefecture  The  opposition  ap- 
pears to  have  a  chance:  The  i  DP  is  field- 
ing a  candidate  who  \\a>  Once  on  the 
dole  from  Recruit.  It  may  just  be  a  sign 
Of  the  slim  pickings  today  in  Jap 
ruling  party. 

By  Ted  Hold'  •  u,  m 

Tokyo 
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THE  GAL  ANT:  THE  JAZZY  CAR  WOH  MOTOR  TREND  MAGAZIHE'S  IMPORT  CAR  OF  THE  YEAR  AWARD 


MITSUBISHI  IS  SOUPING  UP 
ITS  IMAGE 


The  'sleeping  giant'  of  autos  is  making  tracks  in  the  U.  S. 


itsubishi  Motor  Corp.  has  a 
fuzzy  image  in  the  U.  S.,  and  it 
knows  it.  Two-thirds  of  the  cars 
it  sells  there  are  marketed  as  Chryslers, 
and  auto  export  quotas  have  fettered 
expansion  of  its  spotty  dealership  net- 
work. Now  all  that  is  about  to  change. 
Slowly  but  surely,  Mitsubishi  is  jazz- 
ing up  its  product  line  with  such  promis- 
ing new  models  as  the  Galant.  It  has 
built  a  U.  S.  production  base  through  Di- 
amond-Star Motors  Corp.,  its  Blooming- 
ton  (111.)  joint  venture  with  Chrysler 
Corp.  Now  Japan's  third-largest  auto 
maker  plans  to  boost  its  U.  S.  dealer  net- 
work some  40%  this  year,  to  340,  in  65 
new  markets.  The  push  is  backed  by  the 
company's  first  national  TV  advertising 
campaign.  Says  an  executive  at  Mazda 
Motor  of  America  Inc.:  "Mitsubishi  is 
the  sleeping  giant  in  this  market." 
pep  talk.  Mitsubishi's  recent  successes 
in  Japan  foreshadowed  its  moves  in  the 
U.  S.  Six  years  ago  the  company  brought 
in  a  new  president,  Toyoo  Tate,  to  re- 
verse its  slide  in  the  domestic  market. 
Tate  shook  up  the  company  with  a  series 
of  firings  and  demotions  and  pepped  up 
the  design  staff.  He  also  broadened 
global  partnerships,  especially  with 
South  Korea's  Hyundai  Motor  Co.,  mak- 
er of  the  Excel.  And  lasl  December,  Mit- 
subishi went  public,  raising  $470  million 
to  pay  down  debt  and  finance  expansion. 
But  Mitsubishi  has  been  held  back  in 
the  Suites.  Under  Japan's  quotas,  it's 
allowed  to  export  193,000  cars  per  year 


to  the  U.  S.,  and  two-thirds  of  them  go 
to  Chrysler.  As  a  result,  Mitsubishi  deal- 
ers sold  only  72,400  cars  last  year.  This 
year  the  sales  goal  is  130,000  cars.  To 
reach  it,  the  company  is  tapping  sources 
of  supply  outside  Japan.  Through  Hyun- 
dai, Mitsubishi  is  importing  the  Precis,  a 
twin  of  the  Excel.  Diamond-Star  is  now 
starting  to  produce  the  sporty  Eclipse,  a 
version  of  the  Plymouth  Laser,  with  a 
sticker  price  starting  at  $10,397. 

Mitsubishi  is  also  working  a  swap  deal 
with  Chrysler:  it  will  take  15,000  more 
Lasers  from  Diamond-Star  and  give  Mit- 
subishi a  like  number  of  extra  Japanese 
imports  for  its  dealers.  Most  of  them  are 
expected  to  be  Galants,  priced  at  $10,971 
and  up.  The  family  sedan  this  month 
won  Motor  Trend  magazine's  Import 
Car  of  the  Year  award.  "The  car  has 
done  a  good  job  of  putting  Mitsubishi 
squarely  in  the  segment  with  the  Honda 
Accord,  Toyota  Camry,  and  Mazda  626," 
says  Christopher  W.  Cedergren,  an  ana- 
lyst at  J.  D.  Power  &  Associates. 

Mitsubishi  is  now  on  a  creativity 
binge,  but  it  can't  count  on  every  hit  at 
home  translating  well  to  the  American 
market.  Its  latest  entry  in  Japan  is  the 
Lettuce,  designed  in  conjunction  with 
and  sold  by  a  supermarket  chain.  The 
car  features  two  doors  on  the  passenger 
side — but  only  one  on  the  driver's.  Mit- 
subishi will  need  more  than  that  kind  of 
image  to  win  more  U.  S.  customers. 

By  Larry  Armstrong  in  Tokyo,  with 
James  Treece  in  Detroit 


BRITAIN  I 


EUROTUNNEL 
OF  LOVE? 


A  French  passion  for  the  project 
helps  bid  its  stock  up  163% 


The  Anglo-French  company  has  bij 
debt  and  no  prospect  of  making 
profit  until  at  least  mid-1994.  Ye 
Eurotunnel,  the  company  building  a  rail 
road  tunnel  under  the  English  Channel 
is  a  hot  stock  in  London  and  Paris.  Iti 
price  is  up  an  eye-popping  163%  sinci 
last  Sept.  1  (chart).  Nobody  seems  quit< 
sure  why.  "On  any  financial  grounds 
it's  almost  impossible  to  justify,"  say! 
Richard  Hannah,  an  analyst  at  UBS  Phil 
lips  &  Drew  Ltd.  in  London 

Much  of  the  recent  buying  binge  cai 
be  traced  to  the  French.  They  were  cool 
er  toward  the  $9.1  billion  project  thai 
British  investors  when  the  stock  was  is 
sued  in  late  1987,  perhaps  becaus< 
France  isn't  an  island  nation  facing  con 
nection  to  the  mainland  for  the  firs 
time.  But  last  year  several  Paris  broken 
issued  bullish  forecasts  for  cross-chanj 
nel  traffic,  sparking  renewed  interest. 
rumors.  The  investor  excitement  ma] 
be  premature.  The  project  is  running 
three  months  behind  schedule,  just  II 
months  into  construction.  Onry  recentl; 
have  digging  rates  reached  the  require< 
weekly  average,  and  that  may  not  lasl 
But  news  of  the  improvement  sent  thi 
stork  up  287>  in  just  three  days  in  eaq 
February.  Then  a  Feb.  8  report  that  th< 
original  completion  date  of  May, 
might  be  extended  sent  the  shares  dowi 
9%.  "We  keep 
saying  to  people 
that  we're  still  in 
the  startup  pro- 
cess, and  that 
they  shouldn't  get 
carried  away," 
says  Alistair  Mor- 
ton, a  Eurotunnel 
co-chairman. 

Savvy  investors 
are  waiting  for 
hard  news.  "By 
sometime      next 

year  we'll  have  a  much  better  idea 
whether  the  project  will  finish  on  time 
says  John  L.  Parrott,  an  investme 
manager  at  Prudential  Corp.  PLC  wi 
holds  4%  of  Eurotunnel's  British  shar 
"Then  prices  could  start  to  reflect  re 
ty."  Meanwhile,  the  only  thing  cert 
about  Eurotunnel  is  that  there's  still 
light  at  its  end. 

By  Mark  Maremont  in  Lone 
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Why  domestic  experience  doesn't  count 
in  international  shipping. 


A  lot  of  domestic  express  companies  are  find- 
ing out  the  hard  way  that  international  shipping  is 
a  whole  different  world. 

That's  why  you  should  call  DHL,  the  World's 
Express  Company. 

DHL  has  been  around  long  enough  to  know 
that  every  detail  counts.  Like  knowing  the 
languages,  local  restrictions  and  customs 
regulations  in  over  1 70  nations.  The  fact 
is,  we've  got  more  people  in  more  places 
handling  more  international  packages 


than  Federal  Express,  Emery  and  Airborne  combined. 

So,  next  time  you're  shipping  a  package  to  the 
Far  Side  of  the  world,  don't  monkey  around  with  a 
domestic  company.  Call  DHL. 

We'll  deliver  it  right,  without  a  slip-up. 


800-CALL-DHL 


WORLDWIDE  EXPRESS  ' 


The  World's  Express  Company 


I988DH1  AIKWAAII* 


■ 


Vigilance. 


Investing  with  a  sense  of  direction  starts  with  keeping  a  watchful 
eye  on  changing  conditions.  At  Van  Kampen  Merritt,  we  are 
constantly  scanning  the  financial  horizon  for  signs  of  opportunity. 
Our  expertise  in  research  and  asset  management  will  help  you 
find  your  way.  It's  one  of  the  reasons  we  have  become  the  prudent 
sponsor  of  more  than  $20  billion  in  mutual  fund  and  unit  trust 
assets.  And  as  a  Xerox  Financial  Services  Company,  we  can 
deliver  a  wide  range  of  investment  banking  capabilities. 

If  financial  opportunity  is  what  you  seek,  keep  your  eye  on 
Van  Kampen  Merritt.  For  more  complete  information  regarding  any 
Van  Kampen  Merritt  product,  including  all  charges  and  expenses, 
please  contact  your  investment  representative  for  a  prospectus. 
Read  it  carefully  before  you  invest  or  send  money.  Or  call 
1-800-DIAL-VKM  ext.  1001.  In  Georgia,  1-800-633-2252  ext.  1001. 

Mutual  Funds,  Unit  Trusts,  Asset  Management, 
Precious  Metals,  Xerox  Life  Products,  Capital  Markets, 
Public  and  Health  Care  Finance. 


Van  Kampen  Merritt 

i  \i  Ki  )\  Financial  Services  Company 

Investing  iritli  a  sense qf  direction 


Now  you  can  rent  a  car 

without  standing  in  any  lines, 

stopping  at  any  counters, 

filling  out  any  contracts, 

or  even  starting  the  engine. 


Hertz  /fl  Club  (<  Id 


On  April  1st,  Hertz  will  launch  the  fastest  and  easiest  way 
ever  to  rent  a  car— Hertz  #1  Club  Gold  Serviced 

At  selected  airport  locations  the  Hertz  bus  will  take 
you  right  to  the  #1  Club  Gold  area  (we  plan  to  have  over  30 
of  these  locations  by  year  end). 
I  see  your  name  and  car  location  displayed  on  our  computer-controlled  sign. 
Your  car  will  be  warmed  up  and  climate-controlled. 
Just  hop  in  and  take  off. 

There's  no  paperwork.  No  lines.  Nothing  to  slow  you  down. 
To  become  a  #1  Club  Gold  member,  you  have  to  sign  an  Enrollment 
jreement  and  pay  a  $50  annual  membership  fee.  For  information,  call 
1-800-654-3131. 

At  Hertz  we  never  forget  that  you  traveled  500  miles  per  hour  to  get  to  us. 
So  we're  not  about  to  slow  you  down. 


>  HERTZ  SYSTEM  INC  1989 


Hertz  #1  Club  (iolil 


k 


■*  » 


Hertz 


Hertz,  rents  Fords  and  other  fine  cars. 
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CAN  MOBILE  MISSILES  GIVE  BUSH 
\  SHOT  IN  THE  ARMS  TALKS? 


onald  Reagan's  modernization  of  U.  S.  strategic  v. 
ons  left  a  big  gap  unfilled,  because  it  did  not  offer  a 
solution  to  one  of  the  toughest  problems  facing  defense 

tntegists:  how  to  protect  land-based  missiles  from  a  Soviet 

Back.    American   missiles  are  a  credible   deterrent   to   the 

Driets  only  if  they  can  survive  a  first  strike.   Right  now 

ley  may  not  do  so,  because  the  U.  S.  has  put  50  new,  10- 

arhead  MX  missiles  in  vulnerable  old  silos. 
Now  a  consensus  seems  to  be  emerg- 

»g  about  ways  to  resolve  this  problem 

id  give  President  Bush  a  solid  basis  to 

jsh  for  an  agreement  with  Moscow  in 

lie  ongoing  Strategic  Arms  Reduction 

lalks  (START).  A  report  issued  on  Feb.  3 

y  some  of  Washington's  most  influen- 
il  Republican  and  Democratic  policy- 
akers  urges  mobile  deployment  of  in- 

ircontinental  ballistic  missiles  (ICBMs)  to 
ake  them  elusive  targets.  They  would 
undle  on  wheeled  launchers  around  de- 
•rted  Western  roads  or  shuttle  among 

tattered  shelters.  The  proposal  gives  a  boost  to  the  Midget- 

lan,  a  missile  with  one  or  two  warheads  that  is  still  being 
veloped.  An  alternative  proposal,  for  moving  the  MX  missile 
ound  on  the  U.  S.  railroad  network,  would  be  more  cumber- 
me  but  cheaper. 

ratecy  switch.  Both  the  Administration  and  Congress 
em  likely  to  be  swayed  by  the  panel's  advice.  Brent  Scow- 
oft.  Bush's  national  security  adviser,  co-chaired  the  panel 
ang  with  Harold  Brown,  former  President  Jimmy  Carter's 
Bfense  Secretary,  and  is  likely  to  carry  its  ideas  to  the  White 
Duse.  Two  key  congressional  Democrats,  Les  Aspin  (D-Wis.), 
airman  of  the  House  Armed  Services  committee,  and  Senate 
rmed  Services  Chairman  Sam  Nunn  (D-Ga.),  also  signed  the 
port. 

The  panel  also  recommends  proceeding  more  cautiously  with 
E  cosily  Stealth  bomber — which  would  cost  $500  million  per 
ane — and  Reagan's  futuristic  Strategic  Defense  Initiative, 


which  has  already  been  hobbled  by  a  sqi  funding.  The 

report's  significance,  says  an  aid  lin,  is  that  "the  perma- 

nent national  security  priesthood  in  town  has  started  to  co- 
alesce around  land-based  KHM  modernization  now  that  we've 
dropped  the  pretense  of  an  SD1  astrodome." 

To  shift  to  a  mobile  missile,  however,  will  require  a  major 
switch  in  U.  S.  strategy  in  the  START  talks.  The  U.  S.  wants 
deep  cutbacks  in  the  Soviets'  huge,  10-warhead  SS18  missiles. 
Up  to  now,  U.  S.  negotiators  have  also 
demanded  an  outright  ban  on  mobile 
missiles  because  they  are  hard  to  moni- 
tor. But  the  Russians  are  unlikely  to 
give  up  their  heavy  investment  in  rail- 
mobile  SS24  missiles  and  truck-mobile 
SS25s.  "If  it  came  down  to  a  START  trea- 
ty that  limited  mobile  missiles  or  no 
start  treaty  at  all,  the  Soviets  would 
simply  walk  away,"  warns  Michael  E. 
Brown,  a  senior  researcher  at  London's 
International  Institute  for  Strategic 
Studies.  But  if  Washington  also  favors 
mobile  missiles,  then  reaching  an  agreement  with  the  Soviets 
may  be  easier.  Other  stumbling  blocks  remain,  however.  One 
is  what  to  do  about  sea-launched  cruise  missiles,  where  the 
U.  S.  has  a  technological  edge.  If  the  U.  S.  agrees  to  curb 
these  low-flying  weapons,  it  would  give  up  that  advantage  but 
might  gain  long  term,  because  it  would  ease  the  threat  to  U.  S. 
coastal  cities  from  Soviet  sea-launched  missiles. 

The  main  aim  in  start  negotiations  is  to  increase  the  stabil- 
ity in  the  U.  S.-Soviet  nuclear  rivalry  and  not  just  reduce  arms. 
To  achieve  that  result,  the  talks  may  eventually  require  both 
countries  to  modernize  some  weapons  and  even  introduce  new 
ones.  The  importance  of  the  bipartisan  panel's  report  is  that 
Washington's  national  security  heavyweights  are  moving  in 
that  direction  and  have  given  Bush  a  coherent  strategy  for  his 
next  move  with  the  Soviets. 

By  Dave  Griffiths  in  Washington,  Mark  Maremont  in  London, 
and  Peter  Galuszka  in  Moscow 
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rime    Minister    Brian    Mulroney's 
7  bUbon  plan  to  build  a  nuclear 
ubmarme    Meet    is    in    trouble.    A    poll 

lows  that  71  of  Canadians  are 
gainst  it  Pacing  a  runaway  federal 
elicit,  Mulroiiev  will  introduce  an 
OBterity  budget  in  March   His  recent 

hift  of  Defense  Minister  Henry  1'errin 
catty  to  Health  &  Welfare  is  a  sign 
lat  the  controversial  program  may 
I  scrapped  lieatty  championed  the 
Bbmarine  purchase,  but   now   he  must 

>!>i>\  instead  for  the  $5.4  billion  need 

I  to  fund  the  ambitious  national  child 

ire  program  that  Mulronej  promised 
isl  year 


The  choice  between  a  fleet  of  8  to  10 
British-  or  French-made  vessels  has 
been  on  hold  since  last  summer.  Axing 
the  program  would  keep  Canada's  de- 
fense outlays  among  the  lowest  in 
NATO,  amounting  to  only  2"'  of  GNP. 

MEXICO 

A  month  after  jailing  corrupt  oil 
union  leaders.  President  Carlos 
Salinas  de  (iortan  struck  at  business 
abuses  On  Feb.  L8  his  government 
tiled  criminal  charges  against  tWO  lead- 
ing   brokerage    firms,    Operadora    de 

Bolsa   and    Mexicana   de   Yalores   e    In- 
•nes.  They  are  charged  with  wide- 
spread abuses,  from  dealing  in  expired 
Treasury  certificates  to  buying  on  mar- 


gin without  the  permission  of  clients. 

Salinas'  action  is  aimed  at  restoring 
confidence  in  Mexico's  stock  exchange, 
which  has  been  under  a  cloud  since  the 
1987  crash.  A  vigorous  stock  market  is 
central  to  the  President's  plans  to  mod- 
ernize Mexico's  economy. 

The  crackdown  also  provides  political 
balance  for  Salinas,  who  is  widel . 
as  antilabor.  Federal  police  jailed  Oper- 
adora's  president.  Eduardo  Legorreta, 
and  three  other  financiers  without 
bond.  Legorreta  is  a  brother  of  Agus- 
tiii  Legorreta,  president  of  B  leading 
business  group  and  an  ally  of  Salinas 
in  his  anti-intlation  program.  Altogeth- 
er, in  Mexico's  25  brokerage  firms,  14S 
brokers  are  under  investigal 
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Why  spend 
money  on 
computers 
when  you 
can  make 
money  on 
computers? 
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Most  CEO's  and  senior 

We  aren't  just  an  industry 

managers  look  at  computer 

leader  in  networking. We  aren't 

operations  as  cost  centers, 

just  the  maker  of  the  broadest 

not  profit  centers. 

line  of  compatible  computers. 

Unisys  has  helped  many 

And  we're  not  just  the  creator 

businesses  use  information  to 

of  the  most  flexible  software 

be  more  competitive.  We've 

tools  available.  We  are  all 

done  it  for  banks.  We've  done 

these  things. 

it  for  airlines.  We  can  do  it 

And  we  have  the  expertise 

for  you. 

to  tie  it  together  so  you 

Unlike  most  computer 

can  turn  your  information 

companies  who  focus  on 

generator  into  a  cash 

partial  "solutions"  to  short- 

generator.  Work  with  us  and 

term,  isolated  problems, 

we'll  prove  it. 

Unisys  focuses  on  creating 

applications  and  hardware 

that  can  grow  your  business 
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THE  STATES  I 


'I  FEEL  LIKE  A 

DENTIST  PULLING  TEETH' 


Can  Louisiana's  governor  lure  jobs  to  the  land  of  Huey  Long? 


GOVERNOR  BUDDY  ROEMER:  AFTER  A  DEFEAT  ON  TAXES,  HE'S  READY  TO  COMPROMISE 


E 


ven  now,  four  months  after  the 
state  legislature  rejected  his  plan 
I  to  overhaul  Louisiana's  Depres- 
sion-era tax  system,  Governor  Charles 
E.  "Buddy"  Roemer  can't  disguise  the 
anger  in  his  voice.  "I  feel  like  a  dentist 
pulling  teeth,"  he  says.  "To  survive  we 
have  to  build  an  infrastructure  for  busi- 
ness to  hang  its  hat  on.  And  we  can't  do 
that  without  tax  reform." 

Roemer  will  have  to  keep  his  anger  in 
check,  however.  He's  trying  once  again 
to  build  a  tax  structure  that  would  lure 
new  jobs  to  his  depressed  state.  He's 
also  out  to  overhaul  an  education  system 
that  is  the  nation's  worst  in  such  key 
measures  as  student  dropout  rates. 
When  he  convenes  a  special  legislative 
session  called  for  Feb.  22,  Roemer  must 
reach  a  compromise  with  a  recalcitrant 
legislature.  He  has  already  set  aside  his 
attack  on  an  exemption  that  lets  90%  of 
the  state's  homeowners  avoid  property 
taxes.  "I  think  we've  found  another  way 
to  skin  the  bear,"  says  Roemer. 

This  could  be  one  ornery  bear.  Cutting 
taxes  on  business  is  particularly  unpopu- 
lar in  a  state  with  Louisiana's  populist 
traditions.   And  companies  contribute 


50%  of  the  $4  billion  the  state  receives  in 
annual  revenues.  Among  other  states 
the  average  is  30%.  Roemer's  tax  cuts 
for  business,  amounting  to  some  $250 
million  a  year  by  1992,  would  come  from 
measures  such  as  lowering  the  corporate 
income-tax  rate  from  8%  to  6%.  Roemer 
would  also  boost  gasoline  and  individual 
income  taxes  to  help  pay  for  $1.5  billion 
in  highway  construction  and  a  25%  raise 
in  teachers'  pay  over  the  next  three 
years.  Yet  another  complication:  David 
Duke,  the  former  national  head  of  the 
Ku  Klux  Klan,  is  in  a  runoff  election  for 
a  seat  in  the  legislature.  A  Duke  victory 
could  bog  down  the  special  session  in  a 
fight  over  whether  to  deny  him  his  seat. 
visible  progress.  The  stakes  are  high 
for  Roemer,  who  wrested  the  governor- 
ship from  fellow  Democrat  Edwin  W. 
Edwards  a  year  ago  with  promises  to 
clean  up  the  scandal-plagued  govern- 
ment and  rejuvenate  the  state's  econo- 
my. He  has  made  visible  progress  in 
cleaning  up  government  with  legislation 
limiting  campaign  contributions,  and  he 
has  abolished  a  $50  million  fund  used  by 
previous  governors  as  a  pork  barrel  for 
local  projects.  But  without  progress  soon 
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on  the  economic  front,  even  supporter 
say  the  "Roemer  Revolution"  could  be  i 
trouble. 

Roemer,  45,  is  no  stranger  to  the  prob 
lems  he  faces.  Despite  the  state's  less- 
than-stellar  school  system,  Roemer  did 
well  enough   in   the  public   schools  oi  , 
Bossier  City,  near  Shreveport,  to  win  ac- 
ceptance  to   Harvard,   where   he 
earned   an  MBA.    He   returned   to 
Shreveport  area  to  launch  his  career  as 
a  banker.  In  1978  he  made  an  unsuccess-  i 
ful  run  for  Congress,  but  he  came  back 
two  years  later  to  win  the  first  of  four 
terms.  In  Washington  he  earned  a  repu- 
tation as  a  boll-weevil  Democrat,  voting 
with  the  Reaganites  on  many  social  and! 
fiscal  issues.  In  1982  his  father,  Charles 
Roemer  II,  was  sentenced  to  three  years 
in  prison  for  accepting  an  insurance-con- 
tract bribe  while  working  in  Edwards' 
administration. 

Once  he  got  to  Baton  Rouge,  Roemer 
had  little  time  to  waste.  The  state  was 
already  $2  billion  in  debt  and  running  a 
deficit  of  $800  million.  With  the  oil  indus- 
try collapsing,  tax  revenues  from  the 
state's  main  source  of  income  had  fallen 
by  almost  half — a  loss  of  $1  billion 
year.  Roemer  slashed  spending  and  ex- 
tended the  3%  sales  tax  to  food  and  gas- 
oline, which  had  been  exempt.  For  the 
year  ending  in  July,  the  state  budget 
should  be  in  balance  for  the  first  time  in 
five  years. 

too  much,  too  fast?  Roemer  Jias  madelmmal 
plenty  of  enemies  in  the  process  of 
reaching  that  balance.  The  repeal  o: 
laws  requiring  union  wages  on  state  coi 
tracts  infuriated  labor  leaders.  An 
when  he  tried  to  overhaul  the  state  prop-  *fe 
erty-tax  system  in  October,  Edwards  :  Bailt 
and  other  opponents  hit  back  hard.  A  50-  ve  '*: 
year-old  homestead  exemption  frees  peo-  'r<  an 
pie  from  paying  any  taxes  on  homes  as-  ~'Lrm 
sessed  at  less  than  $70,000,  which,  under  "  »i 
the  state's  archaic  tax  structure,  in-  ^ '!. 
eludes  most  of  the  homes  in  Louisiana  ''M\>, 
Roemer  persuaded  the  Senate  to  limit  f  t: 
the  exemption  but  lost  in  the  House  by  :! "> " 
10  votes.  "I  just  tried  to  do  too  much,  ^t 
too  fast,"  he  says. 

By  skirting  another  fight  over  the 
sue   for  now,   Roemer  is  displaying 
more  conciliatory  approach.  Some  legij 
lators  welcome  the  new  stance  and 
ure  it  will  boost  the  chances  for  his  o 
er  initiatives.  But  even  if  Roemer's 
proposals    get   the    two-thirds   vote  U 
needs  in  the  legislature,  they'll  still  need 
to  be  approved  by  voters  in  a  refe 
dum.  It's  likely  to  be  a  long  time  befi 
the  state's  unemployment  rate  of 
nearly  twice  the  national  averagi 
fleets  Roemer's  new  way  of  doing  busi- 
ness in  Louisiana. 

By  Mark  Ivey  in  Baton  Ro 
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TWO  WAYS  THE  BODY  REJECTS 
ORGAN  TRANSPLANTS 


ANTIBODIES  TRIGGER  ► 

those  surface  cells  to 
produce  clotting 
factors.  Within 
minutes,  the 
transplanted  organ 
becomes  clogged  with 
clotted  blood. 
The  organ  soon  dies 


ANTIBODY  REJECTION 

«  AS  BLOOD  FLOWS 

through  the 
transplanted  organ, 

antibodies  in  the 
recipient's  blood 
attach  to  the  surface 
iflls  of  the  blood 
vessels  in  the  organ 


OICINEI 


PARE  PARTS  FOR  HUMANS: 
CIENCE  STEPS  UP  THE  SEARCH 


lal  tests  increase  as  the  supply  of  human  organs  falls  short 


emember  "Baby  Fae"?  The  Cali- 
fornia infant,  doomed  by  a  con- 
genital heart  defect,  grabbed 
adlines  five  years  ago  when  Dr.  Leon- 
i  Bailey  of  Loma  Linda  University 
ve  her  the  heart  of  a  baboon.  Few 
re  surprised  when  her  body  rejected 
transplant,  and  tin  child  died  amid  a 
»rm  of  controversy  four  weeks  la 
let  the  Baby  Fae  experiment  was  not 
■  first  tunc  doctors  have  tried  to  trans 
nt  animal  organs  into  humans.  Nor, 
3pite  the  objections  of  animal-rights 
ivists,  is  it  likely  to  be  the  last.  Bai- 

for  one,  says  he  will  try  again. 
The  reason  that   Bailey  and  a  Dumber 
other  transplant   surgeons  are   inter- 
ed  m  annual  organs  is  simple:  There 

•  not  enough  human  organs  to  meet 

•  needs  of  all   the  patients  who  could 

ictii  from  them   While  1,512  patients 

cived  human  hearts  in    L988,  dose  to 
of  those  waiting   for  one  die  liefore 

organ  becomes  available. 

at's   because  the    1!)7"J  discovers    of 
i  in  A,   which  suppresses   the  re- 
ion  of  tissue  from  other  humans,  led 
an    explosion    in    human  to  human 

spiants    1 1  ed  by  Sandoz  Ltd. 

archer  .lean  Kraiicm,  Korel.  the  drug 


prevents  organ  rejection  by  turning  off 
the  white  blood  cells  that  destroy  for- 
eign cells.  Today,  some  12,000  human 
organ  transplants  are  performed  in  the 
U.  S.  each  year. 

Now,  with  demand  straining  the  sup- 
ply of  human  organs,  researchers  are 
looking  with  renewed  vigor  to  the  ani- 
mal kingdom.  Yet  the  problem  of 
thwarting  the  human  immune  system's 
ability  to  destroy  foreign  organs  is 
daunting.  And  most  researchers  believe 
it  will  be  years  before  animal  organs  can 
provide  additional  life  to  humans.  Ani- 
mal transplants  are  "purely  experimen- 
tal," cautions  Ronald  M.  Ferguson,  who 
directs  Ohio  State  I  'diversity's  trans- 
plant program.  "There's  a  very  good 
chance  that   they  might  not  work." 

It    won't    be   for   lack   of  trying.    Last 

fall,  Columbia  University's  College  of 

Physicians  &  Surgeons  quietly  held  a 
three-day  meeting  on  cross-species 
transplants,  or  xenografts,  near  New 
York  City.  The  conference  drew  trans- 
plant experts  from  around  the  world. 
Kill  most  insist  they  won't  rush  into  the 
Operating  room  until  they  can  block  the 
human  immune  system's  rejection  of  am 
mal  transplants     a  process  that  becomes 


-MEDIATED  REJECT! 


JECTION 


▲  WHITE  BLOOD  CELLS,  I  T  <  ell,. 

attach  :  i  the  cells 

of  the  transplanted  organ.  This  activates 

the  production  of  killer  cells 


▲  SWARMS  OF  KILLER  CELLS  circulate 
in  the  bloodstream,  seeking  out  the 
foreign  organ.  They  bind  with  receptors 
on  the  foreign  cells,  killing  them 


more  aggressive  as  the  donor's  relation 
to  humans  becomes  more  distant. 

Twenty-five  years  ago  the  first  at- 
tempt at  cross-species  transplants 
showed  great  promise.  Keith  Reemtsma, 
now  chairman  of  surgery  at  New  York's 
Columbia  Presbyterian  Medical  Center, 
transplanted  a  chimpanzee's  kidney  into 
a  patient  dying  of  renal  failure.  The  pa- 
tient lived  nine  months.  But  that  is  still  a 
record  for  human  survival  with  a  nonhu- 
man  organ.  And  the  development  of  cy- 
closporin^ all  but  halted  such  experi- 
ments. Says  Reemtsma:  "Better 
alternatives  were  available." 
research  priorities.  This  time  around, 
few  researchers  are  considering  organs 
from  primates  such  as  chimps  and  ba- 
boons. Those  animals  are  in  even  shorter 
supply  than  human  organ  donors.  The 
U.  S.  government  has  classified  chimps 
as  an  endangered  species,  so  importing 
them  is  illegal.  And  the  estimated  2,000 
chimps  now  in  U.  S.  labs  are  needed  for 
critical  research  such  as  finding  a  cure 
for  aids.  "The  use  of  any  chimpanzee 
should  benefit  the  maximum  number  of 
people  in  the  world,  not  single  individ- 
uals," asserts  Geza  Teleki,  who  chairs 
the  Washington-based  Committee  for 
Conservation  &  Care  of  Chimpanze. 

Instead,  distant  relatives  of  humans, 
such  as  pigs,  goats,  and  dogs,  are  the 
target.,  of  most  research.  Since  pigs  are 
already  slaughtered  by  the  millions  for 
food,  "farming  pigs  [for  organs]  is  ethi- 
cally preferable  to  farming  chimps.'' 
says  Arthur  I..  Caplan.  director  of  the 
University  of  Minnesota  Center  for  Bio- 
medical Ethics.  Moreover,  animal-rights 
activists  would  probably  find  less  publk 
sympathy    for    swine.    At    the    National 
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A  dramatic  new  achievement:  the  right 
turn. This  is  a  right  turn  at  the  bottom  of 
a  hole  drilled  through  two  miles  of  solid 
rock.  Horizontal  drilling,  pioneered 
by  BP  America  scientists,  can  extend 
the  production  of  domestic  oil  fields. 
In  fact,  new  techniques  to  locate  and 
recover  oil  added  more  than  100  million 
barrels  to  our  proved  oil  and  gas  re- 
serves last  year.  We  think  that's  a  turn 
in  the  right  direction. 


IfyouYe  concerned 
about  hair  loss... 


...seeyour  doctor. 


If  you're  losing  your  hair,  you  no  longer 
have  a  reason  to  lose  hope. 

Only  your  doctor  can  diagnose  the  cause 
of  your  hair  loss  and  discuss  the  treatment 
options  available  to  you. 

There  are  treatment  programs  that  have 
shown  good  results  in  clinical  tests. 


Certain  programs  work  better  for  some 
than  for  others.  Your  doctor  will  be  able 
to  tell  you  which  option  is  best  suited 
for  you. 

For  the  only  treatment  programs  for 
hair  loss  that  are  medically  proven,  see 
your  doctor. 
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Institute,  immunology  chief  Da 
il  H  Sachs  has  bred  mini  iwine  weigh 

■  ■  200  pounda  each)  with  organs 
Em  in  use  to  those  of  human  adults. 
But  medical  researchers  arc  still  a 
hg  way  from  being  able  to  use  those 
■ana  as  spare  parts  for  humans.  In 

ansplants  involving  humans  or  closely 

lated  species,  such  aa  chimps  and  hu- 

ans.  the  major  agents  of  rejection  are 
hite  blood  cells,  known  as  T  cells,  that 
tack  implanted  cells  (illustration,  page 
>).  Researchers  think  this  reaction, 
hich  takes  several  days  to  occur,  may 
!  controlled  by  such  immunosuppres- 
ves  as  cyclosporin-A,  even  in  trans- 
ants  involving  more  distant  relatives. 
«mft  and  lethal.  Kut  in  those  opera- 
ins,  an  additional  rejection  mecha- 
sm — one  that  is  both  swift  and  lethal — 
idevils  transplant  researchers.  Antibod- 
5  in  the  recipient's  bloodstream  trigger 
ood  clots  that  destroy  a  foreign  organ 
ithin  minutes.  And  while  most  human 
itibodies  are  produced  in  response  to  a 
reign  substance — say,  an  infection  or  a 
.ccine — the  antibodies  that  attack  for- 
gn  organs  are  already  present  in  the 
bod.  Overcoming  this  resistance  "is  an 
rtraordinarily  difficult  problem,"  ob- 
es  OSU's  Ferguson. 


r\ 


■re  uson    is    ti 
antibodies  from  the  blood  befon 
planting  an  organ    In  experimental 

ana  into 
first    filters   a   dog's   blood   plasma 

through  a  pig's  liver.  Sine  tibod- 

Lttack    the    liver,    they    are    removed 
from   the  plasma,   which   is  returned   to 
dog.  PergUSOn  then  transplants  oth- 
er of  the  pig's  organs  into  the  dog.  That 


Since  many  primates  are 
endangered,  interest  is 
focusing  on  farm  animals 
-an  even  tougher  challenge 


has  extended  organ  acceptance  from  15 
minutes  to  up  to  8  hours.  Using  a  similar 
method,  surgeon  Guy  Alexandre  at  Bel- 
gium's Catholic  University  of  Louvain 
implanted  a  pig's  kidney  in  a  baboon. 
The  baboon  survived  for  three  weeks. 

Other  scientists  believe  they  have 
found  ways  to  block  the  immune  system 
to  prevent  organ  rejection.  At  Harvard 
University,  surgeon   Hugh  Auchincloss 


.    moiirx-loi  -syn- 

made  in  the  laboi 
ry — to  fool  the  hnmui  i 
cepting    intei 
antibodie   attach  to  T  cell 

roy  the  transplant    So  far  he 
prolonged   the  at  of  moi 

skin  grafts  on  mice  tor  up  to  a  month. 

Sachs  of  the  N<  i  hopes  to  develop  a 
lasting  tolerance  on  the  part  of  the  • 
for  cells  of  the  donor  that  will  eliminate 
the  need  for  a  lifelong  regimen  of  immu- 
nosuppressants. He  injects  the  recipient 
with    a    mixture    of   bone-marrow 
from  host  and  donor,  thus  fooling  the 
recipient's  system  into  tolerating  donor 
cells  as  if  they  were  its  own.  Sa 
the  method  has  worked  in  mouse-to-rat 
transplants. 

More  than  anything,  those  research 
results  demonstrate  how  difficult  it  will 
be  to  make  xenografts  routine.  But  to 
the  scientists  working  on  the  problem, 
they  are  signs  that  one  day  it  might  just 
be  possible  to  provide  an  unlimited  sup- 
ply of  transplantable  organs.  After  all,  it 
was  only  a  couple  of  decades  ago  that 
the  idea  of  transplanting  human  hearts 
and  livers  looked  to  be  far  away  indeed. 
By  Mi  mi  Bluestone  in  New  York,  with 
bureau  reports 
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EDITED  BY  NAOMI  FREUNDLICH 

A  COMPUTER  HAS  THIS  ROBOT 
SEEING  IN  3-D 


.  - 


A  seeing  robot  so  swift 
and  coordinated  that 
it  can  keep  several  bal- 
loons bouncing  in  the  air 
with  a  ping-pong  paddle: 
That's  what  researchers 
at  the  University  of  Roch- 
ester hope  to  demonstrate 
this  summer. 

Led  by  Computer  Sci- 
ence Professors  Dana  H. 
Ballard  and  Christopher 
M.  Brown,  the  team  has 
developed  a  system  that  already  generates  the  rapid-fire, 
three-dimensional  vision  necessary  to  gauge  distances  and 
speeds  while  navigating  among  stationary  factory  machinery 
and  moving  fork-lift  trucks.  The  key  is  a  pair  of  video  camera 
"eyes"  that  move  in  a  controlled  fashion.  When  the  eyes  move 
constantly,  it's  easier  to  construct  3-D  views  because  objects 
behind  a  focal  point  appear  to  move  in  one  direction  while 
those  in  front  move  in  the  other  direction.  (To  see  this,  fix  your 
eyes  on  the  far  corner  of  your  desk  and  slowly  move  your 
head  from  side  to  side.) 

Ten  special-purpose  processors  linked  to  a  Sun  Microsys- 
tems Inc.  workstation  now  handle  the  image  processing.  With 
this  setup,  the  robot  can  keep  one  balloon  bouncing  in  the  air. 
The  next  step:  connecting  the  robot  to  a  computer  from  Bolt 
Beranek  &  Newman  Inc.  that  has  128  parallel  processors — and 
tossing  out  a  few  more  balloons. 


AS  LBOs  TAKE  A  ROCKET  RIDE, 
R&D  TAKES  A  NOSEDIVE 


The  victors  and  vanquished  of  mergers  and  leveraged 
buyouts  are  debatable,  but  one  clear  loser  is  corporate 
research  and  development.  A  recent  National  Science  Founda- 
tion study  looked  at  the  R&D  spending  of  the  200  companies 
that  together  account  for  almost  90%  of  total  industrial  R&D 
funds.  While  most  of  these  companies  reported  a  5.4%  increase 
in  R&D  expenditures  in  1986-87,  the  two  dozen  companies  iden- 
tified as  recent  mergers,  or  those  involved  in  LBOs  or  restruc- 
turings, cut  their  R&D  spending  by  5.3%. 

The  most  dramatic  dip  was  seen  in  the  eight  companies 
involved  in  LBOs  or  those  trying  to  avoid  becoming  takeover 
targets.  They  slashed  R&D  spending  by  almost  13%.  Employ- 
ment of  scientists  and  engineers  also  decreased  in  these  com- 
panies. This  trend  worries  NSF  Director  Erich  Bloch.  "Any 
factor  that  causes  reductions  in  research  weakens  our  indus- 
tries' ability  to  compete  internationally,"  he  warns. 


THESE  MEMORY  CHIPS  COULD  MAKE 
YOU  FORGET  ABOUT  DISK  DRIVES  . . 


Semiconductor  makers  have  long  dreamed  of  replacing  com- 
puter disk  drives  with  a  handful  of  memory  chips.  In  one 
fell  swoop  that  would  triple  the  total  semiconductor  market. 
But  they've  never  been  able  to  come  up  with  a  chip  that  is 
both  cheap  enough  and  doesn't  turn  amnesiac  whenever  the 
plug  is  pulled.  Now  researchers  at  Toshiba  Corp.  may  have 
found  the  key  to  economical  "chipdisks."  They've  developed  a 


chip  design  that  requires  only  60%  as  many  transistors  anX^j 
20%  as  much  silicon  space  as  ordinarily  needed  by  similai 
nonvolatile,  or  permanent-memory,  chips. 

Toshiba  says  it  should  have  chipdisks  on  the  market  in  aboui 
three  years.  The  chips  would  be  more  than  1,000  times  faster 
spitting  out  data  in  less  than  2  millionths  of  a  second  vs.  1( 
thousandths  of  a  second  for  hard-disk  storage  systems.  Ir 
addition,  chipdisks  would  purge  computers  of  the  most 
failure-prone  components:  the  mechanical  systems  that  spir 
magnetic  disks  at  high  speeds  and  position  read-write  heads  ai 
a  whisker's  clearance  from  the  disk.  By  the  mid-1990s,  a  credit 
card-size  cluster  of  Toshiba's  new  electrically  erasable/pro  j 
grammable  read-only  memory  chips  would  hold  64  milliori 
characters,  or  half  again  as  much  as  the  40-megabyte  har 
disks  now  popular  among  personal  computer  buyers. 


I 
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. . .  AND  THIS  INNOVATION 
GIVES  CHIPMAKERS  A  BREAK 


Another  new  twist  in  semiconductor  memory  has  just  beer 
uncorked  by  Fujitsu  Ltd.  and  Anamartic  Inc.:  a  hug* 
"chip"  that  holds  more  than  100  times  as  much  data  as  curren 
1-megabit  dynamic  random-access  memory  (DRAM)  chips.  In 
stead  of  cutting  a  6-inch-diameter  silicon  wafer  into  about  20( 
separate  megabit  drams,  20  or  30  of  which  would  probably  be 
tossed  out  because  they  were  faulty,  Fujitsu  simply  mounts 
the  whole  wafer  on  a  printed-circuit  board. 

Not  only  does  this  trim  costs  and  space  requirements,  com 
pared  with  putting  individual  chips  in  so-called  packages,  but  it 
actually  improves  manufacturing  yield.  That's  because  Ana- 
martic, a  British  spinoff  of  Sinclair  Research  Ltd.  with  U.  S 
headquarters  in  Cupertino,  Calif.,  has  developed  a  technique 
that  permits  the  good  parts  of  otherwise  defective  circuits  tc 
be  incorporated  into  the  memory.  Anamartic's  special  contro 
chip,  which  is  also  "printed"  on  the  wafer,  walls  off  only  the 
faulty  portions  of  a  megabit  circuit. 


itii 


fialso 


SPRAYIHG  AWAY  THAT  MADDENING 
ITCH  UNDER  YOUR  CAST 


L_^ 


wrd-st 

sknolo 
flcoi 
dee 


The  skin  underneath  a  cast 
often  itches  like  crazy  while 
broken  bones  mend.  Cast-wear- 
ers injure  themselves  by  using 
wire  hangers,  knitting  needles, 
or  other  sharp  objects  to  reach 
that  itchy  spot. 

Motorcycle  racers  Leni  Faas 
and  Bill  Spaeth,  no  strangers  to 
the  problem,  decided  to  hire  a 
chemist  to  help  them  find  relief. 
The   result  is   an   antibacterial 
aerosol  that  can  be  sprayed  un- 
derneath a  cast.  Called  Castblast,  the  spray  consists  of  talcum  I 
powder  in  an  alcohol  carrier.  Sprayed  through  a  narrow  tube  '.* 
that  fits  under  the  cast,  the  alcohol  dries  quickly,  leaving  th«  >; 
talc  behind  to  absorb  moisture.   By  discouraging  bacterial 
growth,  the  dry  environment  reduces  both  odor  and  itching.  I 

Faas  and  Spaeth's  company,  Castblast  Inc.,  based  in  Yorbal 
Linda,  Calif.,  is  gearing  up  now  to  begin  distributing  th»  . 
nonprescription  product  through  drugstores  nationwide.  Low 
Angeles  orthopedic  surgeon  Thomas  A.  Rickard  thinks  the  twoj  I 
partners  will  do  well.  Before  Castblast,  "there  really  wa 
nothing  on  the  market,"  says  Rickard,  who  is  now  recommend-? 
ing  the  product  to  his  cast-encumbered  patients.  He  adds: 
wish  I  owned  the  company." 
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WANTED:  AILING  COMPANIES. 
CALL:  LEONARD  SHAYKIN 


ie  is  amassing  $500  million  to  buy  'em,  fix  'em,  and  sell  'em 


For  Leonard  P.  Shaykin,  it  was  the 
deal  of  a  lifetime.  A  little  over 
three  years  ago  his  young  buyout 
irm  suddenly  hit  the  big  time  by  offer- 
ing $900  million  for  Revlon  Inc.'s  cos- 
.utks  business.  But  when  the  Revlon 
•oard  finished  voting  on  the  proposal, 
vhich  it  approved  unanimously,  Shaykin 
vas  nowhere  to  be  found.  He 
lad  left  the  building  and  gone 
o  FAO  Schwarz  to  buy  a  few 
pys  for  his  children.  Revlon 
/ound  up  dispatching  a  staff- 
r  to  bring  him  back.  "Wait- 
rig  for  the  board  was  so  bor- 

ig."  Shaykin  recalls. 

As  boring  afternoons  go,  it 
caid  off  pretty  handsomely, 
lonald  0.  Perelman  later  won 
ontrol  of  Revlon  and  clung  to 
•s  cosmetics  division,  but  he 
>ad  to  pay  Shaykin  and  his 

artners  $23.7  million  for  not 

onoring  their  contract.  The 

id  also  seemed  to  whet  Shay- 

m's  appetite  for  bigger  deals: 

lis    firm,    Adler   &    Shaykin, 

as  since  gone  on  to  arrange 

•veraged  buyouts  of  six  trou- 

■led  companies — with  a  total 

urchase  price  of  around  $1.7 

illion.   They   include   retailer 

est  Products,  the  Sun-Times 

lublishing     company,     the 

/herehouse   Entertainment 

cord  store    chain,    and    Joy 

pchnologies,  a  mining  equip- 

ient  concern. 

E  builders.'  Now  Shay- 
11.  15,  is  gearing  up  for 
Ore     This    month    he   closes 

ie  initial  round  of  his  second 
will  fund,  winch  he  expects 

.ill  reach  $500  million.  The  in- 
Ifitors  arc  likelj  to  include 
ic  Equitable  Life  Insurance 


Yet  there's  a  good  reason  why  other 
LBO  firms  break  up  their  acquisitions:  to 
pay  down  debt.  With  little  money  from 
asset  sales  after  a  takeover,  Shaykin  has 
to  pay  off  his  lenders  with  funds  from 
continuing  operations.  And  in  his  compa- 
nies the  difference  between  debt  pay- 
ments and  cash  flow  is  slight.  He  con- 


which  has  invested  with  Shay 

n  in  the  past.    His  aim:   to  buy 

ing    companies,    turn    them 

found  with  his  own  management 

and  sell  them  a  few  years 

tar  "Wei!'  huilders,"  he  says. 
■Vhereas  most  LBO  firms  break 
iart  their  companies  and  sell 
6m,   we   foCUS  On  strength." 


Pit 


SHAYKIN'S  BIGGEST  DEALS 

Compony                                           Tronsochon  vok* 
Millions  of  dollars 

Equity  stoke" 
Percent 

Bin  PRODUCTS  (1988)                               S685 

60% 

JOT  TKMHHOCIIS  (1987)                         586 

50 

WMmHOUSIIJITtrrailMEIIT(1988)       190 

60 

CHICAGO  SUN-TIMES  (1986                          14S 

40 

.«•:-.    have    a    high 

•  of  predictability  in  cash  flow." 

Taking    i>iy  made    Shaykin 

more  than  comfortably  wealthy.  But  he 

to  be  mistaken  for  some 

■ly  Wall  Street  creature  'in  five 
years  I  want  to  retire  to  a  university 
somewhere  and  just  read."  A  sign  01 
desk  says,  in  part:  "Would  that  there 
were  an  award  for  people  who  come  to 
understand  the  concept  of  enough."  His 
critics,  however,  doubt  he  really  means 
it.  "His  goal  is  to  make  as  much  money 
as  he  can,  as  quickly  as  he  can,"  says  an 
executive  who  has  worked  with  him. 
"His  only  concern  is  the  payback." 

If  that's  so,  it  hasn't  always  been  the 
case.  Growing  up  in  Chicago,  where  his 
father  was  a  tombstone  maker,  Shaykin 
was  most  interested  in  books. 
He  got  bachelor's  and  mas- 
ter's degrees  in  literature 
from  the  University  of  Chica- 
go and  went  to  Sussex,  En- 
gland, to  work  on  a  doctorate. 
But  then,  he  says,  "I  realized 
that  deep  inside  me  there  was 
a  merchant  yearning  to  be 
free."  He  returned  to  his  alma 
mater  for  an  MBA  and  went  to 
work  in  venture  capital  at 
First  National  Bank  of  Chica- 
go. Still  hungry  for  knowl- 
edge, he  picked  up  a  degree  in 
psychology  from  the  Gestalt 
Institute.  "My  wife  was  going 
through  the  program,  and  I'll 
be  damned  if  she  was  going  to 
have  better  communication 
skills  than  I  did,"  he  explains. 
favorite  toy.  After  a  stint  at 
a  small  photocopy  company 
that  went  bankrupt,  Shaykin 
joined  Citibank  to  start  its  LBO 
group.  Around  that  time  he 
met  and  impressed  Frederick 
R.  Adler,  the  venture  capital- 
ist who  had  invested  in  such 
hot  startups  as  Data  General 
Corp.  They  decided  to  open 
their  own  firm  in  1983.  Adler. 
also  a  partner  in  the  law  firm 
of  Reavis  &  MeGrath,  works 
with  Shaykin  on  every  deal. 

Once  he  buys  a  company. 
Shaykin  quickly  brings  in  new 
management.  At  Wherein 
his  team  has  trimmed  headquar- 
ters   staff    and    added    LS    new 
stores,   bringing   its   total   ti 
Sales  were  up  20    .  to  BTOUnd  - 
million,    in    the    last    fiscal 
Wherehouse   is   "very"   profitable. 
Shaykin   says.    At    Best    Products, 
he's  trying  to  upgrade  the  chain's 
image    with    flash;.  -    and 


■M»fct  by  AdM»  &  Vhoykm  and  pamvn 


DATA  »W  COMPANY  HPO«TS 
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Color  copies 
for  people  who 

see  the  same 
thing  differently. 


Photograph 


Jv^ 


Painting  Illustration 


The  Canon  Color  Laser  Copier.  No  other 
copier  in  the  world  lets  you  be  so  creative  with 
colors  so  true  to  the  original.  From  any  original. 

Because  no  matter  how  you  choose  to  express 
yourself,  you  get  the  same  high-quality  color  on 
every  copy.  From  photographs  and  paintings,  to 
illustrations  and  even  35  mm  slides  or  negatives, 
every  shade  and  nuance  is  completely  intact. 

Or,  completely  different,  if  you  like. 

With  incredibly  simple  commands,  the  Color 
Laser  Copier  can  totally  transform  your  image. 
By  changing  its  colors.  Editing  out  entire  sections 
while  keeping  the  best  ones  in.  Or  by  stretching, 
condensing  or  enlarging  it  by  as  much  as  400%. 

All  in  seconds.  And  all  on  the  same  plain 
paper  used  by  ordinary  copiers. 

The  extraordinary  Canon  Color  Laser  Copier. 
No  matter  how  you  see  it,  you  get  the  world's 
most  creative  full-color  copy. 


Canon 

COLOR  LASER  COPIER 

Enjoy  easy  extended  payments  with  the  Canon  Credit  Card 
Ask  tor  details  at  participating  Canon  dealers  and  retailers 
Available  only  inUS 

For  more  information,  call  toll  free  1-800-OK  CANON.  Or  write 
Canon  USA,  Inc.,  PO  Box  3900,  Peoria,  IL  61614    <  »»c«»us» . 
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merchandising  and  he  may  de- 
Ion  tome  of  its  real  estate  holdings, 
till,  analysis  don't  exped  the  $^1  hil- 
on-a-year  company  to  turn  a  profit   for 

fvn-ai  yean  The  ame  can  be  laid  of 

■  Technologies.  Analysts  predict  it  will 

ime  $20  million  on  salt's  of  about 
475  million  this  year. 
Of  all  Shaykin's  properties,  his  favor- 
e  is  clearly  the  Chicago  Sun-Times. 
Everybody's  entitled  to  a  toy,  and  his  is 
ie  San -limes,"  says  Adler.  But  some 
f  the  paper's  old  hands  would  just  as 
oon  he  found  another  plaything.  Says 
om  Gibbons,  unit  chairman  of  the  Chi- 
ago  Newspaper  Guild:  "The  new  man- 
gement  is  treating  this  paper  like  a 
idget  factory."  The  union  was  par- 
cularly  upset  by  Shaykin's  demands— 
nee  rescinded — for  8%  wage  cuts  for 
affers. 

irculation  woes.  Until  recently,  Shay- 
in  kept  a  low  profile  at  the  paper.  After 
?  brought  in  Cleveland  labor  lawyer 
huck  Price  as  acting  publisher  last 
immer,  reporters  got  a  memo  urging 
lem  to  keep  Shaykin  and  Price  out  of 
ie  Sun-Times'  pages.  But  since  then, 
Tnid  fears  that  Shaykin  simply  wanted 

■  sell  the  paper  for  a  quick  profit,  he 
is  become  more  visible  around  its  of- 
:es.  He's  pushing  editors  to  make  the 
.bloid  "more  serious  and  lively." 

The  Sun-Times  could  use  some  help, 
ince  Shaykin  bought  Chicago's  No.  2 
liper  from  Rupert  Murdoch  2XA  years 
50,  its  circulation  has  dropped  6% — vs. 
'0  for  the  archrival  Chicago  Tribune. 
ut  Sun-Times  Co.  has  also  made  some 
•omising  moves  under  Shaykin.  Over 
e  past  24  months  he  has  paid  around 
50  million  for  a  distribution  company 
id  two  small  newspaper  chains  serving 
earby  communities.  By  combining  oper- 
ions,  Sun-Times  will  have  greater  mar- 
■ting  clout.  Shaykin  also  hopes  to  lure 
Be  of  the  chains'  affluent  readers  to 
e  Sun-Tunes. 

Shaykin  contends  that  Sun-Times  Co. 
now  profitable,  the  acquisitions  being 
lof  of  its  sound  footing.  But  others 
en  t  so  sure.  "It  means  their  borrow- 
g  power  is  stronger  than  I  thought, 
it  it  doesn't  necessarily  mean  they're 
Bg  all  that  well,"  says  Bruce  Thorp, 
analyst  at  Provident  National  Bank. 
With  the  money  from  his  new  buyout 
nd,  Shaykin  will  soon  be  armed  with 
en  more  borrowing  power  He  still  has 
e  all-important  task  of  building  his  ex- 
lag  companies—and  meeting  their  in- 

rest     payments.      Hut     provided     he 

6Bn't    slip   up,   Shaykin   will   l«e   plenty 

mfortable  when  he  heads  for  oniversi 
ln'e  m  five  yean.  That  is.  if  the  mer 

ant  inside  hmi  allows  it 
/>>  Ptttr  Finch  in  Nme  York,  with  )>n 
u  rtportt 


HERE'S  THE  ONLY  KIND  OF 

PAPERWORK  OUR  EXECUTIVE 

INFORMATION  SYSTEM 

WILL  GENERATE. 
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When  it  comes  to  keeping  managers  focused,  informed,  and  produc- 
tive, traditional  paper  reports  never  seem  to  make  the  grade.  Not  enough 
information  can  be  absorbed  fast  enough  to  influence  the  attainment 
of  results. 

That's  why  managers  at  over  140  major  corporations  turn  to  Pilot 
Executive  Information  Systems  (EIS)  to  track  progress  on  primary  corpo- 
rate goals  and  issues.  Our  EIS  systems  are  designed  to  accelerate  the 
flow  of  critical  information  to  top  managers,  providing  advantages  that 
paper-based  systems  just  can't  match.  These  include  high-speed  tracking 
of  key  financial,  marketing,  or  human  resource  operations  with  auto- 
mated variance  analyses,  exception  reports,  and  text  supplements  plus 
industry  news,  competitive  intelligence,  and  other  external  data. 

Now,  it's  easier  than  ever  to  deliver  this  business  advantage  to  your 
top  managers,  thanks  to  Pilot's  new  EIS/G  Generation  Series.  EIS/G 
allows  companies  to  customize  EIS  applications  faster  than  ever  before 
while  substantially  reducing  the  support  and  maintenance  costs. 

To  find  out  more  about  Pilot,  call  us  at  ((>17)  350-7035.  We'll  show 
you  how  our  EIS  can  help  you  generate  the  only  kind  of  paperwork 
companies  can  never  have  too  much  of. 
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CAN  BRIDGESTONE 
MAKE  THE  CLIMB? 


Reaching  the  top  depends  on  solving  Firestone's  many  problems 


When  Japan's  Bridgestone 
Corp.  bought  a  truck  tire 
plant  from  Firestone  Tire  & 
Rubber  Co.  in  1983,  it  inherited  big  trou- 
ble. Productivity  at  the  money-losing  ~\  stone's  earnings  were  erratic,  but  in  the 
plant,  located  in  tiny  LaVergne,  Tenn.,    \end  investors  were  thrilled.  The  value 


was  dismal,  and  labor  relations  were 
even  worse.  After  six  years  of  Bridge- 
stone  management,  however,  productivi- 
ty at  the  plant  has  soared.  Even  competi- 
tors concede  that  LaVergne  is  spinning 
out  top-quality  tires. 

Bridgestone  must  now  work  that  mag- 
ic on  a  much  larger  scale.  The  Japanese 
tiremaker  bought  the  rest  of  Firestone 
last  May  for  a  stunning  $2.6  billion — the 
largest  Japanese  acquisition  of  a  U.  S. 
manufacturer.  Bridge- 
stone is  already  making 
tracks.  On  Feb.  2  it 
committed  an  additional 
$350  million  to  double 
its  own  U.  S.  capacity 
for  radial  truck  tires. 
The  next  step:  The  com- 
pany is  expected  to  an- 
nounce a  reorganization 
within  the  month  that 
would  create  regional 
operating  groups  for  its  businesses 
Asia,  the  Americas,  and  Europe. 

But  Bridgestone  is  finding  Firestone 
especially  hard  to  digest.  Once  a  respect- 
ed player  in  the  U.  S.  tire  business,  Fire- 
stone had  been  gradually  liquidating  its 
manufacturing  operations  to  focus  on 
auto  service  centers.  A  decade  of  shrink- 
ing and  restructuring  left  thorny  prob- 
k us,  including  inefficient  plants,  hostile 
unions,  and  angry  dealers.  Moreover, 
competitors  say  that  Bridgestone  has 
been  a  conservative,  slow-moving  giant 
with  little  ,  .:>erience  in  marketing  out- 
side of  Japa  .  Bridgestone  executives 
declined  to  be  nterviewed  in  time  for 
this  story. 

disparate  cultures.  In  some  ways  the 
conflict  illustrates  fundamental  differ- 
ences between  U.  S.  and  Japanese  man- 
agement philosophies.  Under  Chairman 
John  J.  Nevin,  Firestone  focused  on 
maximizing  its  return  to  shareholders. 
To  boost  the  company's  share  price, 
Nevin  cut  costs.  He  slashed  Firestone's 


"^Ti 


work  force  by  almost  50%,  shuttered  10 
of  the  company's  17  North  American  tire 
plants,  and  sold  off  businesses  with  an- 
nual   revenues    of    $700    million.    Fire- 


lii 


6f  the  company's  shares  increased  near- 
ly tenfold  during  Nevin's  eight-year 
tenure. 

By  contrast,  the  founding  Ishibashi 
family  still  controls  more  than  40%  of 
Bridgestone's  stock.  The  company, 
which  started  out  making  tabi,  or  tradi- 
tional Japanese  footwear,  is  committed 
to  expanding  its  presence  in  the  global 
tire  market — even  at  the  expense  of 
short-term  profits.  Under  President 
Akira  Yeiri,  the  company 
has  lavished  money  on 
its  factories,  focusing 
on  manufacturing  ef- 
ficiency and  product 
quality.  Yeiri  has 
emphasized  long- 
term  market  share 
gains  and  employee 
involvement.  Now, 
Yeiri  has  proclaimed  he 
is  seeking  the  tire  indus- 
try's No.  1  spot — no  small  source  of  con- 
cern to  rivals  Goodyear  Tire  &  Rubber 
Co.  and  Michelin. 

Why  would  Bridgestone  try  to  marry 
two  such  disparate  cultures?  The  compa- 
ny commands  nearly  half  of  the  Japa- 
nese replacement  tire 
market  and  supplies 
carmakers  there  with 
35%  of  new  car  tires. 
But  when  Japanese 
auto  companies  began 
building  plants  in  the 
U.  S.  and  Europe, 
Bridgestone  was  slow 
to  follow  its  customers 
abroad.  Firestone,  with 
its  strong  market  share 
in  Detroit  and  production  facilities  in 
South  America,  Europe,  and  the  U.  S., 
provided  a  quick  remedy.  "Looking  at  it 
from  a  worldwide  strategic  point  of 
view,  we  felt  this  was  a  necessity,"  Yeiri 
explained  in  an  interview  last  March. 
The  honeymoon  didn't  last  long,  how- 
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ever.  Weeks  before  the  purchase  was 
finalized.   General   Motors   Corp.   an- 
nounced plans  to  drop  Firestone  as  a 
supplier.  It  was  quite  a  blow — GM's  $24(  * 
million   business   amounted   to  20%  0" 
Firestone's  North  American  tire  produc    . 
tion.   Because  the  cancellation  came  , 
shortly  after  GM  selected  Firestone  as  .. 
the  sole  supplier  for  its  vaunted  Saturn  r 
line,   some   Firestone   insiders'    contenc 
that  the  move  smacks  of  anti-Japanese  !*' 
sentiment.    GM,    however,    maintains    il  *ei 
only  wanted  to  reduce  the  number  of  its  *,' 
suppliers,    and    asserts    that    Firestone    ™ 
lagged  behind  its  competitors  in  such     ai1 
areas   as   quality  and  service.   Bridge  '  "flt 
stone  recently  won  its  first  contract  wit!  ''r"lc 
Honda  Motor  Co.'s  manufacturing  oper  '  dll) 
ation  in  Ohio,  but  deals  with  such  Japa  ['' 
nese  carmakers  will  hardly  make  up  foi 
the  loss  of  the  GM  contract. 

The   GM   disappointmeW  ^irt 

was  only  the  beginning  *'* 

Bridgestone    is    now    '" 

struggling  to  put  th(  :    '" 

brakes  on  Firestone's  * *al 

manufacturing    de  3l* 

cline.  After  years  a    ELy 

minimal   investmefl  *"ls 

at  many  plants,  Fire  '   '- 

stone's   factories  ari  ' N) 


fly  about  half  as  pro 
ductive   as   Bridgestone': 
To  fix  the  problem,  the  Japanese  ma; 
facturer  has  announced  plans  to  spe: 
$1.5  billion  over  three  years  to  upg: 
and  expand  Firestone's  operations, 
shaping  up  Firestone's  factories  to  B: 
gestone's  standards  could  require  anoi 
er  $1  billion  investment.  And  the  task 
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THE  ODD  COUPLE 
OF  TIREMAKING 

Bridgestone  President 

Yeiri  is  relying  on 

Firestone  Chairman 

Nevin  to  help  with  a 

'vorldwide  reorganization. 

But  their  corporate 

cultures  are  as  different 

as  Tokyo  and  Akron 


;ing  the  Japanese  company's  manage- 
2nt.  For  example,  Bridgestone's  engi- 
'  ering  staff  isn't  large  enough  to  pro- 
de  support  for  both  companies. 
Bridgestone]  doesn't  have  enough 
inagement  depth,"  admits  one  Brid- 
stune  insider. 

Bridgestone  must  also  patch  up  Fire- 
>ne's  relations  with  its  independent 
e  dealers,  who  operate  under  the  Fire- 
)ne  banner.  Nevin  infuriated  many  of 
-■in  when  he  expanded  the  number  of 
orate-owned  stores  that  sold  auto 
and  serviced  cars.  Not  long  ago, 
Bervice  centers  stopped  advertis- 
jointly  with  dealers.  And  some  com- 
y  Btoree  have  even  dared  to  under- 
tire  prices,  complain  the  dealers, 
.ere  seems  to  be  a  terrible  separation 

ween  the  [company-owned]  stores 
the  dealers,"  comments  one  indepen- 

t     dealer.     "It's     like     two     separate 
panics." 
iKELY  ROLE.  The    laby rinthine    man- 

ineni  Btructure  created  bj  the  merg- 

will  make  solving  those  problems  dif- 
lt.    So    far,    Bridgestone   says    it    will 

its  own  $450  million  I    S  bust 

s  from  its  Nashville  head(|iiarters,  in- 
iidentlv  of  Firestone  The  company 
s  to  market  the  two  brands  sepa 
ly  Bui  Bridgestone  has  done  poorly 
>■  I  S.  car  tire  market  in  the  past — 
managing  tWO  brands  will  be  even 
l.r 

bridgestone  is  relying  on   Nevin  to 

smooth   the  transition     an   unlikely 


put 


role  for  Firestone's  unpredictable  chair- 
man. Shrinking  Firestone  earned  Nevin 
the  wrath  of  the  company's  unions  and 
dealers.  Former  Firestone  executives  de- 
scribe his  management  style  as  mercuri- 
al and  sometimes  abrasive.  Nevin  moved 
the  company  in  and  out  of  the  private- 
label  tire  market,  for  example,  and  flip- 
flopped  on  which  plants  to  keep  open 
and  which  operations  to  sell.  The  last 
straw  for  some  tire  executives  was  his 
effort  to  distance  Fire- 
stone from  its  manufac- 
turing roots — Nevin 
even  moved  the  compa- 
ny's headquarters  from 
Akron  to  Chicago. 

So  far,  however,  it 
appears  that  Nevin  has 
the  support  of  Bridge- 
stone's  top  manage- 
ment. Bridgestone  insid- 
ers say  Nevin  appears 
to  get  along  with  President  Yeiri,  de- 
spite their  different  management  styles. 
Yeiri,  60,  has  spent  his  whole  career  at 
Bridgestone,  joining  in  V.K\  soon  after 
he  graduated  from  the  University  of  To- 
kyo. Colleagues  call  him  cool,  self-as- 
sured, and  above  all,  patient.  Nevin,  li'J, 
a  1952  graduate  Of  Harvard  business 
school,  moved  from  Standard  Oil  to  Ford 
Motor  before  eventually  landing  the 
chairman's  job  at  Zenith  Radio.  While 
there,  the  fiery  Nevin  railed  against  im- 
ports of  Japanese  television  sets.  Al 
though  Nevin  is  eligible  for  retirement. 

sources  at  Bridgestone  say  that  he  will 

stay   on. 

\      for    Firestone's    labor    relations, 


Bridgestone    pulled    olf   an    impre 
coup  despite  Nevin.  The  new  mai 
men!  faced  icy  relations  with  the  United 
Rubber  Workers  onion    In   fact,  fire 
•  ■  suffered  a  weeklong  ortly 

after  the  Japanese  company  itepped  in. 
Bui    once   the   i  i-.w    heard   of   Bridge- 

unbitious  plans  to  expand  tire 
operations,  the  workers  warmed  up. 
What's  more,  at  two  plants  Bri 
gave  back  more  than  $1  an  hour  in  con- 
ions  that  Nevin  had  extracted  in 
1987 — a  stunning  reversal  and  some- 
thing of  a  slap  at  former  management. 
In  a  new  twist,  Bridgestone  pron 
workers  that  their  suggestions  to  im- 
prove productivity  would  not  eliminate 
jobs.  Bridgestone  hasn't  finished  restor- 
ing employee  trust  yet.  But  so  far  union 
officials  seem  optimistic.  "I  have  some 
high  hopes  I  didn't  have  this  time  last 
year,"  says  Don  W.  Early,  president  of 
the  rubber  workers  local  in  Oklahoma 
City. 

flat  earnings.  Indeed,  the  makeover  at 
the  LaVergne  plant  shows  what  Bridge 
stone  can  do.  Because  Firestone  had 
fumbled  the  complicated  technology 
needed  to  make  radial  tires,  productivity 
was  abysmal.  Since  Bridgestone  took 
over  in  1983,  it  has  poured  $348  million 
into  upgrading  and  expanding  the  facili- 
ty. The  company  now  calls  on  its  em- 
ployees to  help  solve  production  prob- 
lems and  has  changed  some  jobs  to 
make  them  easier  for  workers  to  per- 
form. As  a  result,  production  per  em- 
ployee ha's  roughly  tripled. 
With  big  real  estate  holdings  and  a 
manageable  debt  load, 
Bridgestone  can  afford 
to  take  the  long  view 
of  its  Firestone  deal. 
But  so  far,  despite 
strong  tire  demand 
both  in  Japan  and 
abroad,  the  compa- 
ny's 1988  consolidated 
earnings  are  expected 
to  be  flat  at  .$342  million. 
Sales  should  increase  19% 
over  1987,  to  $10.3  billion. 

Despite  the  host  of  intricate  problems 
it  faces,  Bridgestone  clearly  is  a  con- 
tender for  the  industry's  No.  1  title.  In 
an  increasingly  global  market,  taking  on 
Firestone  has  given  the  Japanese  tire- 
maker  the  worldwide  manufacturing 
presence  it  sorely  needs.  Although  earn 
ings  at  archrival  Goodyear  were  surpris- 
ingly weak  in  1988,  both  Coodvear  and 
Michelin  are  spending  hundreds  of  mil- 
lions o(  dollars  on  plant  expansioi 
their  own.  Competitors  aren't  counting 
Bridgestone  out.  but  the  title  bout  may 
be  many  years  away 

Hi/  Zachary  Schiller  in  Akron,  mth  bu 
nun  reports 
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In  A  City  Famous  For  Hotels, 

Why  Does  Only  One  Have 

Both  A  Five  Star  And 

Five  Diamond  Rating? 


Year  after  year  the 
answer  remains  the  same. 
San  Francisco  has  only  one 
Four  Seasons  Clift.  A  hotel 
with  a  grand  philosophy. 
We  adapt  to  you.  And  your 
lifestyle. 

Our  staff  is  on  hand 
twenty-four  hours  a  day. 
An  interpreter  or  freshly 
typed  manuscript  is  just  a 
call  away.  And  when  busi- 
ness turns  social,  we  offer 
you  the  celebrated  charm 
of  our  landmark  Redwood 
Room,  plus  truly  gracious 
dining  in  our  French  Room. 

For  reservations  call 
(800)  332-3442,  or 
(415) 775-4700. 


& 


Four  Seasons 
Clift  Hotel 

SAN  FRANCISCO 

Near  Union  Square 


t    I  L)HQ  Managed  by  Four  Seasons 
Hotels,  Ltd  Canada 


BusinessWeek  Travel  Facts 


DID  YOU  KNOW?  In  1989,  BUSINESS  WEEK  will  pub- 
lish two  Business  Travel  Sections  authored  by.  Steve 
Birnbaum.  Issue  dates:  April  24  and  October  30.  For 
more  information  call  your  BUSINESS  WEEK  Represen- 
tative or  John  Holden  at  212/512-6394. 
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CIRCUS  CIRCUS 
RAKES  IN  THE 
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The  K  mart  of  casinos  hits  it  big 
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For  most  Las  Vegas  casinos,   the 
name  of  the  game  is  collecting  high  K| 
rollers.    At   Caesar's   World,    thai  Kv! 
means  chartering  private  jets  to  bring  in 
wealthy  Asian  businessmen.  At  Golden  5 
Nugget  Inc.,   Chairman   Stephen   A 
Wynn  keeps  a  chauffeur  hopping.  Then  ,;t 
there  is  Circus  Circus  Enterprises  Inc. 
the  K  mart  of  casinos,  which  has  become  \. 
the  industry's  fastest-growing  company 
by  luring  the  blue-jean  and  recreational 
vehicle  crowd. 

The  marketing  is  right  out  of  the  bar  .-, 
gain  basement.  Offering  cut-rate  rooms 
and  such  freebies  as  circus  acts  at  its  sfl  ^ 
Nevada  casinos,  Circus  has  grown  to  an 
estimated  $580  million  in  sales  from  $18S 
million  only  five  years  ago.  It  is  also  on« 
of  the  most  profitable  casino  companies 
in  the  U.  S.  (table). 

Now,  after  years  of  operating  on  th< 
fringes  of  Vegas  glitz  and  glamour,  Cir 
cus  is  building  the  city's  largest  hote 
and  casino  complex.  Not  that  it  will  bi 
lavish.  In  its  typically  penurious  fashion 
Circus  intends  to  spend  less  than  $29( 
million  on  the  4,032-room  Excalibur  it 
started  in  December.  That's  about  h; 


i 
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hat  Golden  Nugget  will  spend  to  build 
3,000-room  hotel  down  the  strip. 
Of  course,  building  a  hotel  cheaply 
id  tilling  it  is  another  story.  Circus 
hairman  William  G.  Bennett  is  only  one 
?  a  handful  of  casino  executives  with 
cpansion  under  way.  Analysts  estimate 
tat  Vegas  may  get  as  many  as  12,000 
sw  hotel  rooms  by  1990,  a  20%  increase, 
'hen  Excalibur  opens,  Vegas  may  be 
utted. 

.ashier.  Bennett  is  betting,  too,  that 
S  can  attract  a  more  affluent  gambler 
-  I    ■  his  ersatz  castle.   "But  that  doesn't 
riL'il   iean  that  they're  not  going  to  get  the 
ost  value  for  their  dollar,"  he  says.  It's 
boast  often  made  in  Vegas.  Still,  Ben- 
U.  64,  who  started  out  running  furni- 
Btorea  before  joining  the  gambling 
ustrv  in  1965,  has  a  tlair  for  maikct- 
At    id.'   1'Acalibur,  that  will  mean 
sting  tournaments  in  the  main  dining 
in,    sword    tights    in    the    halls,    and 
rolling  minstrels  and  fire-eaters. 
It's  a  flashier  update  of  the  mass-mar- 
ting  gimmicks  that  Bennett  and  part 
r   William    N.    Pennington   have   em- 
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CIRCUS  CIRCUS: 
A  TOP  PERFORMER 


Cosmo  company 


Return  on  ossets ' 


CIRCUS  CIRCUS 
CAESAR'S  NEW  JERSEY 


15.5% 


126 


CAESARS  WORLD 
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Ask  about  the 
easier  IRA. 

If  you'd  like  to  make  your  IRA  part  of  your  monthly  budget 
instead  of  a  once-a-year  budget  crunch,  you  should  know 
about  Twentieth  Century  Investors'  Automatic  Monthly 
Investments.  With  this  convenient  plan,  you  choose  the 
amount  you  want  to  invest  each  month  in  our  no-load  funds, 
authorize  monthly  transfers  from  your  bank  account,  and 
the  rest  is  taken  care  of  for  you  automatically.  What  could 
be  easier?  Plus,  the  power  of  compounding  can  make  a 
considerable  difference  to  you  in  dollars  and  cents.  Let 
us  show  you  how.  Call  for  a  free  IRA  Information  Kit 
and  Prospectus. 


For  IRA  information,  ask  for 
your  free  Investor's  Guide. 

1-800-345-2021  ext  830 


P.O.  Box  419200,  Kansas  City,  MO  64141-6200 


O  19B9  TWCTttWh  Ignorr  lunlorv  lac 


Please  read  the  Prospectus  carefully  before  investing. 


It's  up-to-the-minute  business  news.  (  mline  and  in  time 

tor  you  to  do  something  about  it.  It's  news  about  specific 
companies  and  industries;  the  economy,  stock  markets, 
government — plus  its  implications  for  your  business.  It's  avail- 
able through  Dialcom,  CompuServe,  DIALOG,  DRI.lelemet 
or  direct  to  your  mainframe.  For  a  FREE  brochure  call     ■ViJI 
us  toll-tree  at  1-800-426-0647.  And  get  the  news.  JilU 

'From  Databaac  Magnate  O  1989  McGraw-Hill,  bx 
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Who  Reports  to  the 

Chief  Information  Executive? 

Introducing  The  Business  Week 

sues  of  The  BusinessWeek  Newsletter 

Newsletter  for  Information  Execu- 

for Information  Executives  plus  a 

tives,  written  for  senior  information 

free  gift  we  believe  you  will  find  in- 

managers and  chief  executives.  This 

valuable:  A  Portrait  of  the  New 

biweekly  is  a  thought-provoking  report 

Information  Officer — the  prelimi- 

for senior  information  professionals. 

nary  results  of  a  survey  of  chief  infor- 

Like a  personal  consultant,  it  brings 

mation  officers  and  chief  executive 

you  vital  news,  competitive  ideas  and 

officers  revealing  their  candid  views' 

unique  perspectives. 

about  what  the  information  officer's 

job  should  and  should  not  be. 

As  a  subscriber  you'll  be  the  first  to 

know  which  organizations  use  infor- 

Join the  hundreds  of  other  infor- 

mation technology  as  a  strategic 

mation  executives  in  nearly  a 

^^                                 weapon.  How  to  improve  your  business 

dozen  countries  who  are  already 

^g^                     with  information  technology.  Who  sets 

reading  and  benefiting  from  The 

b                    information  policy.  How  to  mesh  di- 

BusinessWeek  Newsletter  for 

|                  verse  PCs,  mainframes,  and  global 

Information  Executives  by  con- 

communications systems.  How  to  sur- 

tacting our  Circulation  Dept.  at 

vive  a  restructuring.  How  to  work  with 

our  national  toll-free  number 

B^>            your  CEO  and  CrX)  to  clear  corporate 

800-445-9786. 

^^^^^      roadblocks. 

A                For  only  $495  ($505  outside  the  U.S. 

B9                and  Canada)  you  will  receive  25  is- 

Call  today. 

K                   The  BusinessWeek  Newsletter  for  Information  Executives 

K                     1221  Avenue  of  the  Americas,  36th  Fl 

V                   New  York,  NY  10020 
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Art:  Circulation  Dept. 

&                      (212)  512-2184 
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T.  Rowe  Price  Tax-Free  High  Yield  Fund,  our  highest  yielding  tax-free 

fund,  invests  in  a  diversified  . 

portfolio  of  long-term,  medium-  T„      _.     ,nnc  D     c  „  ,         y,n-»m 

r  °  T.  Rowe  Price,  100  E  Pratt  St.,  Balnmore,  MD  21202 

to-lower  quality  municipal 
bonds.  Active  management 
helps  maintain  high  yields  and 
reduce  risk. 

Minimum  investment 
$2,000.  No  sales  charges. 

Call  24  hours 

for  a  free  information  kit 

1800-638-5660 

ext.  3491 


Send  a  prospectus  with  more  complete  information, 
including  management  fees  and  other  charges  and 
expenses.  1  will  read  it  carefully  before  1  invest  or 
send  money 

Name 

Address 

City/Statc/Zip  TFH003491 


Phone     □  Home       □  Business 


Invest  With  Confidence 

TRoweRice 


cm 


11.2  ^  and  11.9  /o  are  the  1-year  and  average  annual  46-month  total  returns  respectively  for  the 
periods  ended  12/31/88.  'Average  annualized  yield  for  the  30  days  ended  12/31/88.  **  Equivalent  taxable 
yield  in  the  33%  bracket.  Some  income  may  be  subject  to  state  and  local  taxes,  and  a  portion  of  the  Fund's 
income  may  be  subject  to  the  alternative  minimum  tax.  Yield  and  total  return  represent  past  perfor- 
mance. Yield  and  share  price  will  vary,  and  shares  may  be  worth  more  or  less  at  redemption  than  at 
original  purchase.  T.  Rowe  Price  Investment  Services,  Inc.,  Distributor. 
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ployed  since  1974,  when  they  pan. 
$50,000  for  the  small  and  unprofitable 
Circus  Circus.  Among  the  entertainers 
was  a  baby  elephant  that  pulled  the  ham 
die  of  a  slot  machine.  The  elephant  is 
gone,  but  circus  acts  perform  every  30 
minutes,  kids  cluster  around  video 
games,  and  adults  flock  to  row  after  row 
of  nickel  slot  machines  and  $1  tables. 

Circus  also  loses  50$  on  each  of  the 
meals  its  serves  at  its  buffet.  "But  it 
gets  'em  in  the  door,"  says  Bennett.  Cir- 
cus does  as  much  as  50%  of  its  business 
in  walk-in  traffic.  That  traffic  generated 
$170  million  in  cash  flow  last  year, 
enough  to  cover  the  company's  debt  obli- 
gations six  times  over. 

"It's  the  best  pure-play  casino  compa- 
ny in  the  business,"  says  Janney  Mont- 
gomery Scott  Inc.  gaming  analyst  Mar- 
vin B.  Roffman.  He  estimates  that  th< 
company  earned  $71.8  million  in  the  fis 
cal  year  ended  Jan.  30,  up  28%  from 
year  earlier.  The  stock  trades  at  3  PA 
just  three  points  off  its  all-time  high. 

No  one  has  profited  more  from  th 
stock  runup  than  Bennett  and  Penning- 
ton. The  two,  who  once  controlled  78%  o: 
the  company,  now  own  35%  of  the  stock 
Bennett  has  sold  off  $160  million  of  hi: 
shares  over  the  past  five  years,  some  o: 
it  to  an  employee  stock  ownership  plar| 
started  last  month.  Pennington,  who  r< 
tired  last  August,  has  sold  off  $250  mil 
lion  worth  of  his  holdings.  Circus  is  buy 
ing   back    10%   of   its   shares,    keepin 
Bennett's  stake  safe  from  dilution. 
plane  play.  Bennett  is  an  aggressiv 
cost-cutter    who    won't    give    gamble 
credit  and  once  ordered  executives 
turn  in  their  company  cars  when  insui 
ance  rates  went  up.  But  in  private,  Ben) 
nett  spends  freely.  He  owns  five  home 
and  several  boats.  A  former  Navy  pilo 
he  flies  radio-controlled  toy  planes  am 
helicopters   at   a    miniature   airport   h<  u 
built  at  his  ranch  outside  Vegas.  .ft^ 

For  years,  he  tried  to  put  Circus  Cir  ferred 
cus  in  the  hobby  plane  business,  too.  Oi  rj  \Jf. 
Feb.  1,  when  Circus'  directors  refused  U  Jers  to"] 
pump  more  money  into  the  money-losinj  , ,,  h 
Circus  Hobbies  unit,  they  agreed  to  sel  S  h 
it  instead  to  Bennett.  An  independen 

auditor  will  determine  its  value,  but  Ben  a\ 

nett  is  expected  to  pay  around  $11.5  mi  L; 
lion  in  stock  to  buy  the  unit,  which  gen  ;,,' 
erated    an    estimated    $6    million    ii  .... 
revenues. 

Bennett  won't  have  much  time  to  til  : 
ker  with  his  toy  planes  for  a  while.  He'  %    , 
putting  in  long  hours  at  Excalibur's  11'    ,  , 
acre  construction  site.  The  castle  will  b  >; 
built  so   that  its   towers  are  the  firs  ti- 
thing RV  owners   see   when   they   ex  •.. 
from  the  highway.  And  don't  be  su   ; 
prised  if  Bennett  attracts  his  fair  shae  \ 
of  high  rollers  as  well. 


i'it 


By  Ronald  G rover  in  Las  Yoga 
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IDLER'S  RUBIN:  AS  "MORE  FIRST-RATE  THINGS"  SELL  AT  AUCTION,  GALLERIES  FEEL  THE  HEAT 


t  first,  New  York's  art  dealers 
»paid  little  heed.  Sure,  Sotheby's 
njnsi  ^Bkand  Christie's  were  attracting  a 
t(,&  ry  of  new  buyers  to  their  auction 
>  hod  »ms  with  savvy  marketing  and  new 
v!ii  wees.  But  who  cared?  All  those  nou- 
n'esi  tux  riches  paying  outlandish  prices  at 
port  Bering  auctions  had  cash,  but  what 
they  know  about  art?  Real  collectors 
clis(  iferred  to  buy  privately,  dealers  be- 
loo.  'ed.  Loyal  customers,  who  counted  on 
.fiijjd  tiers  to  find  them  choice  works,  would 
ev-losi  wide  all  the  business  dealers  needed. 
i„!  <Jo  more.  "There  are  new  buyers 
fpenili  nding  a  lot  of  money  on  art  who've 
(mtB  V  been  inside  a  gallery,"  says  .lames 
,  i  Lally,  a  dealer  in  Oriental  art  and 
1^1     mer    president    of    Sotheby's     North 

lerica.  "And  that's  frustrating  to  peo- 

outride  the  auction  world."  Sotheby's 

•  ,:   I  Christie's  are  benefiting  from  a  hy- 

,  H    ventilating  art   market:   In   1988  the 

...!   >  sold  over  $3.2  billion  worth  of  art 

rldwide,  up  son  More 

billion  of  that  was  sold  in  New 

k     accounting  for  at  least  half  of  all 

v  York  art   sales,  experts  estimate 

bark. 


ht  back,  art  dealers  are  puttin' 
the  '.'In.  I'm-  the  first  time,  the  pres 
OUS  Art  Dealers  Association  of  Anier 


ica  is  sponsoring  an  Art  Show,  a  five-day 
extravaganza  at  the  cavernous  Seventh 
Regiment  Armory  on  Park  Avenue. 
There,  from  Feb.  15  to  19,  57  adaa  mem- 
bers are  displaying  some  of  their  best 
paintings,  drawings,  prints,  and  sculp- 
tures. Attendees  can  view  Western 
artworks  from  six  centuries — from  a 
1490  drypoint  etching  by  Mantegna  to 
contemporary  paintings  by  Robert  Moth- 
erwell. "We  want  to  show  the  wide 
range  of  things  that  are  available  in  pri- 
vate dealers'  hands,"  says  0.  Kelley  An- 
derson, director  of  the  show. 
foie  gras.  They  also  want  to  fix  another 
problem.  Sotheby's  and  Christie's  have 
been  selling  not  just  more  art,  but  better 
art  at  record  prices,  such  as  the  $53.9 
million  fetched  by  van  Gogh's  Irises  in 

1987.    That's    enticing    COlleCton    to    put 

their  best  works  up  for  sale  at  auction — 
hitting  galleries  on  the  supply  side, 
where  it  really  hurts.  Auction  houses 
used  to  sell  "bits  and  pieces  of  low-quali- 
fy things  to  dealers,"  says  Ltwrence  E 
Rubin,  president  of  M.  Knoedler  &  Co.,  a 
New  York  dealer  "Now  they're  ban 
dling  more  first  rate  things."  And  even 
collectors  who  favor  the  gentility  of  gal- 
leries go  where  the  art   is. 


To  make  Mire  the)  attracted  attention, 

the  dealer-,  launched  the  -.how  with  a 

charity  event  on  Feb.  1  1  & 

shine  the  glitter  of  any  auction    B< 

ning  at  5  p.m.,  800  or  so  "benefact 

each   paying  $500,    browsed   among   the 

art  works,  sipped  champagne,  and  nib- 
bled on  foie  gras,  chateaubriand,  and 
oysters  on  the  half-shell.  At  6:30,  the 
doors  opened  to  about  1,200  "patn, 
each  paying  $125  to  savor  the  hors 
d'oeuvres  and  the  art.  "This  is  one  of  the 
major  social  events  of  the  year,"  says 
Suzy,  the  New  York  Post  gossip  colum- 
nist. Henry  Kravis,  Ralph  Lauren,  Bruce 
Springstein,  and  Estee  Lauder  were 
among  the  luminaries  present. 

Anderson  expected  at  least  12,000  to 
15,000  art  lovers  to  attend  the  rest  of  the 
show.  Some  will  buy — sales  at  the  open- 
ing were  brisk.  More  will  be  cultivated 
by  dealers.  Says  Rubin:  "This  is  more  to 
meet  new  contacts" — especially  those 
denizens  of  the  auction  rooms. 

The  auction  houses  have  mixed  reac- 
tions to  the  show.  Christie's  called  the 
idea  "provocative"  and  declined  further 
comment.  But  Sotheby's  welcomed  the 
challenge.  "I  love  anything  that  attracts 
and  educates  more  people  about  the  art 
world,"  says  John  L.  Marion,  chairman 
of  Sotheby's  North  America.  "I  will  go 
to  the  Art  Show  and  support  it.  It  won't 
make  people  not  come  to  auctions." 
non  grata.  Still,  the  Art  Show  may  not 
be  enough  to  convince  the  masses  that 
galleries  want  their  trade.  To  many,  gal- 
leries are  forbidding  places  where  people 
without  references  aren't  very  welcome. 
It  was  only  a  year  ago  that  New  York 
City  forced  dealers  to  post  prices.  Previ- 
ously, would-be  buyers  had  to  inquire, 
allowing  dealers  to  offer  the  same  paint- 
ing to  different  prospects  at  disparate 
prices  depending  on  how  good — or  how 
rich — the  customer  was.  It  wasn't  un- 
usual for  an  unknown  to  be  told  that  a 
work  "wasn't  available." 

Collectors  don't  have  those  problems 
at  auctions,  where  bidders  compete  on 
equal  footing.  In  fact.  Sotheby's  and 
more  recently  Christie's  have  tried  so 
hard  to  welcome  "retail"  buyers  to  their 
auctions  that  these  days  private  collec- 
tors, not  dealers,  account  for  the  bulk  of 
their  sales.  The  auction  houses  advertise 
and  distribute  their  catalogs  more  wide- 
ly than  before,  sponsor  art  lectures,  of- 
fer simplified  absentee  bidding,  and  hold 
the  occasional  sale  on  a  Sunday.  Soth- 
eby's even  provides  financing  to  pur- 
rs  and  sellers. 

With  the  Art  Show,  dealers  are  start 
ing  to  market  themselves  in  similar  :. 

ion    If  they  continue,  they  may  just  [ 
the  market  on  the  boil. 
By  J  ml  i  th  H 
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Can  A  Better 

iMAGElMPROVE 

Customer  Service? 
BankOnIt. 


1  ■ 

— _ 

1  '~ 

^^=rr-~~_j 

nwrr 

■MMMHI^E 

■  Mm.n%« 

Customer  comes  in  for  a  mortgage. 
Has  a  loan  application,  tax  returns. 


Bank  appraiser  mails  in  photos  of 
property,  plot  plan  and  comparables. 


Broker  provides  offer  to  purchase, 

preliminary  title  report, 
andP&S  agreement  by  FAX. 


Credit  information  arrives,  aw 
to  client  portfolio. 


Actual  Wang  computer  screens  shown  here. 


^pttpackagt  data,  text,  dm 
mt  to  originating  offit  e  via  electronic 
Hoilfor  committee  approval. 

pcihon  u  modi  n  /u///  tfe  row. 
s  Integrated  Imaging  from  \\\in^. 


Paper  and  patience. 

Until  now,  you  couldn't  process  a  loan 
application  without  them. 

But  with  Wang's  Integrated  Image  System,  you 
can  now  process  a  loan 
from  stan  to  finish  right 
at  your  desk  in  half  the  time. 

WHS  gives  loan  officers  immediate  access  to  all 
the  information  they  need ,  where  they  need  it,  when 
they  need  it. 

With  the  press  of  a  button  up  comes  an  image 
window,  text  window  and  data  window.  Simultane- 
ously. And  it's  integrated  information.  With  your 
FAX  machine.  Your  electronic  mail.  Your  company's 
computer  system. 

Wang's  Integrated  Image  System. 

It  will  not  only  improve  your  image,  it  will 
improve  your  customer  service.  And  you  can  take 
that  to  the  bank. 


WANG 


Makes  It  Work 

Pot  mow  iafenmtka.conuo  your  loal^ing  Sita  Ofl 
Olirrittltsfljboruur»,Arai  Inquiry  Serrice,M  S  014-034  .Ontlodtntral  na,lnc. 


WILI  WE  EVER  CLOSE 
THE  TRADE  GAP? 


NOT  SOON— OR  EASILY.  EXPORTS  HAVE  COOLED,  AND  IMPORTS  ARE  STILL  GAINING)! 


m 


ipiv  I 
ill 


lilt  \ 

rot  on  the  docks  of  Yokohama,  Ham  ood  at 
burg,  and  Marseilles. 

But  the  improvement  has  stalled.  Th<  * 12.; 
fizz  went  out  of  the  export  boom  las  S.  Th 
fall,  as  shipments  overseas  slipped  fron  icfiang 
a  20%  annual  growth  rate  in  the  firs  tage 
nine  months  of  the  year  to  no  growth  ii  if  so 
the  final  months  of  1988.  And  with  th<  »exp 
American  appetite  for  imports  unabated  !«i 
progress  in  narrowing  the  trade  defici  port  ci 
halted  in  the  fall.  Will  the  trade  gap  eve:  ■  next 
close?  was 

Not  anytime  soon,  and  none  too  easily  piatt 
The  monthly  trade  deficit  numbers  an  »mar 


Former  Fed  Chairman  Paul  A. 
Volcker  enjoyed  lecturing  Congress 
that  "history  is  strewn  with  the 
bones  of  nations"  that  devalued  their 
currencies  in  a  vain  attempt  to  bal- 
ance their  books.  Conjuring  up  visions 
of  Germany  in  the  1920s  and  Brazil 
in  the  1980s,  Volcker  reminded  law- 
makers that  the  drastic  medicine  of  de- 
valuation can  provoke  worse  problems 
than  the  trade  deficits  it  is  designed 
to  cure. 

Initially,  at  least,  the  Reagan  Adminis- 
tration's fling  with  a  dollar-devaluation 


policy  seemed  to  be  an  exception.  Ex- 
ports boomed  in  response  to  a  50%  cut  in 
the  greenback's  value.  Armed  with  low- 
er foreign  prices,  a  leaner  and  meaner 
Corporate  America  strong-armed  its  way 
back  into  overseas  markets.  The  mer- 
chandise trade  deficit  fell  from  a  record 
$170  billion  the  previous  year  to  around 
$137  billion  in  1988.  And  just  in  case  the 
cheaper  dollar  wasn't  enough,  a  tough- 
talking  Congress  last  April  passed  a 
trade  bill  aimed  at  giving  our  trading 
partners  a  hard  choice:  Open  your  mar- 
kets to  U.  S.  goods  or  let  your  exports 


THE  U.S.  TRADE  IRS 
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■mini  to  fluctuate,  and  good  n< 

Brestlc  with  IukI  news  for  a  while    Cut 
■  T  the  year  as  a  whole,  pro  ■    the 

Hftdo  front  will  he  snail  like  The  hie;, 
Buble-digit  gains  in  U.S.  exports  are 
Behind  us,  since  the  larger,  more  p> 
■'■nsitive  orders  have  already  heen 
laced  Kxport  prices  on  some  I 
I  kkI.s  are  now  rising  as  factories  run 
I  ree  shifts.  Meanwhile,  cash  rich  work- 
e  still  snapping  up  the  imports. 

I  JPPING  POSITION.  Kxports  have  lo  grow 

I  e  and  a  half  times  faster  than  imports 

l»nply  to  keep  the  trade  gap  from  wid- 

I  ing.  That's  because  exports  are  grow- 

1^  from  a  much  smaller  base  than  im- 

Hrts.  In  1988  goods  exports  averaged 

out  $819  billion,  while  goods  imports 

3od  at  about  $456  billion  (chart).  Data 

sources  is  projecting  that  exports  will 

12..")'    this  year  and  imports  grow 

>%.  That  would  leave  the  trade  deficit 

changed  at  $137  billion  in  1989. 

Longer-term,  the  picture  may  not  be 

Hi'  so  bleak.  If  the  thousands  of  small 

exporters  now  entering  the  game 

)  successful,  and  if  a  genuinely  strong 

port  culture  develops  in  the  U.  S.  over 

next  few  years,   that  would  goose 

erseas  sales  (page  94).  If  U.  S.  trade 

gotiators   move   successfully   to  open 

markets,  and  if  barriers  to  all  over- 


The  Reagan  Administration 
relied  on  a  sinking  dollar    and 

lh.it  worked,  up  to  a  point  But 
further  gains  will  be  tougher 


seas  markets  fall,  that,  economists  fig- 
ure, could  knock  .>20  billion  to  $30  billion 
off  the  deficit.  And  if  tough  domestic 
policy  steps  are  taken  to  cut  the  budget, 
boost  savings,  and  possibly  even  target 
industries  for  "strategic  trade  policy," 
as  some  economists  are  urging  (page 
89),  then  there  will  be  progress  toward 
closing  the  trade  gap  and  making  Ameri- 
ca competitive. 

But  the  results  could  be  years  away. 
In  the  meantime,  America's  financial  po- 
sition in  the  world  keeps  slipping.  Today 
the  world's  most  prosperous  nation  is 
also  its  largest  debtor.  It  got  that  way 
through  a  combination  of  circumstances 
that  is  keeping  cash  registers  ringing 
and  debts  piling  up.  Tax  cuts  and  a 
strong  dollar  got  consumers  spending — 
and  pushed  the  budget  and  trade  deficits 
higher — in  the  early  1980s.  Since  the  dol- 
lar peaked  in  1985,  U.  S.  consumers  have 


limply     '■•  diii/     more     uf     ■  ■ 

cheaper  dollai  to  pay  for  im 

port  .      \nd    foi 

thO   <•    dollar  '.ill-.. 

corporal-    lecuril  ■  office  build- 

factoriea,  and  entire  compani 
bargain  prioi  -    American    paid 

foreigners  about  $100  billion  in  into  i 
dividends,  and   n  ■  -ding  for  the 

first  time  what  American-,  earned  on  in- 

n-iib  abroad 

NEEDED  SURPLUS.  Through  most  of  the 
the  foreign  investment  earnings  of 
Americans  helped  offset  the  deficit  in 
merchandise  trade.  Now  the  U.  S.  I 
the  burden  of  running  a  surplus  in  mer- 
chandise to  pay  foreigners  growing  in- 
terest and  profits  on  their  investments 
here.  The  U.  S.  current  account — which 
includes  goods,  services,  and  short-term 
financial  flows — was  in  deficit  by  $132 
billion  in  1988.  According  to  economist 
Allen  J.  Lenz  of  the  Chemical  Manufac- 
turers Assn.,  achieving  balance  by  the 
early  1990s  would  require  U.  S.  industry 
to  capture  80%  of  the  growth  in  total 
trade  around  the  globe,  a  virtually  im- 
possible feat.  American  industry,  al- 
ready straining  to  produce  about  90 
domestic  consumption  of  manufactured 
goods,  would  have  to  begin  producing  at 
least  103%  of  domestic  demand  to  gener- 
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1986  Budget  deficit  hits 
$220  billion  for  fiscal 
\  ear  ended  in  September 


1985  Dollar  in  February  bits 
weighted  peak,  buys  260 
yen  and  A  marks;  five 
major  industrial 
nations  reach 

iccord  in 
September  to  push 

dollar  lowei 
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March  slaps 

punitive  tariffs 

on  $300  million  of  Japan 
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Competitiveness  Act 
passed  in  April  requiring 
the  Administration 
to  press  for  more  open 
foreign  markets; 
dollai  .en 
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ate  the  needed  surplus.  "The  longer  we 
wait,  the  harder  it  will  be  to  make  the 
improvement,"  says  Lenz. 

With  the  current-account  deficit  likely 
to  increase,  market  forces  might  be  ex- 
pected to  push  down  the  dollar  further, 
cheapening  exports  and  eventually  rais- 
ing the  price  of  imports  to  prohibitive 
levels.  A  10%  to  15%  dollar  decline  is 
most  often  cited  by  economists  such  as 
former  Council  of  Economic  Advisers 
Chairman  Martin  S.  Feldstein  as  the  cor- 
rect remedy.  But  neither  the  Federal  Re- 
serve Board  nor  the  Administration  has 
a  further  dollar  decline  in  mind.  The  Fed 
has  been  pushing  up  short-term  interest 
rates  to  battle  inflation,  a  fight  that 
gained  urgency  with  the  Feb.  10  an- 
nouncement that  producer  prices  surged 
1%  in  January.  Banks  followed  suit, 
bucking  up  the  prime 
rate  a  half  point,  to 
11%,  a  level  not  seen 
since  December,  1984. 
With  rates  going  high- 
er, the  dollar  is  unlikely 
to  decline  much.  Indeed, 
the  central  bankers  are 
fighting  hard  to  keep  it 
from  rising. 

And  what  good  would 
kicking  the  dollar  down 
do,  given  the  mixed  re- 
sults so  far?  The  dol- 
lar's decline  has  had  lit- 
tle impact  on  the  import 
side.  Higher  prices 
don't  dissuade  Ameri- 
can consumers  hooked 
on  Toyota  Camrys, 
Krupp  coffeemakers, 
and  Benetton  sweaters. 
To  make  matters  worse, 
U.  S.  industry  has  aban- 
doned huge  sectors  of 
consumer  goods — such  as  electronics 
and  cameras — leaving  Americans  with 
no  choice  but  to  buy  imports. 
little  impact.  Far  and  away  the  biggest 
reason  the  dollar's  depreciation  didn't 
make  more  of  a  dent,  though,  is  that 
U.  S.  consumers  never  felt  its  full  im- 
pact. Since  the  dollar  peaked  in  Febru- 
ary, 1985,  foreign  currencies  have 
climbed  nearly  70%-  in  value,  but  import 
prices  have  risen  only  30%  (chart).  That 
means  less  than  half  of  the  currency 
swing  was  "passed  through"  to  prices — 
well  below  the  80%  to  100%-  pass-through 
of  the  1970s.  In  fact,  during  the  1976-78 
appreciation  of  the  yen,  Japanese  export- 
ers of  textiles  and  machinery  quickly 
translated  the  entire  exchange  rate 
change  into  higher  II.  S.  prices. 

This  time  around,  foreign  manufactur- 
ers, especially  the  Japanese,  decided  to 
protect  their  hard-won  share  of  the  U.  S. 
market  and  let  profit  margins  shrink. 


They  were  able  to  do  so,  says  Columbia 
University  economist  Richard  E.  Bald- 
win, because  of  "the  beachhead  effect." 
Foreign  companies  spent  heavily  to  es- 
tablish sales  and  distribution  networks 
in  the  U.  S.  between  1980  and  1985,  and 
those  early  investments  have  enabled 
them  to  take  slimmer  profits  now. 

Some  economists  argue  that  to  over- 
come this  problem,  the  dollar  still  has  to 
move  a  good  deal  lower,  to  some  point  at 
which  foreigners  will  find  it  impossible 
to  squeeze  profits  further.  Yet  Japanese 
and  other  manufacturers  have  shown  a 
remarkable  ability  to  adapt  to  the  appre- 
ciation of  their  own  currencies,  and 
there's  no  guarantee  a  cheaper  dollar 
would  do  the  trick  in  curtailing  imports. 
Furthermore,  the  side  effect  of  making 
American  assets  still  cheaper  would  -be  a 
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further  erosion 
position. 

And  Washington  has  made  it  clear 
that  dollar  depreciation  isn't  in  the  cards 
at  this  time.  So  progress  on  the  trade 
front  must  come  by  other  methods.  But 
international  negotiations  don't  offer 
much  hope  of  quick  solutions,  either. 
Global  talks  under  the  General  Agree- 
ment on  Tariffs  &  Trade,  the  so-called 
Uruguay  Round,  are  stalled  by  a  dispute 
over  agricultural  subsidies.  The  1988 
Trade  Act's  requirement  for  stepped-up 
pressure  in  bilateral  talks  is  likely  to 
produce  as  much  skirmishing  between 
the  White  House  and  Congress  as  be- 
tween the  U.  S.  and  its  trading  partners. 

Between  now  and  the  summer,  Carla 
Hills,  the  U.  S.  Trade  Representative, 
must  meet  a  series  of  deadlines  mandat- 
ed by  Congress.  Her  staff  of  just  130 
must  produce  its  first  comprehensive 
policy    declaration — including    its    goals 


for  upcoming  trade  talks — choose  tar 
gets  for  market-opening  negotiations  or 
the  touchy  issues  of  telecommunication! 
and  intellectual  property  rights,  an< 
then  compile  a  report  on  the  barriers  o  _ 
all  trading  partners.  Then,  from  that  list  ► 
the  USTR  must  choose  the  worst  offend  ■ 
ers  for  further  talks  and  possible  retalia  I  to 
tion.  Around  the  first  week  of  April  ii  w 
Geneva,  the  USTR  must  take  up  four  o  tot 
the  sensitive  issues  that  deadlocked  las  i  tot 
year's  GATT  talks  in  Montreal:  agricul  jells 
tural  subsidies,  patent  protection,  short  eea  i 
term  trade  protection,  and  textiles.  rkip 
barrier  battle.  All  along  the  way,  sub  n  do 
committees  from  three  full  committee  ■  bes 
will  be  second-guessing  the  results  whil  dt- 
lobbyists  for  a  panoply  of  trade  associa  de  a 
tions  and  industries  press  for  advantage  ffitm 
As  the  monthly  trade  deficits  pile  up  nade  I 
Capitol  Hill  will  kee  jkee 
the  heat  on  the  Admin  into 
istration.  The  nation'  ne  hai 
trade  deficit  with  Japa  loesn't 
remains  at  about  $5  mpede* 
billion,  and  the  U.  S.  b  Now 
lateral  trade  balance  lists  a: 
with  such  newly  indus  wed 
trialized  Asian  nation  nown 
as  Korea  and  Taiwai  iperff 
remain  a  sore  poin  here's 
(chart,  page  92).  Tb  Kb  < 
White  House  must  d«  lere's 
liver  on  the  trade  bill'  fed  In 
requirements  to  targe  bid  wh 
for  retaliation  countrie  I.S,  & 
that  maintain  barrier  n  largi 
against  U.  S.  exports.  "  m,  it 
didn't  work  all  that  tim  i  to 
to  get  the  trade  bi  ade,  e 
through  the  Congres  1 1  th 
over  the  opposition  o  le  shi 
the  Administration  jus  ade  k 
to  see  that  they  don'  idustrie 
utilize  it,"  says  Senat  tn  to 
Finance  Committee  Chairman  Lloy  {,"sa, 
Bentsen  (D-Tex.).  Precisely  because  ej  nnomis 
port  growth  is  slowing,  "we  have  t  satfi, 
have  an  Administration  that  very  aj  x^ 
gressively  pursues  exports  and  works  1  lotectio 
break  down  protectionism  overseas." 

The  Administration  doesn't  thin  j,: 
tough  talk  alone  will  solve  the  problen  i^ 
"Macroeconomic  factors  will  have  t  k^ 
more  to  do  with  the  trade  deficit  thl  ttlriS( 
anything  that  comes  out  of  this  buil  k,^ 
ing,"  says  Hills.  And  there  is  "no  c&  t;,,,, 
tainty"  the  deficit  will  decline  at  all  ^  ,| 
1989,  she  warns.  i,  ^ 

One    key    macroeconomic    factor,    C  ^  e, 
course,  is  the  budget  deficit.  Strong  * 
cal  stimulus  in  the  early  1980s  cle; 
played  a  big  part  in  boosting  consu 
tion,  and  even  though  the  budget  de 
has  shrunk,  it  continues  to  give  soi 
impetus  to  the  economy.  Furtherrm 
its  existence  perpetuates  the  need 
foreign  capital,  since  the  U.  S.  is  suff< 
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THE  GOSPEL  OF  FREE  TRADE  IS  LOSING  APOSTLES 


F 


ree  trade  is  good  for  you. 

That's  what  all  the  economics 
textbooks  say.  Iii  the  decadee 
;iiu-f  the  world  emerged  From  the 
treat  Depression  and  World  War  II, 
he  belief  that  free  and  open  trade 
/it'lds  the  greatest  economic  gains  has 
■en  unchallenged  in  academia.  The 
rinciple  of  comparative  advantage — 
/ou  do  what  you  do  best,  I  do  what  I 
lo  best,  and  we  trade  the  goods  that 
esult — means  the  benefits  of  free 
rade  accrue  to  all  in  a  perfectly  com- 
>etitive  world.  Even  if  one  party  erects 
rade  harriers,  the  other  still  benefits 
>y  keeping  its  borders  open.  A 
v.:  veil-used  analogy:  just  because 
»ne  harbor  is  littered  with  rocks 
loesn't  mean  passage  should  be 
it  i  impeded  in  other  harbors. 

Now   more   and   more   econo- 

.     DJsts  aren't  so  sure.  They've  dis- 

overed  what  most  of  us  have 

nown  for  some  time:  This  is  an 

Tan   mperfectly  competitive  world. 

'here's  Japan,   with  not  a  few 

i  |    ocks    strewn    along    its    shore. 

list    ("here's  Airbus  Industrie,  subsi- 

it      ized  by  European  governments. 

i-   ind  while  economists  blame  the 

J.  S.    trade   deficit's    persistence 

in  largely  macroeconomic  prob- 

'nis,  it  provides  yet  another  rea~ 

n    to    question    whether    free 

de,  even  relatively  free  trade, 

in  the  nation's  best  interest. 

e  should  be  thinking  about  using 

de  policies  to  promote  and  protect 

dustries  and  technologies  that  we  be- 

jre  to  be  important  to  our  well-be- 

g,"  says  I,aura  D'Andrea  Tyson,  an 

nomist  at  the  University  of  Calh'or- 

at  Berkeley. 

minished  giant.'  Ammunition   for 

otectionism   is  coming  from  econo- 

ts  doing  research  in  an  area  called 

tegic  trade.  Viewing  countries  and 

dustries  as  if  they   were  pieces  on  a 

lessboard,    economists    have    shown 

t   in  some  cases,  tariffs  on  imports, 
LjjlK    jbsidies  for  exports,  or  some  combina- 
»n  can  produce  economic  gains  that 

i    those    under   a    free  trade   sys- 

'in     I  nrealistically,    the   research 

H'sn't  examine  what   is  likely  to  hap 

no  it'  all  trading  parties  took  this 
>ute:  probably  a  beggar-thj  neighbor 
mud  of  trade  inhibiting  protectionism. 
Still,  researchers  are  saying  that  C6T 
in  factors  supersede  the  cherished 
^  Ot ion  of  comparative  advantage, 
'hat's   driving    who   trades    what    and 


with  whoi:  to  be  some  •  lements 

that    character  growing    mdus 

ind  countries:  different  ■ 

Of    Male,    learning    curves,    and 
Of  innovation  that  create  ft 
and  shifting  advantages. 

The  realization  that  free  trade  may 
not  be  all  it's  cracked  up  to  be  hasn't 
turned  all  free-trade  doubters  into  full- 
blown protectionists.  Some,  such  as  Ty- 
son, believe  that  a  more  activist  policy 
is  warranted.  She  argues  that  the  U.  S. 
government  could  have  moved  far 
more  quickly  to  protect,  and  perhaps 
promote,  the  semiconductor  industry, 


Jagd  gwati  of  Columbia  Llni 

the  current  I"  .-'.  stance 
much   of   interventionism.     "Tf 
confrontational    bilateral    tactic.-,    come 
from  a    diminished  giant  syrjdro 
We  shouldn't  be  "scapegoating"  other 
nations,  says  Bhagwati. 
TRANSPARENT  tax.    I . .  i >n    Bhagwati 
agrees,  however,  that  if  protection  is 
politically  unavoidable,  then  tariffs  are 
preferable  to  quotas.   That's   because 
quotas  fix  the  number  of  imports  that 
enter  a  country  and  thus  freeze  mar- 
kets. "Domestic  producers  don't  have 
to  face  the  music  that  way,"  says  his 


Stroll 


BHAGWATI,  KRUGMAN,  TYSON:  RUNNING  THE  GAMUT  FROM  LAISSEZ-FAIRE  TO  INTERVENTIONIST 


for  instance.  Instead,  the  U.  S.  was 
"late  and  reactive."  By  limiting  im- 
ports, it  simply  drove  the  price  of  semi- 
conductors up  and  encouraged  Japa- 
nese cartelization  of  the  industry. 

Lester  C.  Thurow,  dean  of  the  Sloan 
School  of  Management  at  the  Massa- 
chusetts Institute  of  Technology,  ar- 
gues that  the  U.  S.  must  follow  some 
form  of  "managed  trade"  as  the  Euro- 
peans do,  trying  to  secure  shares  in 
am  markets. 

Others  favor  a  less  activist  stance, 
but  one  that  nonetheless  applauds 
some  of  the  market-opening  efforts  be- 
ing pursued  l>>  the  U.S.  Trade  Repre 
sentative.  even  if  they  result  in  sanc- 
tions on  imports.  "I'm  not  a  Japan 
hasher,"  says  Mil's  Paul  R.  Krugman. 
"but  something  needs  to  be  done  about 
Japan's  markets.  I'm  m  favor  of  run- 
ning the  risk  of  having  occasional  con 
froutatioiis  ,..]  don't  think  the  world 
is  so  much  on  edge  that  that  would  set 

people  off." 

Bui  to  a  stalwart  (rrr  trader  such  as 


Columbia  colleague  Richard  E.  Bald- 
win. Further,  quotas  are  in  effect  a 
hidden  tax  on  consumers,  while  tariffs 
are  a  transparent  one.  Finally,  tariffs 
raise  money  for  the  government  that 
imposes  them,  while  quotas  give  ex- 
cess profits  to  foreigners. 

For  these  reasons,  says  Robert  Z. 
Lawrence,  an  economist  at  the  Brook- 
ings Institution,  the  U.  S.  government 
ought  to  "tarirfy"  quotas  or  voluntary 
export  restraints  on  goods  such  a 
tiles,  autos,  and  steel,  and  phase  the 
quotas  out  over  a  period  of  years. 
Economists  are  embracing  the  idea  of 
converting  quotas  into  tariffs,  al- 
though Bhagwati  worries  that  a  cash- 
starved  Washington  would  never  let  go 
of  such  tariffs  BS  a  revenue  source. 
That  may  he.  But  the  political  pres- 
sures to  take  trade  actions  won't  go 
away,  BO  it's  worth  hoping  that  the 
"least  worst"  course  is  chosen.  Econo- 
mists are  helping  hy  finding  something 
to  say  about  trade  policy— something 
other  than  "hands  off."  that  is. 
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The  answers  are  "yes,"  i"i  American  Express*  Cardmembers  v\l>o 
participate  in  H Honor*,  Hilton's  guest  reward  program. 

Karn  double  H Honors  points 
for  the  rest  of  1989 

\\  Inn  you  stay  at  a  participating  HUton  an)  time  between  now  and  tin- 
end  of  l'W)  and  use  the  American  Express  Card,  you'll  get  the 
following  exclusive  package  <»l  rewards  and  travel  benefits.  It  is 
unsurpassed,  unmatched  and  unprecedented  in  the  hotel  industry, 
ami  it  all  -tarts  with  double  points  in  the  H Honors  reward  program. 

The  HHonors  Promise  — 
total  satisfaction 

Hilton  as-uics  Cardmembers  total  satisfaction  with  their  stay  and 
membership  in  the  HHonors  program.  Here's  how: 

Guaranteed  Hospitality— When  you  use  the  American  Express 
Card  at  a  Hilton  and  tor  any  reason  are  not  satisfied  with  your  stay, 
you'll  receive  a  confirmed  Towers  or  best  available  room  upgrade  for 
a  future  stay.  Guaranteed. 

Guaranteed  Earnings—  If  you're  an  HHonors  member  and  also 
a  member  of  a  major  competitive  program  that  gets  you  a  standard 
HHonors  reward  faster,  Hilton  will  match  it.  Guaranteed. 

Guaranteed  Reivards — If  reward  levels  rise,  that  won't  affect 
you.  Hilton  assures  Cardmembers  the  right  to  redeem  and  use 
rewards  at  the  current  point  level  through  1990.  Guaranteed. 

Act  now  and  get  a  free  weekend  night 

As  an  HHonors  member,  each  time  you  use  the  American  Express 
Card  to  sta\  at  Hilton  between  now  and  April  30,  1989,  you  will 
receive  a  QuickStart  Certificate  for  a  future  stay.  It  entitles  you  to  a 
free  Friday,  Saturdaj  or  Sunday  night  when  you  stay  the  following 
night  at  the  local  corporate  rate. 

New  HHonors  members  who  enroll  before  April  30  will  also 
receive  a  special  3000-point  American  Express  Cardmember 
Enrollment  bonus. 

If  you're  not  already  an  American  Express  Cardmember  and 
HHonors  member,  you  can  appl]  the  next  time  you  stay  at  a  Hilton,  or 
by  calling  1-800-358-8000.  You  too  can  then  enjoy  these  unprec- 
edented benefits  and  rewards.  Only  at  Hilton.  Only  with  The  Card. 


Honors/ 


can    Express    Card. 

fleen  So  Rewarding. 


•  ,  tiimi  and  condition*  All  tw.lut.we  ftlluitt  ol  in*  HHonori  pfogijm  for  AfMTlCJfl  Eiprtu  Cjrdmtmot'l  J't  provided  t*  Hilton  Hof*U   ClW*  Amtncsn  f  iprm  In.*'  Rf'lttd  Srvictt  C««a»»*i  l«C 


Cards 


ing  from  a  savings 
shortfall.  Yet  even  mod- 
est progress  on  cutting 
the  federal  budget  defi- 
cit won't  be  accom- 
plished until  the  fall.  No 
one  sees  any  break- 
through in  budget  nego- 
tiations between  the 
Bush  Administration 
and  Congress.  In  truth, 
they  haven't  even  be- 
gun seriously  talking. 
And  even  when  the 
talks  get  rolling,  they're 
unlikely  to  bear  any 
fruit  without  the  threat- 
ened discipline  of  next 
October's  Gramm-Rud- 
man  Act  automatic  cut.  "There  is  a  real 
danger  we  will  just  tread  water  this 
year,  making  a  little  progress  on  the 
budget  deficit  but  not  taking  any  credi- 
ble action  for  the  long  run,"  says  I.  M. 
Destler,  a  University  of  Maryland  trade 
expert. 

Economists  and  trade  experts  hold 
out  hope  that  trade  adjustment  will 
come,  only  now  they  say  that  it  will  take 
longer  than  anyone  expected.  Some 
economists  believe  that  the  lags  be- 
tween currency  depreciation  and  trade 
balance  may  have  stretched  to  several 
years.  Jeffrey  Frankel,  an  economist 
at  the  University  of  California  at 
Berkeley,  says  that  it  may  take  any- 
where from  5  to  10  years  for  the  de- 
cline of  the  dollar  to  have  its  full 
impact. 

labor  opportunity.  The  reason,  these 
economists  argue,  is  that  uncertainty 
pervades  the  markets  and  thus  leaves 
executives  and  other  decision-makers  in 
a  bind:  Do  we  build  that  new  plant  or 
don't  we?  Can  we  count  on  the  dollar 
being  in  the  same  place  two  years  from 
now  and  plan  accordingly?  Certainly  the 


HILLS:  SETTING  TRADE-TALK  GOALS 


changes  in  relative 
costs  over  the  past  few 
years  suggest  that 
many  producers — not 
just  American  but  also 
Japanese  and  German — 
should  be  producing  in 
the  U.  S.  Thanks  to  the 
dollar's  decline,  unit  la- 
bor costs  in  manufac- 
turing by  early  1988 
were  28%  lower  than 
were  Japan's,  establish- 
ing America  as  the 
lowest-cost  producer 
among  the  industrial- 
ized nations. 

In  fact,  trade  opti- 
mists are  heartened  by 
the  propensity  of  foreign  manufactur- 
ers, particularly  Japanese  auto  makers, 
to  take  advantage  of  lower  relative 
labor  costs  by  locating  plants  in  the 
U.  S.  This  fact,  and  not  higher  prices 
on  imports,  will  win  the  day,  argues 
Harald  Malmgren,  a  Washington-based 
trade  consultant.  Japanese  car  exports 
to  the  U.  S.  will  eventually  be  replaced 
by  cars  built  in  U.  S.-based  factories 
with  parts  supplied  by  U.  S.-based  Japa- 
nese parts  plants  also  selling  to  General 
Motors,  Ford,  and  Chrysler.  The  same 
logic  applies  to  Japanese  computer  chip 
makers  and  electronics  manufacturers, 
who  have  been  flocking  here.  "The  ex- 
change rate  did  work — by  putting  the 
Japanese  to  work  in  this  country,"  says 
Malmgren. 

And  by  putting  more  Americans  to 
work  for  the  Japanese.  But  expecting 
Japanese  and  European  investors  in 
U.  S.  industry  to  solve  America's  prob- 
lem with  imports  may  be  fanciful — and 
not  without  considerable  drawbacks. 
Foreign  companies  setting  up  shop  in 
the  U.  S.  import  capital  goods  and  a  wide 
array  of  components  to  assemble  prod- 


ucts in  the  U.  S.  Further,  while  jobs  ai 
being  created  and  productivity  gair 
logged  at  the  foreign-owned  U.  S.  plant 
the  profits  are  likely  to  be  sent  bac 
home,  adding  to  the  current-account  de 
icit.  The  benefits  to  workers  and  commi 
nities  that  come  from  reinvestment  ( 
corporate  profits  may  be  lost  or  neglig 
ble  when  the  corporation  is  foreig 
owned. 

ROOM  to  derail.  Even  if  there  wei 
clearly  more  benefits  than  costs  to  fo 
eign  investment  and  production  in  tl 
U.  S.,  this  form  of  import  substitutic 
could  take  a  long  time  to  have  a  rhea 
ingful  impact  on  the  trade  balanc 
Meanwhile,  there  is  more  than  ample  o 
portunity  for  America's  trade  train 
derail.  If  everything  goes  awry — if  tl 
Uruguay  Round  remains  stalled,  if  tl 
movement  toward  European  integratk 
by  1992  creates  a  Fortress  Europe,  if 
congressional  election  year  arrives  wi' 
no  progress  in  the  monthly  trade  i 
ports — serious  political  conflict  cou 
loom. 

Ultimately,  of  course,  the  trade  bi 
den  may  be  reflected  in  a  pullback  \ 
the  U.  S.  from  its  world  leadership  rol 
"Are  we  really  going  to  keep  25,0 
troops  in  South  Korea  and  50,000  in  J 
pan  when  we  owe  them  a  trillion  di 
lars?"  asks  Clyde  Prestowitz,  a  form 
top  Commerce  Dept.  official.  The  optio: 
narrow  considerably  at  home  as  we 
Can  the  U.  S.  continue  to  consume  at  tl 
expense  of  investing  in  infrastructui 
education,  and  environmental  cleanup 
Each  monthly  trade  report  could  ma 
the  answer  to  these  questions  an  ei 
phatic  "no."  Indeed,  by  banking  sole 
on  the  cheap  dollar,  Washington  mi 
have  made  Volcker's  warnings  a  chilli) 
reality. 

By  Paul  Magnusson  in  Washington,  m 
Michael  Mandel  and  Karen  Pennar  in  N\ 
York,  and  Mike  McNamee  in  Washingto 


HOW  U.S.  TRADE  HAS  CHANGED 

U.S.  TRADE  BALANCES  WITH  MAJOR  FOREIGN  MARKETS 
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When  you  have  an  overnight 
letter  to  send,  nobody  gives  you 
as  many  ways  as  we  do  to  get  it 
on  its  way. 

You  can  have  us  pick  up  your 
prepaid  letter.  Or  give  it  to  your 
regular  letter  carrier.  Or  drop  it  in 
a  nearby  Express  Mail    box.  Or 


bring  it  to  your  local  post  office. 

Whichever  way  you  choose, 
we  guarantee*  morning  delivery 
between  all  major  business  mar- 
kets. And  it's  just  $8.75  for  8  oz. 

Use  Express  Mail  service  from 
your  post  office.  Is  it  affordable, 
easy,  and  fast?  Very,  very,  very. 


WE  DELIVER.  ^  EXPRESS  MAIL 


•full 


refund  it  uVliwty  n  not  attempted  by  noon  Some  rmrrichom  apply.  Check  wilti  your  local  FW  Otfx  r  tot  defoik   0  1989  USPS 


THE  LITTLE  GUYS 
ARE  MAKING  IT  BIG  OVERSEAS 


dm 


Midsize  companies  in  export  niches  could  help  ease  the  trade  deficit  in  the  long  run 


(Sets, 


They  are  companies  you  never 
heard  of.  They  ship  car-wash  sys- 
tems to  Europe  and  the  Middle 
East,  doughnut-making  machines  to 
Canada,  and  aquaculture  equipment  to 
the  Philippines.  On  the  high-tech  front, 
they  make  parallel-processing  computers 
for  Japan  and  satellite  receivers  for 
West  Germany. 

Just  at  a  time  when  major  manufac- 
turers of  such  goods  as  chemicals  and 
paper  appear  to  have 
reached  an  export  plateau,  a 
new  class  of  small  and  medi- 
um-size niche  manufacturers 
is  moving  into  the  breach. 
Whether  these  players  have 
the  critical  mass  to  spur  the 
remarkable  export  drive 
that  propelled  the  U.  S.  econ- 
omy through  1988  is  still  un- 
known. The  conventional 
wisdom  is  that  big-league 
exporters,  which  number 
about  3,600  (table,  page  96), 
have  used  up  nearly  all  of 
their  spare  capacity  and  lack 
the  will  to  invest  in  more. 
Thus  the  prevailing  view  is 
that  exports  aren't  likely  to 
grow  more  than  10%  in  1989. 
But  the  forecasters  were 
wrong  about  the  strength  of 
the  export  boom  last  year, 
and  because  so  little  is 
known  about  the  small-com- 
pany sector  of  the  U.  S. 
economy,  they  may  be 
wrong  again.  Compared 
with  the  large  companies, 
niche  players  are  a  strange 
breed,  indeed.  Although 
many  are  in  high-tech  fields 
such  as  medical  systems  and 
software,  others  make  prod- 
ucts you  would  never  imag- 
ine are  exportable. 
early  stages.  Take  Dan 
Hanna.  The  55-year-old  Ore- 
gonian  started  off  at  age  18 
with  a  single  car  wash  on 
the  outskirts  of  Portland 
and  gradually  built  a  region- 
al chain.  During  the  high- 
interest-rate,  recession- 
plagued  period  of  the  early 


1980s,  Hanna's  German  and  Japanese  ri- 
vals began  tiptoeing  into  the  U.  S.  He 
decided  it  was  time  to  try  foreign  sales. 
"My  survival  instinct  led  me  into  the 
international  arena,"  says  Hanna. 

Today  the  sales  of  Hanna  Car  Wash 
International  are  $100  million  a  year, 
and  half  of  that  is  from  the  sale  of  car- 
wash  systems  Hanna  has  perfected.  Al- 
together he  has  sold  to  71  countries,  in- 
cluding the  Soviet  Union  and  China. 


SMALL  BUSINESS  REVS  UP  EXPORTS 

Industry 

1988  sales 

1 988  exports     1 989  exports 

Millions 

Percent 

Increase 

Company 

of  dollars 

of  sales         over  1988 

MEDICAL  TECHNOLOGY 

LECTEC  Minnetonka,  Minn. 

$7.0 

15% 

100% 

LIXI  Downers  Grove,  III. 

3.5 

55 

20 

MEDRAD  Pittsburgh 

35.0 

21 

35 

SCIENTIFIC  &  TESTING  EQUIPMENT 

K0EHLER  INSTRUMENT   Bohemia,  N.Y. 

4.1 

24 

32 

LECROY   Chestnut  Ridge,  N.Y. 

37.0 

28 

10 

SLM  INSTRUMENTS    Urbana,  III. 

8.0 

30 

30 

SPECIALIZED  INDUSTRIAL  MACHINERY 

AMBROSE  Redmond,  Wash. 

1.5 

10 

300 

EC0N0C0RP    Randolph,  Mass. 

4.0 

44 

50 

POLLUTION  CONTROL  EQUIPMENT 

AERATION  INDUSTRIES  INTL.  Chaska,  Minn 

15.0 

25 

100 

AQUA- AEROBIC  SYSTEMS    Rockford,  III. 

18.4 

4 

33 

ENVIRONMENTAL  CONTROL  Maple  Shade, 

N.J.      60.0 

5 

100 

COMPUTER-RELATED  PRODUCTS 

CLEARP0INT  RESEARCH  Hopkinton,  Mass. 

51.0 

20 

100 

PROGRESS  SOFTWARE  Bedford,  Mass. 

15.5 

45 

60 

SEQUENT  COMPUTER  SYSTEMS  Beaverton, 

Ore.     75.0 

37 

73 

HOMEBUILDING  PRODUCTS 

LINDAL  CEDAR  HOMES  Seattle 

49.0 

4 

100 

MARVIN  WINDOWS  Warroad,  Minn. 

250.0 

10 

30 

NECTAR  PACIFIC  HOMES  Capitola,  Calif. 

3.0 

20 

400 

'Projected 


DATA:  COMPANY  REPORTS.  BW 
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Out  of  a  total  100,000  exporters  in  tl 
U.  S.,  there  are  now  some  10,000  Hann; 
whose  foreign  sales  are  growing  rapidl 
The  most  successful  companies  a:  ft 
those  that  entered  the  export  marke 
long  before  the  dollar's  fall.  An  additio 
al  86,500  companies  have  occasional  fo  ;* 
eign  sales  but  would  like  to  make  mor 
Spurred  by  the  cheap  dollar,  thousan< 
of  other  companies  with  no  export  acth 
ty  are  starting  to  learn  the  ropes.  I 
most   all   of   these   playe 
have  sales  of  less  than 
million  a  year. 

Supporters  argue  that  th  ; 
broad  gearing  up  to  expo 
by  thousands  of  small*  pie 
companies  is  just  in  its  ear  toils' 
stages  and  will  help  ke< 
the  growth  in  U.  S.  expor  c- 
strong.  Says  former  U.  "ducrjo 
Trade  Representative  W  J  marl 
liam  D.  Eberle:  "The  grow  J  to 
in  these  smaller  compani  naning 
is  where  the  grtfwth  in  oi  if*  i 
country  is."  1*.  M 

PRICE     PROBLEMS.     To     I  ,1W 

sure,  only  a  fraction  of  tl  lima 
smaller  U.  S.  compani<  Dili 
charging  into  the  expo  *l  coi 
fray  will  make  it.  They  fa  "!  of 
the  twin  perils  of  too  mu<  feiil 
success  and  not  enoug  s  from 
Many  hot  exporters  fii  ftlyiM 
themselves  overextended* 
with  management  and  fin: 
cial  resources  stretched 
thin.  Other  newcomers 
ger  for  years  without  pro: 
before  giving  up. 

Then    there's    the   dol 
While   the  prospects   fori 
new  superdollar  are  rerro 
there's  no  doubt  that  mi 
of  the  products  small  co: 
nies  sell  overseas  are  se: 
tive  to  price.  Even  the 
tech   makers   of  biomei 
valves  and  satellite  recei 
would  get  hurt  if  the  A 
were  to  hit  mid-1980s  levi 
And  there  is  the  ever 
ent  threat  of  protection!] 
If  the  Bush  Administrai 
clamps  down  too  hard  on-jl 
trading   partners,   small*1 


>: 
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BLmpumcs  will  be  the  mosl  vulnerable  to 
Haliation  Even  if  that  doesn't  happen, 
indreds  of  new  regulations  under  con 
ion  li>  the  European  Community, 
oin  health  and  tandard  i  to  'I" 

content  rule  ,  could  uuidbag  the 
sjrconv 

But  many  export-watchers  believe 
ey  are  witnessing  bo  significant  a 
ruc-tural  change  in  the  economy  that 

en  under  these  adverse  circumstances, 

laller  companies  will  stand 

d   fight   to   preserve   their 

urkets    It  even  1  of  everj 

small      manufacturers 

ikes  the  leap  from  an  infre- 

lent    exporter   to    100   or 

-ales  a  year,  the  impact 

the  export  economy  boom 

)uld   be   substantial.   The 

lume   business    in   exports 

II  continue  to  be  dominated 

the  giants,  says  Joseph  W. 

mean,    chief   economist   at 

in  ,\L-  Bradstreet  Corp.  But 

'gains  are  going  to  be 

eater  among  the  small  and 

ermediate     companies," 

ncaii  predicts. 

mission.   Some    smaller 

snrflhipanies — call  them  "mini- 

,,,;  .tionals" — are  already  pro- 

cing   overseas.    Because 

)    jse  companies  can  switch 

Kluction  from  U.S.  to  for- 

;n  markets  to  control  costs, 

'?y  have  a  good  chance  of 

:oming  permanent  fixtures 

the   international   land- 

ipe.   Molex   Inc.,  of  Lisle, 

,  now  depends  on  interna- 

al  markets  for  60' "<  of  its 

iK)  million  in  sales  of  elec- 

al    connectors,'  and     I'all 

rp.,   of  Glen   Cove,   N  V  . 

fives  709!  of  its  sales  of  fil- 

s  from  products  that  are 

stly  made  and  sold  abroad. 

•ctronix  Inc.,  a  $1.4  billion 

er  of  testing  equipment 

eaverton.  Ore.,  earns  45' 

its  sales  overseas.  Having 

ts   scattered   around   the 

rid    "makes    you    pretty 

fn  permanent,"   says  CEO 

vid  1'.  Friedlej 

mpanies  of  all  si  1 
king    international    sales 
ly    because   of   the    intllix    of    fop 
stnient    into    the    U.S.     A    growing 

ber  of   foreign  competitors   in   their 

kvards  means  that  more  I  .  S.  eompa- 

no    longer   assured   of   dominating 

domestic  market,  must  diversify 

UTvive    In  addition,  markets  in  Asia, 

pe,    ami    Canada    are    all    growing 

r  than  those  at   home.   Advances  in 

Communication  and  the  proliferation 

international   air  freight    services   an' 

'he  smaller  guvs  sell  abroad    "A 


hai 

1  a 
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lot  of    .mall  and  medium  lizC  COmp 

are  (biding  th<  hip  to  Hong  Kong 

almo  1 1  >  a  .  they  can  to  ( lolora 

do,"      a,       Mark    B.    Strmgfellow,    p] 

dent  of  Environmental  Control  Group  1  r > 

Maple  Shade,  \. .),,  which  • 

moval  equipn  ■ 

State    officials    also    have    gotten    into 

the  act  m  a  big  way  On  .Ian.  11,  Massa- 
chusetts Governor  Michael  Dukakis 
started  a  program  that  aims  to  double 


CYBEX 


MAKING  SORE  MUSCLES  PAY  OFF 


mericans  have  long 
been  fanatical  about 
staying  in  shape  and  treat- 
ing their  ailing  backs  and 
joints.  Now  many  other 
countries  are  getting  fussy 
about  their  exercise  and 
therapeutic  equipment. 
That's  just  fine  with  Cybex. 
Cybex,  a  division  of  Lu- 


in  1988,  to  about  $5  million. 
The  company's  products  are 
now  sold  in  30  countries, 
with  Japan  the  largest  mar- 
ket. Cybex  plans  to  increase 
its  exports  as  a  percentage 
of  sales  from  13%  to  25%  by 
1992. 

Aside    from    distributors, 
Cvbex  has  its  own  interna- 


HILLERY:  EXPORTS  OF  FITNESS  EQUIPMENT  JUMPED  73.5%  LAST  YEAR 


mex  Inc.,  based  in  Ronkon- 
koma,  N.  Y.,  sells  about  $40 
million  a  year  of  Nautilus- 
like equipment.  The  most  so- 
phisticated pieces  are 
hooked  up  to  computers  to 
analyze  which  lower  back 
muscles  have  been  injured. 

Cybex  exports  have  risen 
an  average  of  40  a  year 
since  1983  and  shot  up  7 


tional  sales  staff  of  14  peo- 
ple who  speak  seven  lan- 
guages, including  three 
dialects  of  Chinese.  Overall, 
President  David  Hillery  ex- 
much  faster  growth 
abroad  than  at  home: 
"Sports  medicine  and  fitness 
facilities  in  these  other  coun- 
tries are  where  the  Ameri- 
cans were  10  years  ago." 


the  State's  $7.8  billion  a  year  in  foreign 
sales.  Other  governors,  including  I 
gon's  Neil  Goldschmidt  and  Minnesota's 
Rudy  Perpich,  are  leading  trade  mis- 
sions, setting  up  more  state  trading  of- 
fices abroad,  and  cajoling  their  compa 
nies  to  export  Vows  (ioldsehmidt:  "It's 
not  just  a  fad." 

While  some  of  these  state   initiatives 

are  little  more  than  handholding,  others 

are   far   more   effective   than    federal   ef- 
forts,   which    sutler    from    budget    cuts 


and  weak  itaffing  'l  hi  number  of  ' 
Commerce   Depl    officials  in  the  field, 

both  at  home  and  abroad,  ha-  beei 

rely,  and   travel   I, 
curtailed    I'.a-ic  data  collection  efforts — 
vital    to    under  tandir.  <"U — 

re  in  trouble 
Tli'  BOW  have  ale 

trade  offices  abroad  a-   Commerce  ' 
and    they    have    run   circle-,   around    the 
-trapped  IS.  Export-Import  Bank, 
which  i  i inly  to  giant 

producers.  About  a  dozen 
■:  port-finance 
funds  for  small  and  midsize 
companies,  and  many  region- 
al commercial  banks  are  pick- 
ing up  the  private  export-fi- 
nance business  abandoned  by 
major  money-center  banks. 
grass  roots.  This  new  grass 
roots  export  structure  is  get- 
ting additional  support  from 
some  1,500  to  2,000  export- 
management  companies  that 
have  sprung  up.  These  typi- 
cally low-overhead  export 
middlemen  represent  dozens 
of  small  players  and  serve  a 
role  similar  to  that  of  the  pri- 
vate export  councils  that 
have  helped  make  German, 
Swiss,  and  Italian  companies 
such  export  powers.  One 
such  middleman,  Alan  Yong, 
a  Malaysian-Chinese  entre- 
preneur, runs  Dauphin  Inter- 
national Trade  Center  in 
Lombard,  111.,  which  repre- 
sents approximately  60  com- 
panies. A  larger  trading  com- 
pany, organized  by  the  New 
York-New  Jersey  Port  Au- 
thority, has  produced  $32  mil- 
lion in  exports  from  small 
companies. 

The  much-maligned  U.S. 
export-trading  company  is 
also  back  in  a  new,  more  real- 
istic form.  The  initial  wave  of 
export  trading  companies  es- 
tablished by  such  giants  as 
Sears  Roebuck  &  Co.  and 
General  Electric  Co.  begin- 
ning in  1983  flopped.  In  the 
past  six  months,  however, 
the  number  of  U.  S.  compa- 
nies represented  by  govern- 
ment-sanctioned export-trading  compa- 
nies has  grown  from  Tin)  to  4,180.  Most 
of  these  new  companies  belong  to  indus- 
try associations  that  Commerce  has  ex- 
empted from  antitrust  laws.  The  Nation- 
al Tooling  &  Machining  Assn.  hop* 
use  this  protected  status  to  put  together 
consortiums  of  its  :i.l<Hi  members  to  bid 
for  bigger  projects  than  any  single  corn- 
pan}    could  handle 

The    small    company    export    boom    i> 
also  getting  a   boost   from   major  Ji 
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nese  and  European  trading 
companies  and  industrial  gi- 
ants. Like  many  smaller  tech- 
nology companies,  Sequent 
Computer  Systems  Inc.,  of 
Beaverton,  Ore.,  distributes 
its  parallel-processing  com- 
puters through  Matsushita 
Electric  Industrial  Co.  of  Ja- 
pan and  makes  computers 
that  German  giant  Siemens 
sells  under  its  own  name. 
Mitsui  Homes,  for  example, 
feeds  thousands  of  windows 
into  Japan's  housing  boom 
for  Marvin  Windows,  of  War- 
road,  Minn.  "There  are  lots 
of  companies  out  there  wait- 
ing for  someone  like  us  to 
distribute  their  products  be- 
yond Goshen,  Ind.,  and  Mo- 
kina,  111.,"  observes  Mitsui 
adviser  A.  E.  Klauser. 

Indeed,  one  characteristic 
of  the  American  export  boom 
is  that  foreigners  and  recent 
immigrants  are  often  the 
first  to  see  overseas  opportu- 
nities. As  a  result,  U.  S.  ex- 
port companies  are  peppering 
their  international  departments  with 
Asians,  Latins,  and  Europeans.  German- 
born  Lothar  E.  Paesler  heads  an  export 
trading  company  owned  by  U.  S.  Ban- 
corp of  Portland,  Ore.  The  executive  di- 
rector of  Minnesota's  Export  Finance 
Authority  is  Noor  Doja,  an  Indian.  For- 
eign-born managers  look  for  the  goods 
that  many  native  Americans  overlook. 

As  Japan,  South  Korea,  Taiwan,  and 
the  other  Asian  exporters  improve  their 
living  standards,  U.  S.  companies  are 
helping  them  build  warmer,  better- 
equipped  homes  and  more  highways. 
Tiny  Blaw-Knox  Construction  Equip- 
ment Corp.  of  Mattoon,  111.,  for  example, 
has  started  selling  its  $100,000  asphalt 
finishers  in  Japan.  U.  S.  companies  are 
cashing  in  by  helping  to  clean  local  air 
and  water  and  guaranteeing  higher  stan- 
dards of  medical  and  dental  care.  Diets 
also  are  changing,  and  the  demand  for 
American  processed  foods  such  as 
snacks  has  soared. 

NITTY-GRITTY    INDUSTRIALS.    U.  S.     niche 

players  actually  create  new  markets.  Al- 
though many  Japanese  still  prefer  rest- 
ing and  sleeping  on  floor  mats,  orders 
for  reclining  chairs  made  by  Stratford 
Co.,  of  Northfield,  111.,  exploded  after  a 
show  in  Osaka  last  May.  New  York's 
Cybex  fared  well  in  Japan  and  Europe 
by  persuading  foreigners  that  its  special 
back-treatment  equipment  was  worth 
the  price.  Declares  Sandy  London,  Cy- 
bex' international  director:  "We're  tak- 
ing this  equipment  into  markets  where 
they've  never  paid  more  than  $3,000.  We 


AERATION  INDUSTRIES 

GROWTH  FROM 
WASTING  WASTES 

n  their  race  to  industrial- 


turned  a  blind  eye  to  pollu- 
tion. But  now  environmental 
awareness  is  spreading. 
South  Korea,  for  example, 
needed  to  clean  up  a  heavily 
polluted  river  for  the  1988 
Olympic  yacht  races.  The 
Koreans  turned  to  a  small 
company  in  Chaska,  Minn. 

Aeration  Industries  Inter- 
national Inc.,  privately  held, 
with  $15  million  in  1988 
sales,  sells  its  devices  in  40 
countries.  Its  equipment 
consists  of  motors  set  on 
floating  platforms  that  send 
tiny  bubbles  of  air  down 
about  11  feet,  aerating  the 
water  and  rapidly  cleaning 
up  organic  waste.  "We  don't 


DURDA:  "WE  DON'T  REALLY  HAVE  ANY  DIRECT  COMPETITION 


really  have  any  direct  com- 
petition," says  President 
Daniel  Durda. 

It  didn't  happen  over- 
night, though.  Durda  made 
his  first  foreign  sales  trip  in 
1979.  There  were  periods 
when  he  wondered  whether 
the  hassle  and  expense  were 


worth  it.  But  today  he  fore 
sees  explosive  growth 
abroad.  Would  Aeration  get 
blown  away  by  a  higher  dol- 
lar? No,  says  Durda.  "After 
all  the  effort  we've  made  to 
get  into  these  countries, 
we're  not  going  to  pack  up 
and  leave." 


one 


for 
but 


say:    'You    should    buy    this 
$40,000.'  Their  mouths  drop  open, 
they  buy." 

Another  hot  export  area  is  capital 
goods.  Many  Asian  countries,  including 
giants  such  as  China  and  India,  are  try- 
ing to  develop  their  industries  rapidly. 
More  established  European  manufactur- 
ing companies  also  are  striving  for  new 
efficiencies  as  they  restructure  in  prepa- 
ration for  a  more  integrated  Continental 
market  in  1992. 

Thanks  to  intensified  development 
abroad,  smaller  U.  S.  capital-goods  mak- 
ers are  experiencing  rapid  growth  in  ex- 
ports of  specialized  industrial  equip- 
ment, scientific  testing  and  measure- 
ment instruments,  computers,  filters, 
motors,  hydraulic  gear,  and  other  nitty- 
gritty  industrial  products.  For  instance, 
Ambrose  Co.,  a  $1.5  million  Redmond 
(Wash.)  company,  just  made  a  major  sale 
of  liquid  filling  and  sealing  machines  to 


MOST  U.S.  EXPORTERS  AREN'T 
IN  THE  BIG  LEAGUES  YET 


Category 


Number  of  companies 


INFREQUENT  EXPORTERS 

Averaging  9  shipments  a  year 


86,500 


CROWING  EXTORTERS 

Averaging  1 1 6  shipments  a  year 


9,900 


FREQUENT  EXPORTERS  3,600 

Averaging  4,410  shipments  a  year 

DATA:  THE  EXPORTER,  CENSUS  BUREAU 


China's  petroleum  industry.  "The  indui 
trial  marketplace  has  decades  to  groi 
overseas,"  says  Ambrose  President  Joh 
Bowman. 

One  key  question  is  whether  the  U.  I 
economy  is  broad  enough  so  that  e) 
ports  of  niche  products  from  lots 
smaller  players  can  make  a  real  diffe 
ence,  as  they  do  in  Germany.  Unlike  J; 
pan,  where  exports  are  concentrate 
among  large  companies,  tens  of  thoi 
sands  of  midsize  German  companies  e: 
port  heavily.  In  some  sectors,  a  full  75' 
of  output  is  exported.  This  effort  is  ail 
ed  by  the  Bundesverband  der  Deutsche 
Industrie,  a  federation  of  34  industri; 
associations  that  informs  member 
about  foreign  trade  laws  and  trade  O] 
portunities.  German  states  actively  spoi 
sor  trade  fairs. 

No  one,  of  course,  is  suggesting  thi 
small  and  midsize  U.  S.  manufacture! 
will  ever  develop  export  strengths  i 
fully  as  Germany  has.  The  huge  dome 
tic  market  will  always  loom  as  a  maj( 
attraction,  and  U.  S.  exporters  tend 
cut  and  run  when  the  selling  gets  toug 

But  even  modest  shifts  in  the  expoi 
orientation  of  the  U.  S.  economy  cou 
help  to  sell  more  abroad  at  a  faster  pat 
than  currently  projected.  If  impoi 
growth  could  be  leveled  off  for  just 
few  years,  the  trade  gap  might  see 
dramatic  decline.  That's  a  goal 
worth  struggling  toward. 

By  William  J.  Holstein  in  Milwa 
Ore,  Brian  Bremner  in  Chicago,  and 
rcau  reports 
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From  Bikes  To  Bytes 

Introducing: 

Dodge  DataLine 

In  1891,  F.W.  Dodge  literally  "pedaled"  Dodge  Reports 
construction  project  information  around  Boston. 

In  1989  Dodge  DataLine  will  deliver  construction  project  leads 
at  the  speed  of  light,  via  your  PC.  Now  you  can  search 
and  sort,  target,  track  and  tailor  information  on  the  jobs 
you  need,  and  do  it  all  at  the  touch  of  a  button. 

Dodge  DataLine:  for  your  "byte"  of  the  construction  market. 
For  complete  details  call : 

1-800-541-9913 


FW  Dodge 

McGraw-Hill  Information  Services  Company 

1221  Avenue  of  the  Americas 
New  York,  New  York  10020 
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INVESTMENT  BANKING  I 


IS  JOHN  GUTFREUND  DREAMING 
AN  IMPOSSIBLE  DREAM? 


aft 


Salomon's  profits  are  up — but  he  is  still  a  long  way  from  turning  it  into  a  premier  dealmaker 


::s 


What's  this?  John  H.  Gut- 
freund — quintessential  trader, 
head  of  Wall  Street's  trading 
powerhouse — is  spending  much  more 
time  these  days  wooing  investment 
banking  clients.  The  Salomon  Inc.  chair- 
man is  making  calls  not  only  with  his  top 
executives,  but  even  with  vice-presi- 
dents. When  Gutfreund  heard  recently 
of  plans  to  court  an  international  finan- 
cier at  a  fancy  New  York  restaurant,  he 
asked  to  come  along.  And  preceded  by 
the  odor  of  his  ever-present  cigar,  Gut- 
freund now  wanders  regularly  around 
Salomon's  finance  and  M&A  departments, 
asking  questions  and  offering  counsel. 

Is  this  the  same  John  Gutfreund  who 
used  to  cancel  appointments  with  CEOs 
because,  as  one  former  Salomon  banker 
puts  it,  "something  interesting  was  hap- 
pening on  the  trading  floor?"  The  same 
man  who  fostered  a  culture  that  treated 
its  investment  bankers  as  stepchildren 
and  referred  to  deals  as  "trades?"  Who 
squawked  when  Salomon  missed  under- 
writings,  but  said  nothing  when  merger 
after  merger  was  done  without  the  aid 
of  Salomon  bankers?  Who  in  late  1986 
named  18  directors  to  an  internal  board 
and  included  only  one  investment  bank- 
er— sending  Salomon  bankers  further 
into  the  "deep  malaise"  that  prompted 
many  of  them  to  quit? 
tall  order.  It  is.  John  Gutfreund  wants 
you  to  believe  that  he — and  Salomon — 
have  changed.  Wall  Street's  a  different 
world  now.  The  big  money  isn't  in  trad- 
ing, but  in  merchant  banking  and  in 
mergers — areas  Salomon  has  failed  in  or 
ignored.  So  that's  where  Gutfreund,  the 
trading  genius,  wants  to  take  Salomon. 
He's  reshuffling  management  and  wants 
to  hire  a  dozen  senior  bankers.  He  plans 
to  build  a  portfolio  of  interests  in  compa- 
nies and  will  start  a  leveraged-buyout 
equity  fund.  Trading  won't  be  deempha- 
sized.  "I  \\;m!  a  balanced  firm,"  he  says. 
The  goal,  says  Salomon  President  Thom- 
as W.  Strauss,  is  to  be  "one  of  the  best 
few  in  both  businesses." 

That  would  be  a  tall  order  for  any 
firm  so  grounded  in  one  discipline.  For 
Salomon,  wracked  by  internal  bickering 
and  defections,  it  may  be  an  impossible 
dream.  Critics  say  that  Gutfreund's  lead- 
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.  ill .  and  management 
\r  aren'l   up  to  the  task    lb 
»h,  dictatorial  side  has  aliei 
nle  on  occasion    u  other  I 
has  In  Salomon's  problems  >• 
,  ultimately  making  them  all  the 
difficult  to  solve  "He  jui  I 
things   happen  around   him," 
s  one  source   "I  wish  he  were 

directive." 
5ut  Gutfreund  will  have  none  of 
t.   Refer  to  the  "turmoil"  at 
omon,    and    he    turns    feisty. 
athing  is  more  galling.  Not  for 
.  but  because  of  the  impact  it 
on  the  morale  of  emplo 
their    families,"    he    says. 
ary  of  the  spotlight  on  his 
I  he  points  to  the  turbulence 
over  Wall  Street.  As  for  his 
1  management  record,  he  hits 
I  his  mea  culpas  publicly,  and 
1/  he  wants  to  move  on.  "We've    XS 

resolved  all  our  problems; 
ire  in  a  long  race,"  he  says.  "Let's 
;  at  it  quarter  by  quarter." 
3HT  spots.  Analyzed  that  way,  Salo- 
i  has  improved.  Last  year  was  much 
'£r   than    1987:    Bolstered    by    hefty 
rits  in  oil  refining  and  trading,  Salo- 
»  earned  $280  million  after  taxes,  up 
,  on  revenues  of  $6.1  billion,  up  2  1 
urn  on  equity,  at  8%,  has  rebounded, 
lgh  not  to  anywhere  near  the  levels 
Its  peers  (chart).  Salomon's  stock  is 
up,  to  around  27  from  a  postcrash 
1  of  17.  Costs  are  being  tamed. 
Uomon's    securities    unit   has    made 
les,  too.  After  trimming  employment 
lu    ,tu  (1,000,  it  posted  1988  pretax 
if  $486  million,  up  86^.  Among 
bright  spots:  Salomon  is  still  tops  in 
ds  in  the  U.  S.,  and  it's  doing 
in  Tokyo.  On  the  banking  side, 
mon's   real   estate   unit   closed 
e  than  $6  billion  in  transactions 
year,  [n  Ma  \.  assignments  from 
■orations  are  up  30'7<  this  year 

ling  Salomon's  progress  in 

black,  art  deco  office  just  off 

mon's  trading  floor,  Gutfreund 

m  more  secure  than  he  did 

ar  ago.  Salomon  had  just  turned 

'  million  fourth-quarter  loss 

ll  had  exited  the  municipal 

1    and    commercial    paper    1  nisi 

es  literal!)  overnight,  alienating 

tS    and    employees    in    a    mo\e 

one  former  managing  director 
ribed  as  "brutish  and  amateur 

Gutfreund  had  announced  yet 

her    management    reorgani/.a- 

entially  undoing  the  hoard 

•ture  he  had  erected  in   L986 

attacks  on  his  high-societj 

appeared  in  the  press, 

.  L988  progessed  and  defections 

feed,    there    were    rumblings 

outfreund's  job  was  m   ■ 

vime  even  said  that  Warren  E, 
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Buffett,  the  Omaha  investor  who  owns 
129  of  Salomon  and  sits  on  its  board, 
was  disaffected. 

exodus.  Now,  Gutfreund  seems  back  in 
control.  Declares  Buffett:  "I  have  no 
worries  about  [Salomon's]  leadership, 
not  in  the  least.  I'm  not  enthusiastic 
about  merchant  banking,  but  I  support 
John  1009  [in  the  careful  way  he  is  ap- 
proaching it.]"  He  says  other  directors 
are  equally  supportive.  Adds  sharehold- 
er Michael  Bloomberg,  an  ex-partner 
who  heads  Bloomberg  Financial  Mar- 
kets: "The  danger  was  that  John  was 
not  focusing,  and  now  he  is.  I  haven't 
seen  him  and  his  spouse  in  Women's 
Wear  Daily  in  nine  months." 
The  trouble  is,  Gutfreund  is  starting 


•  rai  pare  i  behind 

I  In-  mar 

i  mon's 

turned     and  Salomon 

the  commodity  end  of  I 
tie 

tie 

Th<   •  tod  i    began  in  mid 

when    Gutfreund    ousted     '• 

Chairman  I.'  Ranieri,  a  vi- 

sionary who  virtually  invented  the 
mortgagi  .rities  market. 

His  sin:  empire-building.  To  control 
Ranieri's    domain,    Salomon    n 
nized — some  say  eviscerated — the  de- 
partment.   Many    partisans    soon    fol- 
lowed Ranieri  out  the  door,  voluntarily 
or  involuntarily.  So  did  some  business. 
Since  then,  Goldman,  Sachs  &  Co.  has 
*A       unseated  Salomon  as  No.  1  in  mort- 
gage securities. 
Next,  it  was  the  turn  of  Salo- 


»t  n 


mon's  bankers  to  bolt,  including  Chicago 
dealmaker  J.  Ira  Harris,  E.  Stephen  Ben- 
son, and  Gerald  Rosenfeld.  Then,  last 
fall,  the  defections  spread  to  Salomon's 
vaunted  trading  desks.  V ice-Chairman 
William  J.  Voute,  chief  government  bond 
trader  E.  Craig  Coats  Jr.,  and  mortgage 
securities  chief  Ronald  M.  Stuart  are 
among  those  who  walked  out. 
brain  drain.  Some  defectors  had  person- 
al reasons  for  resigning.  But  even  they 
had  tired  of  Salomon's  institutional  prob- 
lems. The  bankers,  fed  up  with  their  sec- 
ond-class status,  didn't  believe  Salomon 
would  ever  mend  its  ways.  As  Gut- 
freund tried  to  balance  the  two  factions, 
his  constant  reorganizations  backfired. 
Traders  were  dismayed  by  the  tilt  to- 
ward banking,  as  evidenced  in  their 
lower  bonuses. 

As  defections  grew  in  number, 
they  hurt  business.  Bankers  took 
their  much-needed  relationships 
with  them.  Harris,  for  example, 
went  to  Lazard  Freres  &  Co. — 
which  recently  represented  Kraft 
Inc.,  an  old  Salomon  client,  in  its 
merger  with  Philip  Morris  Cos.  Ben- 
son went  to  Gibbons,  Green,  van 
Amerongen  and  promptly  got  Unit- 
ed Technologies  Corp..  another  Salo- 
mon client,  to  join  in  an  l.BO  of 
Sheller-Globe  Corp. 

On  the  trading  side.  "the>  took 
the  brainpower  with  them."  snipes 
one  source.  There,  the  price  has 
to  he  paid.  "The  young  people  are 
good,  hut  they  haven't  got  the  < 
riencc."  says  Voute.  "I  have  con- 
cern aboul  how  they  might  react  in 
difficult  market  conditions."  More 
subtly,  the  defections  irritated  Salo- 
mon clients.  Says  a  hanker  who  quit 
last  year:  "People  would  call  me  and 
ask,  'What's  .  lown  then 

have  husines>  to  do.  and  I  can'' 
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The  first  in  a  series  to  help  set  the  record  straight. 


THE  PRICE  MYi 

"Some  of  our  competitors  would  like  you  to  believe  you  ca\ 
save  20%  to 30%  onyour  bottom  line  versus  AT&T.  We  say 
they're  wrong.  And  we  have  a  guarantee  to  back  it  up" 


Joe  Nacchio,  AT&T  Vice  President 
Business  Services 


\  DESTROYED. 


I 


Joe  Nacchio,  AT&T 


"Talk  is  cheap. 

Especially  when  our  competitors  say  their  rates  are  c  heaper  than 
AT&Trates.The  truth  is, when  you  compare  actual  bills,  the  cost  of  our 
service  is  extremely  competitive  with 
theirs.  And  that's  not  a  promise.That's  a 
guarantee. 

The  AT&T  Guarantee.  If  your 
business  spends  $120  a  month  or  more 
with  another  long  distance  company, 
call  us  about  AT&T  PROSM  WATS-our 
discount  pian  that  saves  you  10%  to 
38%  off  AT&T  long  distance  rates.  If  you 
qualify,  we'll  pay  the  sign-up  fee.  And 
any  switchover  charges. 

Now  get  this: "We  guarantee  after  30  days  you'll  be  completely 
satisfied  not  only  with  our  price  but  also  with  our  quality  and  ser- 
vice. Or  you  have  up  to  90  days  to  change  your  mind.  We'll  even  pay 
any  charges  to  switch  you  back  to  your  old  carrier. 

You've  got  everything  to  gain  but  you'll  lose  out  if  you  don't  call 
us  before  March  IS,  1989  Because  that's  when  this  offer  expires. 

More  Myths  Destroyed.  Some  of  our  competitors  may  have 
led  you  to  believe  that  AT&T  FRO  WATS  doesn't  have  detailed  billing 
or  distance  sensitive  pricing. We  do. 

Or  that  you'll  need  special  lines  and  equipment. You  won't. 

What's  more,  with  AI&T  PROWATs.vouget  discounts  on  out-of- 
state  AI&T  Card  calls  and  many  direct-dialed  international  calls. 

Now  if  all  this  bursts  our  competition's  bubbles,  we  can  honestly 
say  we're  not  sorry" 

Take  advantage  ofour.Mc-TPRO  WATS  guarantee  before 
March  /5, 198<J.  Call. 

1800  222-0400,  Ext.42 


AT&T 

The  right  choice. 


caught  up  with  what's  going  on 
internally.' " 

Inside  Salomon,  ordinary  ten- 
sions among  traders  and  bankers 
boiled  over.  The  sales  depart- 
ment wouldn't  help  the  mortgage 
finance  department  sell  a  new 
product  because  salesmen 
weren't  consulted  early  enough. 
An  LBO  equity  fund  was  never 
completed  in  1987  because  two 
factions  couldn't  agree  on  terms. 
Fighting  over  the  junk  bond  unit 
grew  so  nasty  that  one  banker 
says  "there  was  nuclear  war  be- 
tween the  two  sides  of  the  firm" 
(box). 

With  all  this  going  on,  Salo- 
mon missed  business  chances — 
including  many  in  merchant 
banking.  Concedes  Gutfreund: 
"When  you  have  a  problem,  as 
you  attempt  to  focus  on  it  and 
solve  it,  you  may  very  well  not 
pay  total  attention  to  certain  oth- 
er areas  that  have  opportuni- 
ties." Salomon  ceased  to  domi- 
nate the  Street.  Its  reputation  in 
banking,  already  weak,  suffered. 

Gutfreund  is  changing  his 
management  tactics.  Before,  he 
often  tried  to  persuade  malcon- 
tents to  stay — a  mistake,  he  says 
now.  So  at  the  end  of  1988  he  paid  out 
all  current  and  deferred  compensation  in 
cash.  Says  he:  "We  unfettered  everyone. 
Now,  if  someone  wants  to  leave,  he  can. 
There  should  be  no  moaning  and  groan- 
ing." To  give  its  135  managing  directors 
incentives  to  perform — and  perhaps  in- 
still loyalty — Salomon  is  instituting  an 
internal  partnership.  A  pool  of  Salo- 
mon's capital  will  be  invested,  and  prof- 


STRAUSS:  "THE  BALANCE  AND  COMMITMENT  .  .  .  ARE  THERE 


its  parceled  out  based  on  individual  per- 
formance. 

As  for  new  business,  Gutfreund  wants 
Salomon  to  manage  institutional  assets. 
He  wants  to  buy  a  savings  and  loan 
association.  And  there'll  be  some  "fine- 
tuning,"  Strauss  says,  in  sales  and  trad- 
ing— expansion  in  Asia,  for  example. 

In  banking,  the  key  will  be  to  prove 
that  Gutfreund's  recent  behavior  is  not  a 


fluke.  But  Salomon  isn't  rushifi 
to  do  a  raft  of  big  deals — nc    . 
withstanding  its  hoped-for  partk  ,.  ( 
ipation  in  the  LBO  of  RJR  Nabisc 
Inc.,  which  was  won  by  Kohlber    y 
Kravis  Roberts  &  Co.  Salomo  , 
has  its  image  to  clean  up  firsi 
True    or   not,    its    bankers    ar    ,;, 
"lightweights." 

reshuffling.  And  Salomon  mus  •  ^ 
live  down  its  connection  with  th    ., 
two  biggest  LBO  failures:  Revcc  >. 
a  retailer  that  filed  for  Chapt*  , •;,,,. 
11  bankruptcy,  and  TVX,  a  broac  im 
caster  that  Paramount  Picture  Vll 
Corp.    just    agreed    to    acquir<  „y, 
Some  Salomon  bankers   sper  \m 
most  of  1988  working  out  thps  ltl 
and  a  few  other  bad  deals,  leai  K 
ing  little  time  to  do  new  bus  ^ 
ness.  So  a  lot  will  hinge  on  Gu  (H, 
freund's    plans    to    beef    u  y, 
Salomon's  current  M&A  staff  c 
70  professionals. 

A  recent  reshuffling  may  hel;  ,t  ,r 
On  Jan.  31,  Gutfreund  put  Mai  m' 
aging  Director  Leo  I.  Higdon  J  fc,  f( 
in  charge  of  m&a  and  the  cliei 
calling  program.   He  assign 
Managing  Director  Lee  H.  Ki: 
mell  to  supervise  merchant  ban 
ing  and  other  businesses  that  eil 
tail  investing  capital. 
If  all  goes  well,  the  deal  flow  w 
increase,   and  Salomon's   image  wi ; 
change.  "If  you  continue  to  hit  singli 
and  doubles  for  your  clients,  you'll  w 
the  game,"  Gutfreund  says.  For  its  ow 
portfolio,  Salomon  wants  to  spend  $3( 
million  to  $400  million  on  equity  inves 
ments  this  year — which,  using  typical  1 
verage,  would  amount  to  $3  billion  to  ! 


billion  in  deals. 


I  the 
retc 


lifer: 


on 

I'       in. 

f  He 


THE  INFIGHTING  THAT  KEPT  SALOMON 
BEHIND  IN  JUNK  BONDS 


To  the  outside  world,  Salomon  Inc. 
was  so  slow  about  getting  into  junk 
bonds  for  philosophical  reasons. 
Henry  Kaufman,  Salomon's  former  chief 
■  omist,  was  warning  against  too 
an  h  corporate  debt.  Salomon  didn't 
wa;  to  jeopardize  its  reputation  as  a 
high-grade  underwriter  by  moving  into 
the  riskier  world  of  junk  and  raiders.  But 
fighting  among  Salomon's  traders  and 
bankers  is  every  bit  as  much  to  blame 
for  Salomon's  poor  showing:  It  has  a 
puny  6.3%  of  the  junk  market,  according 
to  IDU  Information  Services. 

Pushed  by  Vice  Chairman  William  J. 
Voute,  head  of  sales  and  trading,  Salo- 


mon started  moving  into  junk  in  late 
1984.  To  head  the  effort,  Voute'  chose  an 
ambitious  salesman,  Warren  Foss.  Since 
junk  had  different  risks  and  required  dif- 
ferent skills  than  investment-grade 
bonds,  Foss  argued  for  a  "dedicated" 
unit,  with  all  sales,  trading,  research,  and 
finance  people  reporting  to  him. 

No  way,  said  the  bankers,  who  feared 
the  turf  invasion.  They  were  backed  by 
top  managers  who  had  watched  Lewis  S. 
Ranieri  amass  power  by  creating  a  "firm 
within  the  firm"  in  mortgage  securities. 
Says  Salomon  President  Thomas  W. 
Strauss:  "We  didn't  want  to  create  an 
island."  Instead,  the  deal  originators  re- 


ported both  to  Foss  and  the  head 
porate  finance — first  Harold 
then  Jay  F.  Higgins. 
•it  was  vile.'  But  Foss  was  unhap] 
the  bankers  selected  for  the  junk 
the  finance  department — a  view 
by  Salomon's  trading  mentality, 
you  had  was  a  trading  floor  that 
best  in  the  business  and  a  cor] 
nance  department  it  perceived 
less,"  says  one  of  Foss's  backi 
example,  the  bankers  had  a  mi 
president  running  leveraged  bi 
competing  with   such   heavy   hil 
Kohlberg  Kravis  Roberts  &  Coj 
Foss  asked  for  a  managing  dii 
head  LBOs,  the  finance  departmei 
one  whose  main  experience  wi 
commercial  paper  deals  for  utilii 
sponds  Higgins:  "The  fact  that 
work  had  more  to  do  with  persi 
than  with  people  changing  assigi 
In  mid-1986,  Foss  began  to 
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Jul   Gutfreund   may   find   the  going 
■  pder  thar  cts.  All  investmeni 

each  with  a  distinct  culture,  find 
iously  difficult  to  hire  Benior  tal 
.  And  bankers  aren't  exactly  beating 
Salomon's  doors.  Jay  K.  Higgins,  Sa 
investment  banking  chief,  has 
■n  trying  to  recruit  for  some  time  He 
,  bagged  one  or  two  bankers,  but  the 
t  arc  reluctant  to  leave  their  posts 
a  Bpot  in  an  outfit  that  lacks  a  bank- 
franchise.  Some  potential  hirees  still 
•stion  Gutfreund's  commitment,  too. 
fit  was  one  reason  Steven  M    Waters, 
liner  co-head  of  M&A  at  Sliearson  Leh- 
fn  Hutton  Inc.,  chose  Morgan  Stanley 
IjO.  over  Salomon  last  year 
Outsiders  also  question  the  efficacy  of 
reorganization.  Kimmell  is  known  as 
sod  banker  who  can  get  things  clone. 
he's  abrasive — just  the  wrong  type 
merchant  banking,  where  com- 
es  have   to   feel   comfortable   with 

partner. 

le  largest  question  mark,  however, 

kerns   Gutfreund's   own   behavior. 

IUSS  contends  that  "the  balance  and 

mitment  of  the  top  people  in  the 

1  pany  are  there."   But  any  wavering 

jUtfreund,  any  letup  in  the  time  he 

Ids    on    banking,    any    quiver    if 

xly's— as  it  says  it  might — lowers  Sa- 

|  hi'.-   debt    rating   because   of  its   in- 

sed  appetite  for  risk,  will  be  viewed 

sign  that  he's  backing  off. 

it  Gutfreund  is  confident,  even  com- 

>e.   He  insists  he's  prepared  to  use 

Jmon's  muscle,  including  its  $3.5  bil- 

in  capital,  to  remake  the  company. 

ill  the   naysayers   who   believe   he'll 

he  retorts:  "Well,  we'll  just  have  to 

won't  we?" 

idith  II.  Dobrzynski  in  Xew  York 


Bmakers.  The  result !  "We  had  two 

jo   forces  doing  the  same  thing." 

|  former   Salomon    banker.    Adds   a 

of  the  junk  department:  "It  was 

ire  a  varietj  of  battles.  Peo- 

worried  about  [office]  politics,  not 

ikes  a  g I  credit."  Bj  mid-1987, 

deals    began    to    go    bad, 

-cause  business  assumptions— re- 

>y  Koss's  learn     were  wrong.  The 

m  function  was  taken  away  from 

given  to  Michael  .1    Zimmerman, 

|  ds  merchant  banking.  The  effort 

re  and  more  fractions.   Eventual- 
[  and  most  of  his  hires  quit 
no  one  person  heads  a  junk  unit, 
•   A  ho  are  there  seem   to  be  COOp 

■  and  doing  a  few  deals.   In  retro 

■  iys  Salomon  Chairman  John  II 
ThI,  "1  should  have  demanded  a 
^gam/alional  plan  for  the  man.: 

]it    We  should  have  been  there  " 
Judith  H  Dobrzynski  m  New  )'<>>k 


PROUD  OF 
OUR  PAST... 

CONFIDENT  OF 
OUR  FUTURE 


Free  Brochure 

Send  coupon  for  a  free  copy  of  TEMPLETON  GROWTH  FUND 
33  Good  Years  and  a  free  prospectus  containing  more  information 
including  charges  and  expenses    Read  it  carefully  before 
deciding  to  invest  Send  no  money 

Templeton  Funds  Distributor,  Inc. 

PO  Box  33030  St  Petersburg,  FL  33733  5 

□  For  a  free  IRA  Rollover  Kit.  check  box  m 


Look  to  gffi 

Business  Week 
to  help  you  do 

a  world  of  business. 


103 


THE  LATEST  THREAT  TO  THE  THRIFTS: 
RISING  INTEREST  RATES 


Customers  are  fleeing  S&Ls  for  the  higher  yields  offered  elsewhere 


Throughout  months  of  bad  news, 
the  nation's  thrifts  seemed  to  be 
Teflon-coated.  Lurid  charges  of 
corruption  and  incompetence,  hundreds 
of  closedowns  and  forecasts  of  more,  the 
official  insolvency  of  the  Federal  Sav- 
ings &  Loan  Insurance  Corp. — nothing 
shook  the  confidence  of  depositors.  Both 
savings  and  loan  executives  and  their 
rescuers  held  on  to  hope  of  avoiding  a 
hemorrhaging  of  funds.  That  hope  may 
now  be  fading. 

True,  President  Bush's  push  for  a 
costly  bailout  is  welcome  on  Capitol  Hill 
and  Wall  Street.  But  as  the  triage  of 
ailing  thrifts  unfolds  in  public  view, 
many  depositors  are  turning  squeamish. 
The  industry's  December  outflow  was 
its  largest  ever.  The  squeeze  is  likely  to 
continue,  and  for  a  powerful  reason:  In- 
terest rates  are  surging,  and  many  S&LS 
can't — or  won't — pay  enough  to  keep 
their  deposits. 


The  question  now  is  whether  enough 
money  will  stick  with  the  thrifts  any- 
way. S&Ls  saw  $8.1  billion  more  in  depos- 
its leave  than  come  in  during  December. 
Although  it's  far  from  clear  that  fear 
was  much  of  a  factor — banks  lost  depos- 
its, too — the  report  got  unusual  press 
attention.  "The  whole  industry  is  feeling 
a  great  deal  of  deposit  pressure,"  says 
Richard  T.  Pratt,  who  runs  thrift  financ- 
ings at  Merrill  Lynch  &  Co.  "It's  inevita- 
ble, with  the  publicity  given  to  the  indus- 
try, that  some  people  will  think  twice 
where  they  put  their  next  $100." 
bad  timing.  For  many,  though,  the  deci- 
sion hinges  heavily  on  yield.  Money  mar- 
ket mutual  funds  are  paying  2.5  percent- 
age points  more  than  thrift  and  bank 
money  market  accounts — four  times  the 
usual  spread,  says  Susan  M.  Cook,  edi- 
tor'of  Donoghue's  Money  Fund  Report. 
Some  money  funds  are  even  drafting  ex- 
ecutives to  man  the  phones.  Auctions  of 


Treasury  bills,  too,  draw  one-third  mo 
"noncompetitive  tenders"  than  before  ! 
a  sign  that  bank  and  thrift  depositfl  .,  * 
are  switching,  says  Salomon  Brothe  '/' 
Inc.  economist  Robert  V.  DiClemente.  \ 

Timing  also  is   working  against  t  ' "   * 
thrifts.  For  months  after  the  crash    ' 
October,  1987,  people  bought  lots  of  01  J° 
year  CDs.  As  they  mature,  says  Jan  iM 
H.  Grohl,  a  senior  vice-president  at  t 
U.  S.   League  for  Savings  Institutioi 
depositors    want    a    higher    yield, 
many  banks  and  S&Ls  are  bucking 
rise  in  short-term  rates  in  order  to 
ster  profits.  Most  thrifts  have  little  m 
now  to  boost  deposits,  since  mortj 
demand  has  declined,  argues  Allan 
Bortel,  a  senior  vice-president  at  Shi 
son  Lehman  Hutton  Inc. 

Indeed,  regulators  are  urging  bu; 
of  insolvent  banks  and  thrifts  to  lo 
interest  rates  and  shrink  their  dep 
bases.  Robert  M.  Bass's  huge  Ameri 
Savings    &    Loan    Assn.    in    Stock! 
Calif.,  trimmed  rates  by  0.2  percent 
points,  while  William  E.  Gibson's  Ait 
can  Federal  slashed  jumbo  CDs  by 
points.  United  Savings  Assn.  in  Hon 
has  reduced  its  asset  size  by  $2  billi 
and  is  letting  high-cost  deposits  flee 
other  S&Ls   desperate  enough   to  of 
double-digit  yields.  Says  Chairman  Le 


is  S.  Ranieri:  "I  decided  not  to  tight 
war.  It's  better  to  retreat." 
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although    the    Federal    Home 
Inks   and    Wall    Streel     lupply 

thrifts  depend  mainly  on  de 

it     The  extra  expense  of  paying  ris 

market  rat<     for  deposits  » ill 

n>   more  to  the  wall.  Avoiding  rate 

trs  will  help  healthy  thrifts  survive 

1 1  help  them  to  garner  better  earnings, 

pen  they   will   need   to  comply   with 

Id   new  capital   rules.   Still,   the   Bush 

I  in  wants  to  review  1988's  S&L  bailout 

Ills,   many   of   which   are   clouded    by 
:',es.  The  scrutiny  could 
iff  new  in-. 
BELIEVABLE  HARM.'  The  government's 
pcate  open-heart  surgery  on  the  S&L 
ustry  carries  huge  risks.  Small  depos- 
es across  the  country  were  rattled  by 
Administration's  trial  balloon  to  tax 
liosits  to  help  pay  for  the  bailout.  "It 
U  an  astoundingly  dumb  statement," 
]s  Edmond  M.  Shanahan,  president  of 
Icago's  Bell  Federal  Savings  &  Loan 
|;n.    "It  caused   unbelievable   harm." 
weekend   after   the   proposal    was 
[■ted,  reports  Kevin  Tynan,  a  Chicago 
jsultant,   thrift  switchboards   were 
limped  with  calls.  Even  healthy  thrifts 
I7  some  loyal  depositors  leave, 
fhe  crisis  atmosphere  wasn't  percepti- 
diminished  by  Presidential  reassur- 
ss — or  by  radio  call-in  shows,  or  by 
Today's  ranking  all  3,000  S&LS  in 
pr  of  health  and  offering  advice  over 
shone  hot  lines.  "We've  had  custom- 
come  in  with  $50,000  to  $75,000  in 
H.  They're  afraid  to  take  a  check" 
an  S&L,  says   Matthew  J.   Lynett, 
[or  vice-president  of  United  Bank  of 
\>t    "People  are  increasingly  unset- 
,"  worries  John  W.  Sapanski,  presi- 
of  Florida  Federal  in  St.   Peters- 
In     response,     he's    boosting 
■fusing  and  briefing  branch  manag- 
|.on  how  to  calm  the  thrift's  nervous 

liners. 

,igh  rates,  when  combined  with  fed- 
insurance,  are  still  a  potent  lure. 
■rt  1).  Disposti,  a  managing  director 
lerrill,  says  that  his  retail  customers 
[buying  $600  million  in  CDs  a  week, 
y  issued  by  thrifts.  That's  triple  the 
'  UK-   of  a   year  ago,    And   thriving 

['ts  are  winning  fans  on  Wall  Street: 
the  start  of  the  year,  shares  of  the 

fthiest  s&Ls  have  performed  twice  as 

as  the  overall  stock  market. 

igh  Shearson  and  Merrill  both 

tutional  investors  are  mure  can 

U  about    thrift   ciis   exceeding   the 

limit,  nmre  S&LS  today  are  rated 

stment  grade  t>>  Standard  &  Poor's 

1 1.  than  two  years  ago.  < liven  the  bad 

icity,    says    S&P    Vice  President    Mi 

,1  DeStefano,  "it's  remarkable  how 

le  the  S&Ls'  funding  has  been."  A  lot 
on  its  staying  that  way. 
•  i  i'i    l    Milli-r  in  Xr/r  York,  with 
mi-   Yang  in   Washington  and  im 


MARKETS  &  INVESTMENTS! 


A  DOUBLE  WHAMMY 
SQUASHES  GOLD  BUGS 


Shaky  demand  and  rising  supplies  have  clobbered  prices 


Othhlg  seems  to  he  Kr|,i"g  right 
for  gold.  While  interest  rates  and 
oil  prices  are  swinging  upward, 
the  yellow  metal — which  usually  rises 
when  such  things  occur — is  plummeting. 
By  mid-February  it  had  dropped  10 
since  December,  to  $385  an  ounce,  its 
lowest  price  since  November,  1986. 

Gold's  midwinter  malaise  (chart) 
seems  more  than  just  a  quirk.  Last  fall 
it  dipped  below  $400 
an  ounce  only  to  re- 
bound from  strong 
Far  East  and  Middle 
East  purchases.  But 
this  decline  indicates 
that  gold  is  locked  in  a 
strong  bear  hug — and 
this  time  a  quick  res- 
cue by  investors 
seems  unlikely.  "Basi- 
cally, people  are  say- 
ing: 'We  don't  want 
gold  now,'  "  says  Jef- 
frey Christian,  manag- 
ing director  of  CPM 
Group,  a  precious  met- 
als advisory  firm. 
"They'd  prefer  to  take 
advantage  of  rising  in- 
terest rates  with  some 
nice  bonds." 

The  result  of  this 
bearish  bias  has  given 
the  gold  market  an  al- 
most paranoid  streak: 
It  reacts  to  ad\  i 
factors  but  not  to  posi- 
tive ones.  For  example,  on  Feb.  10  gold 
dipped  $(i,  to  .>>>.  as  the  market  seem- 
ingly ignored  word  of  a  sharp  V  ■  rise  in 
the  January  producer  price  index.  It  fo- 
cused instead  on  expectations  of  a  tight- 
ening of  the  money  supply  by  the  Feder- 
al Reserve  Board,  which  would  slow  the 

economj  and  forestall  inflation. 

BIG  SUPPLY.  Another  negative  influence 
is  the  strong  dollar.  In  the  past  few 
years  gold  has  moved  in  the  opposite 

direction  of  the  dollar — though  lately  it 
has  fallen  more  vigorously  than  the  dol- 
lar has  risen.  Hold's  10  drop  o\er  the 
past     two    months    compares    with    the 

greenback's  5     rise  since  Dec.  1. 

Hut  the  metal's  fall  is  more  than  just 
an  overreact  ion  to  the  dollar's  occasional 
strength.  A  bigger  supply  also  hurts. 
Investors  were  hardly   reassured  bj    re 


ports  that  gold  production  incp 
in  1988  and  i-  projected  to  do  BO  a^ain  in 
Gold  hugs  argue  that  demand  can 
absorb  these  new  supplies — when  and  if 
they  materialize.  Still,  the  current  mar- 
ket is  suffering  from  a  sense  that  "the 
world's  awash  with  gold,"  says  Vahid 
Fathi,  an  analyst  with  Prescott,  Ball  & 
Turben  in  Cleveland. 
Oversupply  fears  are  also  stoked  by- 
gold  loans,  an  increas- 
ingly popular  tech- 
nique used  to  finance 
mine  development.  A 
mining  company  bor- 
rows, at  l';  to  3';  in- 
terest, bullion  that 
had  been  sitting  in 
bank  vaults,  sells  it  to 
raise  funds,  and  even- 
tually repays  the  bul- 
lion out  of  its  newly- 
mined  supplies.  Some 
observers  feel  that  the 
loans  result  in  gold  be 
ing  dumped  on  the 
market.  The  5.6  mil- 
lion ounces  in  gold 
loans  in  1988  equaled 
"10  of  new  supply." 
says  Daniel  A.  Roling, 
vice-president  for  do- 
mestic research  at 
Merrill  Lynch  Capital 
Markets.  Some  ana- 
lysts cite  American 
Barrick  Resources 
Corp.'s  early  January- 
announcement  that  it  would  borrow  an 
unprecedented  1.05  million  ounces  as 
contributing  to  gold's  slump — even 
though  the  company,  during  the  previ- 
ous four  months,  had  sold  the  metal 
through  futures  contract.-. 

The  double  whammv  of  lackluster  de- 
mand and  oversupply  means  gold  proba- 
bly has  little  chance  for  a  turnaround 
uver  the  next  two  to  three  months.  At 
best,  analysts  predict,  it  will  remain  in  a 
to  $410  range.  Even  hulls  like  Ian 
('.  MacDonald,  precious  metals  man:, 
of  Credit  Suisse,  concede  that  gold  could 
decline    to   a>    low  -  before   I! 

tors  show  a  change  of  heart.  In  the  long 
run,  gold  fans  insist,  the  yellow  metal 
will  appreciate.  But  the  long-term  vieu 
seems  to  he  getting  loi  -v  day. 

- 
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BY  GARY  WEISS  AND 
JEFFREY  M.  LADERMAN 


IF  YOU  LOOK  PAST 
THE  SMOKE, 
WESTON  MAY  SHINE 


R 


,oy  F.  Weston  Inc.  has  been 
cleaning  up  toxic  waste  sites 
kand  consulting  on  the  subject 
for  34  years.  But  lately  you'd  think  its 
stock  had  been  contaminated  with 
some  kind  of  investor-repellent.  In  mid- 
January  the  company  announced  that 
its  fourth-quarter  earnings  would  be 
less  than  expected,  and  by  the  time  the 
smoke  cleared,  Weston  shares  had 
dropped  from  16  to  13 V2  (chart). 

That's  a  loss  of  almost  one-sixth  of 
the  company's  market  value.  Obviously 
something  is  amiss,  either  with  Weston 
or  the  market's  perception  of  it.  A  few 
hardy  bulls  are  betting  on  the  latter. 
The  plunge  "was  an  overreaction,"  as- 
serts analyst  Michael  Lundy  of  Mabon 
Nugent.  He  believes  Weston  is  an  un- 
dervalued stock  on  an  extended — but 
temporary — trip  to  the  basement. 

The  cause  of  the  Street's  chagrin  is 
that  old  bugaboo,  a  negative  earnings 
surprise.  Weston  has  long  enjoyed  rap- 
id earnings  growth  as  revenues  ex- 
panded from  both  governmental  and 
industrial  clients.  Earnings  per  share 
rose  sixfold  from  1983  to  1987,  and  an- 
alysts had  estimated  that  fourth-quar- 
ter per-share  earnings  would  weigh  in 
at  21  <f.  But  the  company  now  says 
they'll  be  between  %  and  13$,  and  in- 
stead of  chalking  up  a  27%  earnings 
gain  for  1988,  Weston  will  report  only 
an  8%-to-14%  increase.  Why  the  falloff? 
The  company  points  to  production 
problems  in  its  analytical  labs  and  poor 
performance  by  a  division  that  devel- 
ops data  bases  on  toxic  cleanups. 
small  world.  As  a  result  of  the  stock- 
price  plunge,  the  company's  shares 
now  trade  at  1.9  times  book  value,  vs. 
three  times  book  for  other  companies 
in  the  environmental  services  industry. 
That's  what  attracted  Lundy  to  the 
stock.  He  feels  that  its  recent  problems 
1  ransitory,  and  that  Weston  should 
be  able  to  boost  its  margins,  which 
Lundy  describes  as  subpar,  by  moving 
into  the  more  profitable  business  of 
cleaning  up  large  sites  for  private  com- 
panies One  notable  asset  is  a  portable 
incinerator  that  burns  PCB-contaminat- 
ed  soil.  Weston  received  a  federal  per- 
mit in  November,  making  it  one  of  only 
three  such  units  so  blessed. 

The  West  Chester  (Pa.)  company  is 
amply  stocked  with  cash — $24  million 


WESTON  IS  STUCK 
IN  THE  DOLDRUMS 
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as  of  Sept.  30,  with  long-term  debt  of 
$35  million  and  shareholder  equity  of 
$59  million.  Management  has  ample 
reason  to  maximize  shareholder  value: 
Some  90%  of  common  stock  is  held  by 
Roy  Weston,  the  77-year-old  founder 
and  CEO,  and  two  family  trusts.  In  ad- 
dition, 38%  of  the  Series  A  common 
stock  is  held  by  an  employee  stock 
ownership  plan,  so  the  troops  have  a 
hefty  incentive.  Institutional  ownership 
is  light — just  24%  of  the  Series  A 
stock.  That  should  be  a  big  plus  if  prof- 
its rebound  and  portfolio  managers  be- 
gin to  buy. 


A  JUNK  MAILER 
THAT  COULD  DELIVER 


It  may  not  be  a  household  name,  but 
ADVO-System  is  a  company  whose 
product  gets  into  virtually  every 
household.  With  annual  sales  of  $600 
million,  ADVO  is  the  nation's  largest 
"junk"  mailer,  or  direct  mailer,  as  the 
company  puts  it.  Junk  mail  may  not 
appeal  to  everyone,  but  some  retailers 
find  it  a  more  cost-effective  advertising 
medium  than  newspapers  or  television. 
The  stock,  at  6,  sells  for  less  than 
half  its  precrash  high,  and  its  failure  to 
recover  stems  mostly  from  a  money- 
losing  1988.  A  third-class  postal-rate 
hike  was  larger  than  the  company  had 
estimated,  and  K  mart  canceled  a  con- 
tract worth  nearly  5%  of  revenues. 

Kenneth  Berents,  an  analyst  at 
Butcher  &  Singer,  thinks  that  ADVO's 
fortunes  have  already  begun  to  turn. 
The  Windsor  (Conn.)  company  has 
raised  rates  to  offset  the  postal  in- 
crease without  major  defections  among 
its  30,000  clients.  It  has  also  added  100 


new   salesmen   who   could   ultimately 
generate  $100  million  more  a  year.  Fi- 
nally,  Robert  Kamerschen,  a  former  || 
president  of  RKO/Six  Flags  Entertain- [ 
ment,  replaced  Hugh  Beath  as  CEO  late  j 
last  year.  Kamerschen  is  "an  aggres- 
sive guy  with  good  marketing  skills,'' 
says  Ralph  Wanger  of  Harris  Asso- 
ciates,  a   major   shareholder.   Kamer- 
schen has  a  big  incentive  to  perform.  I 
For  jumping  to  ADVO,  he  was  givenll 
100,000  shares  of  restricted  stock  and| 
options  to  buy  1  million  shares  at  AVt. 
Bulls  note  that  ADVO  has  an  attrac-f 
tive  financial  profile.  The  company  has! 
$9.7  million  in  cash  and  no  debt.  With  I 
$600  million  in  revenue  and  16.6  million! 
shares  on  a  fully  diluted  basis,  every! 
one-point  improvement  in  profit  margin! 
adds  about  36<t  a  share  to  earnings! 
One  money  manager  with  a  large  stake! 
estimates  that  40$  of  every  new  dollar! 
in  sales  will  go  straight  to  the  bottom! 
line.   He  thinks  ADVO  could  earn  as! 
much  as  $3  a  share  in  1990.  That  couldl 
send  the  stock  to  30. 


IS  SUMMIT  HEALTH 
READY  TO  CLIMB? 


ost  companies  fall  ill  sooner  or 
1  later.  But  Summit  Health  Ltd, 
I  seems  to  be  lingering  in  its 
sickbed  longer  than  most.  This  opera- 
tor of  hospitals  and  nursing  homes  has 
recorded  declining  earnings  for  four  of 
the  past  five  fiscal  quarters,  and  its 
stock  has  dropped  steadily,  from  5Vfc  in 
early  1987  to  a  recent  IV2.  A  Jan.  10 
announcement  that  the  semiannual  div- 
idend would  be  skipped  didn't  help 

But  Summit  may  be  about  to  regain 
its  strength.  At  least  that's  the  view 
folks  who  track  trades  by  directors  a: 
corporate   officers.    According   to    Hit 
Insider  Outlook,   a  New  York-basi 
newsletter,  there  has  been  unusually 
heavy  and  persistent  insider  buying 
this  little-known  stock,  which  is  onlj 
4%  held  by  institutions. 

Five  insiders  bought  829,500  shan 
in  1988  at  an  average  price  of  aboi 
1%.  Vice-Chairman  John  Anderson  wi 
the  biggest  buyer.  He  picked  i| 
380,000  shares  in  mid-October,  bringit 
his  purchases  for  the  year  to  542,1 
shares  and  his  total  holdings  to  moi 
than  2.8  million.  Such  heavy  insidi 
buying,  says  Insider  Outlook  edit< 
Don  Christensen,  is  often  followed  by  l 
company  going  private  or  taking  othi 
steps  to  bolster  its  share  price.  The  7 
year-old  Anderson  denies  that  he  is  rrt> 
tivated  by  anything  other  than  faith  « 
the  company's  long-term  prospects. 
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TO  LEARN  THE  ABCs  OF  COLLEGE  FUNDING, 
YOU  NEED  A  SMART  FINANCIAL  PARTNER. 


- 1 


While  your  kids  are  becoming  familiar  with 
modern  math,  here's  a  number  that  you  should 
become  familiar  with:  S27.000.  That's  what  one 
year  at  a  private  college  will  probably  cost  in  1999. 

Fortunately,  at  The  New  England,  our  rep- 
resentatives can  help  you  plan  for  rising  college 
expenses  with  short-  and  long-term  investments 
tailored  to  your  particular  goals. 

Call  1-800-222-2725.  Ext.  421  for 
our  free  booklet.  "Education  Funding: 
How  to  Prepare  for  the  Rising  Cost  of 
College."  It  covers  options  like  life 
insurance,  mutual  funds  and  tax- 
advantaged  vehicles  that  will  help  you 
begin  building  a  college  fund  today 

After  all.  when  it  comes  to  college,  your 
children  aren't  the  only  ones  who'll  have  to  make 
the  grade. 

The  New  England.  Your  Financial  Partner. 
Your  Financial  Future. 


NlE 


The  New  England 

Your  Financial  Partner 
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WORKSTATIONS! 


CAN  APOLLO  STOP 
HURTLING  TOWARD  EARTH? 


Changes  are  coming,  but  its  market  losses  may  be  permanent 


mean 


that 


When  Thomas  A.  Vanderslice 
took  the  helm  at  Apollo  Com- 
puter Inc.  in  1984,  employees 
greeted  him  wearing  T-shirts  stamped 
with  a  bold  challenge:  "$10  billion  or 
bust."  No  one  is  wearing  them  anymore. 
Apollo's  sales  of  networked  engineer- 
ing workstations  have  nearly  tripled,  to 
$650  million.  But  the  market  for  the 
high-powered  personal  computers  has 
rocketed  ninefold,  to  $4.1  billion.  The 
Chelmsford  (Mass.)  company  was  barely 
profitable  last  year.  Its  market  share 
has  plummeted,  and  its  market  value  is 
less  than  half  what  Vanderslice  inherit- 
ed. Apollo  created  the  workstation  mar- 
ket in  1981.  But  today  it's  Sun  Microsys- 
tems Inc.  that's  in  the  lead. 
sick  patient.  Does  all  this 
Vanderslice's  days  as  CEO 
are  numbered?  Apollo's 
board  is  close  to  recruiting 
a  new  president  who,  says 
one  top  Apollo  official,  will 
succeed  Vanderslice  ac- 
cording to  a  schedule  set 
by  the  board.  Director 
John  K.  McKinley  says  the 
board  backs  Vanderslice 
and  denies  it  has  set  a  date 
for  his  departure. 

Vanderslice  himself  in- 
sists that  Apollo  is  on  the 
mend.  After  two  consecu- 
tive quarterly  losses,  a 
fourth-quarter  profit  kept 
it  in  the  black  for  1988.  On 
Feb.  1,  Apollo  unveiled 
new  graphics  worksta- 
tions, its  fourth  major 
product  in  nine  months. 
Vanderslice  says  a  major 
weakness,  a  lack  of  marketing  "flair," 
has  been  fixed  with  the  hiring  of  John  J. 
Migliore,  a  former  vice-president  at  Tex- 
as Instruments  Inc.  "We  have  reposi- 
tioned the  entire  company,"  says  Van- 
derslice. "This  is  a  new  Apollo." 

Perhaps,  but  the  company  faces  stiff- 
er  competition.  Digital  Equipment  Corp. 
has  introduced  aggressively  priced  new 
workstations.  Sun  will  soon  retaliate 
with  low-priced  products.  Hewlett-Pack- 
ard Co.  has  slashed  prices  by  407'.  And 
IBM  plans  to  counterattack  by  midyear. 


VANDERSLICE  AND  MIGLIORE:  NEW  BLOOD,  NEW  MARKETING,  AND  NEW 
PRODUCTS  TO  COUNTER  MORE  COMPETITION  AND  FEWER  LOYAL  CUSTOMERS 


"After  this  March  quarter,"  says  Patri- 
cia Laupheimer,  an  analyst  at  Shearson 
Lehman  Hutton  Inc.,  "things  are  going 
to  get  successively  more  difficult."  In- 
deed, one  Apollo  official  likens  the  com- 
pany to  a  patient  that  "has  cancer,  but 
nobody  knows  whether  it's  terminal." 

With  gross  margins  of  437,  down 
from  489!  the  year  before,  Apollo  is 
in  no  shape  to  fight  a  price  war.  Last 
year  its  market  share  fell  by  one-quar- 
ter, to  13.5%,  says  market  researcher 
Dataquest  Inc.  That  puts  it  fourth  be- 


hind Sun,  DEC,  and  HP,  in  that  or* 

Worse  yet,  Apollo  may  soon  lose 
ness  from  some  of  its  biggest  cust 
ers.  Siemens  will  probably  begin  sell 
Sun  gear  later  this  year.  And  Meif 
Graphics  Corp.,  an  exclusive  Apollo 
tomer,  says  it  is  prepared  to  adapt 
engineering  software  to  other  macmj 
The  loss  of  these  two  resellers,  whc 
gether  accounted  for  about  20%  of 
lo's  1988  sales,  "is  going  to  hurt," 
Vicki  Brown,  an  analyst  at  Internati(| 
Data  Corp. 

Where  can  Apollo  grow?  Most  lilj 
in  market  niches — molecular  model 
for    instance,    where    its    new    $95 
"superworkstation"   makes  it  a  s.tr| 
contender.    Michael    Gallup,    marke 
vice-president,  says  cheaper,  forth' 
ing  models  of  that  product  could  for 
mass  market.  Still,  the  machines'  pr< 
etary  microchips  may  limit  their  ap 
particularly  in  fast-growing  comme 
markets  such  as  financial  services. 
loose  connection.  Vanderslice 
high  marks  for  correcting  one  early 
ror:  sticking  too  long  with  proprie 
software  when  Sun  and  others  were 
ing  for  Unix  as  their  machines'  b! 
programming.   But  unlike   Sun,   A 
hasn't    lined    up    many    manufactu 
partners    to    build    cri 
mass.  Says  David  Nel 
a  co-founder  of  Apollo 
left  in  January:  "Apoll 
not  well  connected  into 
dynamics  of  the  indust 
Migliore,    a    28-year 
tronics   veteran,    is 
posed  to  change  this 
Charles  Foundyller,  pi 
dent  of  Daratech   Inc 
Cambridge  (Mass.)  con 
ing  firm,  is  dubious:  " 
a  promising  player, 
he's  no  Larry  Bird." 

If  the  board  doesn't 
place  Vanderslice,  a  ra 
might.  Apollo's  proje 
earnings  of  $10  millioi 
$20  million  on  $790  mi 
in  1989  sales  are  no 
lure.  But  a  $280  mi 
market  value  is,  consi 
ing  Apollo's  worldwide  marketing 
work,  strong  engineering,  and  many 
tomers.  Buying  Apollo  would  b 
splendidly  cheap  way  to  gain  ma 
share  in  workstations,  a  vital  fu 
market.  "Apollo  has  incredible  assets 
someone  who  wants  to  come  in  anc 
align  it,"  says  Nelson.  Among  thos< 
terested,  analysts  say,  are  Sony, 
mens,  and  HP.  It  may  just  be  time 
Apollo  employees  to  start  shopping 
new  T-shirts. 

By  Leslie  Helm  in  Boi 
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HAT'S  IN  A  NAME? 
!  LOT,  SAYS  TANDY 


ill  sell  computers  to  corporations  under  the  Grid  logo 


I  an  old  problem  for  Tandj  Corp.: 
[though  the  Fort   Worth  company 

is  a  leading  personal  computer 
■r,  it  barely  rates  a  mention  among 

PC  buyers.  And  nothing  it  has 

in    the    past    three    years    has    re 

(I  that.  So  now,  Chairman  John  V. 

h   has   come   up   with    his   boldest 

b   14,  Tandy  said  that  its  Radio 
v  stores  will  no  longer  be  responsi- 
>r  selling  to  companies  with  at  least 
million   in  sales.  That  job  will  go 
id  to  its  Grid  Systems  subsidiary, 
a  maker  of  laptop  computers  ac- 
.1  last  summer,  will  put  its  name  on 
y-built  high-end  PCs  and  inherit  61 
ndy's  354  computer  stores  plus  100 
salespeople.  Grid  is  the  No.  3  lap- 
mker  in  the  U.  S.,  and  50'!  of  its 
are    to    corporations,    so    Roach 
that  it  finally  can  make  Tandy's 
.  hit  with  big  business.  Ana- 
think  it   might    "This  is  a  good 
says   Steve   Lair  at  Dataquest 
Grid  can  provide  insights  into  cor- 
sales  that  Tandy  has  never  had." 
t's  crucial  if  Tandy  is  to  reverse  a 
ing  trend.  Analysts  think  its  unit 
of  ir.M-compatibles   slipped   about 
to  350,000.  Tandy  itself  says 
if  those  machines,  which  ae- 
for  80     of  its  computer  revenues, 
'  i7<  during  the  Christmas  season. 
pin.  The  company  managed  to  keep 
ues    Hat    by    promoting    its    most 
■t'ul  and  expensive  machines.  Still. 
|*ts  say  Tandy  has  the  capacity  to 
well  over   1   million  computers   a 
including  clones  and  Radio  Shack's 
etary  brand.  To  improve  his  econo- 
)f  scale.  Roach  made  deals  last  fall 

Id  machines  for  both  Digital  Equip- 

Rpip.  and  Japan's  Matsushita  Klec- 
ulustnal   Co.    And   Tandy    recently 

I  agreements  to  sell  Us  [BM-compa- 
through  J  C  Pennej  Co.  and  Wal- 
Stores  Inc. 
Ch    |iredicls    that    the    [>K(\    Matsu 
and  Grid  deals  will  help  Tandy  sell 
100,000  more  computers   this 
he's  right,  improved  manufac 
•lines  will  let  him  cut  prices 
■  lou  end  machines,  which  will  still 
I  through   Radio  Shack,  and  make 

nore  competitive  \\  ith  Far  East  PC 
from  producers  such  as   Epson 
Inc.  and  Hyundai  Corp 


fvear 


; !, 


TANDY  AT  A  GLANCE 


Six  months  ended  Dec  31, 

1988 

REVENUES             $2.3  billion 

Up  9.5% 

PROFITS              $199  million 

Up  2.1% 

STOCK  PRICE     $41  per  shore 

Up  24% 

DATA  COMPANY  REPORTS   8W 


Still,  the  linchpin  in  Tandy's  strategy 
is  the  lucrative  business  market.  The 
company  attacked  it  in  L986,  when  it  re- 
cruited a   1,500-member  direct   sales 

force,  lured  a  marketing  executive  from 

IBM,  and  opened  nxi  high-class  computer 
centers     \   year  later,   however,   more 

than    !>(•'■    of   the   sales    force    had    heen 

replaced,  and  the  LBMer  had  quit 

One  reason  for  the  failure  was  that 
Tandj  used  the  same  compensation  sys 

tem  in  computers  that  worked  in  retail 
BtoreS.  The  BtOreS  attract  top  talent  with 
base    pay    of   around   $20,000   and    high 


con, i 

more  'nan  $100,000  a    •  u    Bui  the  di 

n-<-i 

their  ba  e    alari  iboul  half  of 

what  other  computer  maker   paid  When 
orporatio  did  com 

fell,   and 

peated  itself  'Tai 

with  retail,"  iaya  former  Vka  E*n 

Graham  Beachum. 

The  switch  to  Grid  could  solve  the 
problem.  Its  compensation  is  higher,  and 
the  company  racked  up  $130  million  in 
elling  laptops  primari- 
ly to  field  sales  organizations.  Already, 
Grid  says  it  is  close  to  reaching  a  lap- 
top/desktop deal  with  Upjohn  Co.  Still, 
one  computer  industry  executive 
Grid's  success  "depends  on  how  willing 
Tandy  is  to  commit  the  resources  it  re- 
fused to  give  its  (computer)  salespeo- 
ple." For  instance,  he  says  Grid  will 
need  more  leeway  than  Tandy  previous- 
ly granted  to  win  sales  by  cutting  prices. 
central  issue.  Using  Grid  to  upgrade 
its  image  fits  neatly  with  Tandy's  DEI 
deal.  The  minicomputer  maker  has  failed 
in  previous  efforts  to  sell  many  personal 
computers.  But  DEC  feels  that  it  must 
succeed  this  time,  because  desktop  ma- 
chines are  stealing  sales  from  minis. 
"DEC  gives  us  recognition  and  accep- 
tance," says  one  senior  Tandy  executive. 
"The  message  is  that  if  the  machines  are 
good  enough  for  DEC,  they're  good 
enough  for  anybody." 

If  Tandy's  strategy  has  a  weakness,  it 
may  be  that  its  marketing  overlaps  too 
much.  Matsushita  hopes  to  capture  4 
of  the  U.  S'.  computer  market  with 
Tandy-made  machines,  and  to  do  that  it 
will  have  to  compete  directly  with  Radio 
Shack.  Moreover,  store  managers  and 
many  of  Tandy's  2,500  Radio  Shack  fran- 
chisees complain  of  being  undercut  by- 
discounters.  One  Colorado  Radio  Shack 
dealer  says  he  lost  one-third  of  his  busi- 
ness when  the  local  Wal-Mart  began  sell- 
ing Tandy  computers.  Disgruntled  fran- 
chisees are  threatening  a  class  action  to 
stop  Tandy  from  selling  its  brand  out- 
side its  own  stores. 

Tandy  is  trying  to  defuse  the  issue.  It 
has  taken  the  computer  it  sells  at  Wal- 
Mart  off  Radio  Shack  shelves  and  re- 
placed it  with  a  new  mode!.  And  Tandy 
executives  contend  that  direct-mail  cam- 
paigns through  IVnnev's  and  American 
Express  Co  probably  reach  customers 
who  don't  frequent  Kadi"  Shack  sti 

The  central  issue  for  Tandy.  h0W( 
hasn't  changed  in  thro 

to    the    business    market?    "Tandy    pro- 
duces quality   machines  at  a  good  price." 

Bays  David  Carnevale,  vice-president  for 

microsystems  research  at  Infocorp,  "It's 

ling  that  businesses  ha 

ten  the  word."  Tandy  is  hoping  that  Criil 
can  at  last  unlock  the  myst* 

". 
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We  sell  straight  lines. 


These  days,  companies  are 
being  forced  to  draw  the  line. 

Frustrated  by  mounting  com- 
petitive pressures  and  nagging 
productivity  concerns,  they  are 


reexamining  their  fundamental 
business  approaches. 

They  are  realizing  that  infor- 
mation technology  can  shorten 
the  distance  between  them- 


selves and  their  goals. 

And  Andersen  Consultir 
helping  them  connect  the  I 

By  combining  business 
intelligence  and  technologic 


"land,/ 


%s 


3 


nand,  Andersen  Consulting 
msuWirffer  strategic  solutions  that 
(tMldrive  a  company  forward. 

d  that's  not  just  some  prom 
Jf  theory.  Our  techniques 


have  already  tangibly  improved 
company  performance  in  indus- 
try-after industry. 

At  Andersen  Consulting,  it's 
what  we  call  thinking  straight. 


Andersen 
Consulting 

ARTHUR  ANDERSEN  &  CO. 


Where  we  go  from  here. 
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1  989    EXECUTIVE    EVENTS 


SEMINARS 


Strategic  Planning  for  New  Technologies 

Technology  con  give  your  firm  a  sustainable  competitive  advantage.  How  can  you 
moke  certain  your  technology  investment  delivers  this  advantage?  Business 
Week 's  Executive  Seminar  on  Strategic  Planning  for  New  Technologies  will  show 
you  how  to  maximize  the  return  on  your  technology  investment. 


I  February  14,  New  York  I  February  23,  San  Francisco 

I  March  7,  Chicago  I  March  16,  Boston  f  April  6,  Miami  f  April  1 9,  Toronto 

I  May  1 1,  New  York 


Shareholder  Value  Creation 

Stock  price  performance  has  become  on  overriding  concern  in  today's  corporate 
climate.  The  Business  Week  Seminar  on  Shareholder  Value  Creation  explores  how 
your  company  can  achieve  superior  stock  price  performance  relative  to  the  market 
while  avoiding  unwonted  investor  actions. 


f  February  9,  New  York  f  February  16,  Son  Francisco 

f  February  27,  St.  Louis  f  March  6,  Boston  f  March  14,  Miami  f  March  21, 

Washington  f  April  4,  New  York  f  April  17,  Chicago  I  April  27,  Cleveland 


Sales  Forecasting: 
How  To  Predict  Demand 

Accurate  prediction  of  future  sales  can  make  the  difference  between  success  and 
failure  for  any  product  or  service.  By  using  the  latest  predictive  technigues, 
execuhves  attending  this  Business  Week  Seminar  will  learn  to  forecast  sales  with 
clarity  and  vision.  A  joint  presentation  of  Business  Week  and  dRI/ McGraw-Hill. 


I  March  9,  New  York  f  March  14,  Los  Angeles  I  March  21,  Boston 

/April  4,  Chicago  f  April  11,  Stamford,  CT I  April  18,  Toronto 

f  April  25,  Minneapolis  f  May  16,  Son  Francisco  f  May  23,  New  York 


Lifestyle  Marketing: 

How  to  use  sports  and  other  live  events  to  reach  your  market 

Sports  and  other  public  events  ore  becoming  effective  marketing  vehicles  with  the 
power  to  bieok  through  media  clutter  and  reach  a  target  audience,  Business  Week 
and  Del  Wilbur  +  Associates  present  this  seminar  to  provide  marketing  profession- 
als with  the  Hjphishcated  techniques  they  need  to  create  and  manage  effective 
event  marketing  programs. 
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U.S.-Japan  Business  Toward  2000: 
Competition  And  Partnership 

Business  Week  ondJETRO,  the  Japan  External  Trade  Organization,  have  design 
this  event  especially  for  the  American  and  Japanese  business  professionals  wha 
creohng  the  future  of  the  U.S -Japan  business  relationship  in  their  daily  interr\ 
Over  30  leading  figures  from  the  Japanese  and  U.S.  business  communities  on 
senior  government  officials  from  both  countries  will  be  present,  to  discuss  nen| 
-  Japan  business  opportunihes,  technology  transfer,  acquisitions,  investment 
strategy,  joint  ventures  in  high  technology,  inter-cultural  management,  and  //iej 
globalizohon  of  Japanese  financial  markets  and  services. 

f  March  7-8,  New  York 
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1992  and  Beyond  -  Reshaping  Europe: 
Implications  for  Global  Business 

1 992  is  the  target  date  for  the  full  economic  integration  of  the  European 
Community.  Business  Week  and  the  Foreign  Policy  Associohon  invite  American 
execuhves  facing  this  new  European  environment  to  meet  the  decisionmakers  !? 
whose  initiohves  ore  changing  the  way  Europe  does  business.  These  sessions » 
address  oil  aspects  of  'the  new  Europe. '  A  practical,  business  orientahon  and  li 
presence  of  senior  figures  from  both  sides  of  the  Atlonhc  assure  that  this  twod  jfj 
gathering  will  be  one  of  the  most  significant  events  on  the  spring  intemohonol  |  t(,e  r, 
business  calendar. 

I  May  2- 3,  New  York 
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For  information  please  contact: 

Marissa  Levy 

Business  Week  Executive  Programs 

1221  Ave  of  the  Americas  36th  floor 

New  York,  NY  10020 

(800)  848-9018  or 

(212)512-4930 
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NTERPRISE  ZONES— 
R  TWILIGHT  ZONES? 


lx  breaks  alone  won't  lure  business  back  to  the  inner  cities 


f 


emember  enterprise  zones?  In  the 
early    1980s   conservatives   em- 
braced the  notion  of  luring  busi- 
es to  blighted  inner  cities  with  tax 
s.   Enterprise  would  flourish,  and 
would  bloom — with  minimal  govern- 
t  involvement.  Ronald  Reagan  loved 
idea.  So  did  a  young  New  York  con- 
sman  named  Jack  Kemp. 
ities  and  states  launched  various  pro- 
s.  with  no  federal  help — but  that 
soon  change.  "This  is  the  year  we 
Id    finally    enact    urban    enterprise 
s  and  bring  hope  to  our  inner  cit- 
President  George  Bush  told  Con- 
on  Feb.  9.  He  is  backing  a  federal 
m  to  help  70  enterprise  zones  with 
illion  in  tax  breaks  over  the  next 
years.  Kemp,  now  Housing  &  Ur- 
Development  Secretary,  is  leading 
rive — with  bipartisan  support, 
the  real  world,  though,  the  enter- 
zones  set  up  by  cities  and  states 
•  a  decidedly  mixed  record.  Business- 
t  seems,  usually  base  investment  de- 
ns on  factors  other  than  tax  liability. 
L  benefits.  Consider  Baltimore's 
Circle,    40    inner-city    acres    that 
yland  converted  into  an  enterprise 
in  1982.  Nearly  all  of  the  60  busi- 
es there  now  arrived  after  1982.  But 
12  have  availed  themselves  of  ei- 
the  five-year,  80%,  property-tax  re- 
ion  for  capital  improvements  or  B 
■  tax  credit  of  up  to  $1,500  for  each 
employee   hired.    "The   enterprise- 
benefits    are    so    minimal    that    I 
m't  concerned  myself  with  them," 
Harold  s.  Bereson,  executive  vice- 
dent  of  ■>•">  million  Cindarn  Plastics 
in  Park  Circle  since  l'.ITS. 

>st  l'ark  Circle  newcomers  are  one- 

m>  man  operations.  Many  don't  stay 
ml   for  lung.  The  ones  that  do  are 
led    by    vandalism.    Prostitutes    anil 
dealers  are  part  of  the  view 

e    American    Association    of    Kilter 
/ones    boasts    that    from    L981    to 

I    i nterpnse  /.ones  in  .'57  states 

created   $10   billion    in    new    lines! 

and  generated  or  saved  200,000 

Critics  question  these  claims.   In  a 

it  study,  the  General  Accounting 
i  Congress'  investigative  arm.  con 
■d  that  three  Maryland  zones  "did 


" 


not  stimulate  local  economic  growth." 
The  GAO  found  that  infrastructure,  low 
crime  rates,  and  access  to  labor  markets 
were  more  important  in  attracting  busi- 
ness than  were  tax  incentives. 

Five  companies  set  up  shop  last  year 
in  Los  Angeles'  Watts  section,  an  enter- 
prise zone  since  1986.  But  few  came  for 
the  tax  breaks.  Chair  Design  Inc.,  a  $7 
million  furniture  business  with  125  em- 
ployees, was  lured  by  the  low-cost  loans 
that  the  city  offered.  Leach  Corp.,  a  $50 
million  aerospace-parts  maker,  in  Watts 


■     Maryland    offer.  ullion    in 

federal      urban      development      a 

grants,  a   10-year  deferment 
property   taxes,   a   new-equipment  tax 

credit,  and  $200,000  in  wage  credits  for 

LOO  new  employe. 

NOTHING  DOWN.   Now    that    Pari 

'iiillion  meat]  g  plant  is  un- 

der construction,  Haysbert  admit.-,  that 
the  rival  cities'  labor  shortages  probably 
obviated  relocation.  That  leaves  Balti- 
more officials  wondering  if  Haysbert 
held  them  up.  "He  put  zero  dollars  down 
on  the  purchase  of  the  land,"  laments 
David  M.  Gillece,  president  of  Baltimore 
Economic  Development  Corp.  "We  sold 
it  cheaper  than  we  should  have." 

A  onceabandoned  stockyard  on  Chica- 
go's West  Side  seems  to  be  a  true  suc- 
cess story.  There,  property-tax  reduc- 
tions, wage  credits,  and  other  incentives 
have  lured  110  light  manufacturing  and 
service  businesses  since  1983.  A  land 
grant  worth  $390,000  and  below-market 
financing,  along  with  an  investment  tax 


A  WISH  LIST 


Jack  Kemp  and  other  supporters  of  enterprise  zones  are 
considering  a  variety  of  incentives.  Among  them: 

PROPOSED  INCENTIVE 

POTENTIAL  VALUE 

Corporate  hiring  credit 

10%  of  total  wage  expense 

Corporate  construction 
credit 

Up  to  10%  of  tax  liability 

Corporate  disadvantaged 
worker  credit 

50%  of  training  costs 

Individual  income  tax  credit 

5%  of  earned  income 

Special  tax-exempt 
development  bonds 

Reduced  financing  costs 

DATA  AMERICAN  ASSOCIATION  Of  ENTERPRISE  ZONES 


for  50  years  and  one  of  its  largest  em- 
ployers, has  ignored  the  incentives.  It 
plans  to  cut  jobs  this  year. 

Even  when  new  companies  move  in, 
they  don't  always  improve  local  job  pros- 
pects. Sematech,  the  semiconductor  con- 
sortium, is  setting  up  in  an  enterprise 
zone  in  Austin,  Tex.,  with  $60  million  in 
state  and  local  incentives — and  800 
skilled  employees  imported  from  else- 
where. Park  Circle's  Design  Form  Inc..  a 
manufacturer  of  laminated  furniture, 
couldn't  use  local  workers  either.  "It's 
hard  to  make  use  of  very  unskilled  labor 
in  my  operation,"  says  Design  Form 
President  Jelfrey   Korber. 

i  »n  occasion,  the  zones  have  sparked  a 
costly  tax-giveaway  War  between  stales. 

Two  years  ago,  Parks  Sausage  Presi- 
dent Raymond  V.  Haysbert  Sr.  began 
looking   for  a   new    home   to  expand   his 

$S0  million.  260-employee  Baltimore  com- 
pany. Both  Philadelphia  and  Washington 
came  courting,  Put  Park  Circle  WOD  out 


credit,  brought  OSI  Industries,  a  meat 
processor  with  572  workers,  to  the  zone. 
For  James  C.  Calvetti  Meats  Inc.,  anoth- 
er meat  company,  an  8?«  tax  break  on 
construction  materials  helped.  But  com- 
panies still  "have  to  be  watchful  of  sup- 
pliers' trucks  left  unattended,"  says 
President  James  C.  Calvetti.  "The  area 
reminds  me  of  someone  dying  in  the  de- 
sert with  vultures  circling  above." 

Proponents  argue  that  adding  more 
valuable  federal  tax  relief  to  state  and 
city  incentives  would  increase  the  num- 
ber of  success  stories.  But  it  will  never 
be  easy  to  persuade  companies  to  move 
to  rundown,  crime-ridden,  urban  waste- 
lands. And  with  Congress  worried  about 
deficits,  the  many  supporters  of  enter- 
prise /ones  may  find  that  cost,  in  the 
end,  is  an  even  bigger  obstacle  than  the 
/.ones'  uneven  track  record. 

By  Ron  Stodffkill  II  m 
Patrick  A'.  (\>1<  m  Los  . I 
McGuirt  i 'i  ( V' 
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HOW  LONG  WILL  JUNK  BE 
KING  OF  THE  BOND  FUNDS? 

IN  1988  THE  FIXED-INCOME  WINNERS  WERE  THE  HIGH-YIELDERS 
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lor  years  the  folks  at  Drexel  Burn- 
ham  Lambert  Inc.  pitched  junk 
bonds  to  the  wary  fixed-income 
crowd,  arguing  that  higher  yields  more 
than  made  up  for  lower  credit  quality. 
They  also  crowed  that  high-yield  bond 
prices  were  less  volatile  than  those  of 
investment-grade  issues,  even  U.  S.  gov- 
ernment bonds. 

The  past  several  years  seem  to  have 
proved  the  Drexel  people  right.  Mutual 
funds  that  invest  in  high-yield  corporate 
bonds  showed,  on  average,  a  snappy 
12.4%  total  return,  and  funds  that  buy 
high-yield  municipal  bonds  registered  an 
11.5%  total  return,  out- 
stripping most  of 
the  field  in  the 
fixed-income  are- 
na in  1988.  True, 


convertible  bond  funds  beat  both 
groups,  with  a  12.8%  return.  But  the 
convertibles  benefited  from  a  strong  eq- 
uity market  last  year,  and  many  convert- 
ible issues  are  also  junk  bonds.  Govern- 
ment bond  funds,  in  general,  provided 
an  average  6.7%  return.  Investors  could 
have  done  better  in  money  market  funds 
without  putting  capital  at  risk. 

What's  more  noteworthy  is  that  junk- 
bond  funds  dominate  the  list  of  top  per- 
formers in  BUSINESS  week's  annual  Mu- 
tual Fund  Scoreboard  of  455  fixed-in- 
come funds.  Half  of  the  24  funds  that 
earned  BW's  highest  rating,  three  up- 
ward-pointing arrows,  are  high-yield  cor- 
porate or  municipal  bond  funds.  Three 
more  funds  in  the  top  rating  group  are 
general  bond  funds  that  may,  and  often 
do,  hold  junk  issues.  In  contrast,  only 


Fund 


These  fixed-income  mutual  funds  earned  three  up-arrows,  the  highest  rating 
for  risk-adjusted  performance. 

Three-year  average  annual  total  return*  Type  of  fund 


BOSTON  COMPANY  MANAGED  INCOME 

10.2% 

Corporate-general 

CALVERT  TAX  FREE  RES.  LTD.-TERM 

6.1 

Municipal-quality 

CIGNA  HIGH-YIELD 

11.6 

Corporate-high-yield 

DELAWARE-TREASURY  RESERVES 

6.6 

Government-Treasury 

FIDELITY  AGGRESSIVE  TAX-FREE 

10.6 

Municipal-high-yield 

FINANCIAL  BOND  HIGH-YIELD 

10.4 

Corporate-high-yield 

FIRST  INVESTORS  SPECIAL  BOND 

12.3 

Corporate-high-yield 

INVESTMENT  PORTFOLIOS  HIGH-YIELD 

12.3 

Corporate-high-yield 

KEMPER  HIGH-YIELD 

13.8 

Corporate-high-yield 

LIMITED  TERM  MUNICIPAL-NATIONAL 

7.8 

Municipal-quality 

MASS.  FINANCIAL  INTL.  BOHD 

19.1 

International 

NORTHEAST  INVESTORS 

11.2 

Corporate-general 

T.  ROWE  PRICE  HIGH-YIELD 

11.9 

Corporate-high-yield 

T.  ROWE  PRICE  TAX-FREE  HIGH-YIELD 

10.3 

Municipal-high-yield 

PUTNAM  TAX-FREE  HIGH-YIELD 

9.9 

Municipal-high-yield 

SAFECO  MUNICIPAL  BOHD 

10.9 

Municipal-general 

SCUDDER  TAX-FREE  TARGET  1990 

7.7 

Municipal-general 

TEINROE  TAX-EXEMPT  NIGH-YIELD 

10.4 

Municipal-high-yield 

HG  INCOME 

15.2 

Corporate-general 

'  nmtO  MUNICIPAL  INDIANA 

9.6 

Municipal-general 

I   r  MASTER  TAX-EXEMPT  INTER. 

9.6 

Municipal-quality 

VAK    AMPEN  MERRITT  TAX-FREE  HIGH 

11.2 

Municipal-high-yield 

VANG  ^RD  FIXED-INCOME  HIGH-YIELD 

10.9 

Corporate-high-yield 

VANGUi.       MUN.  BOND  SHORT-TERM 

5.7 

Municipal-quality 

'Includes  reinvested  dividends  and  capital  gains 


DATA   MORNINGSTAR  INC 


one  government  bond  fund  climbed  in  Hera 
the  top  echelon.  To  calculate  the  B'  if  but 
bond-fund  ratings,  we  start  with  the  la  tsinl 
three  years  of  performance  data  ai  mstru 
then  adjust  for  risk — as  measured  1  teat 
the  funds'  performance  vs.  that  of  ris  ling : 
less  three-month  U.S.  Treasury  bills,  s. But 
managers  beam.  Unlike  equity  fund  i  long  r; 
vestors,  who  fled  their  funds  and  missi  imy  st 
out  on  some  neat  returns  (BW — Feb.  21  tcouk 
bond  fund  investors  remained  net  pi  iportur 
chasers  last  year.  They  bought  about  I  item 
billion  more  than  they  redeemed.  In  ge  pupil 
eral,  they  passed  up  funds  that  invest  mutua 
government  bonds  and  governmer  ed  tk 
backed  mortgage  securities,  the  h  ioard 
groups  of  the  past  few  years.  Purchas  But  r 
in  those  categories  were  down  mo  lings  a 
than  60%  from  1987.  Purchases  of  inte  m  bo 
national  bond  funds  soared  35%.  Thai  aiediate 
not  surprising — those  funds  were  tops  ikoose 
1987.  In  1988  a  stronger  dollar  and  nig  st  ratt 
er  U.  S.  interest  rates  made  going  glob  slump 
far  less  profitable — a  slim  5.3%  retunhthepi 

What  really  captured  investors'  fixe  u  do  \ 
income  dollars  last  year  were  closed-end  is -n 
bond  funds  (box).  These  funds  attract  k  mf 
nearly  $21  billion  in  1988.  Unlike  bo  st  payr 
mutual  funds,  closed-end  funds  have  us.  But 
fixed  number  of  shares.  funus 

Portfolio  managers  of  high-yield  fun  If ;, , 
are  beaming  about  1988's  results,  bj  rally 
they  are  cautioning  investors  not  to  e  rovernrr 
pect  them  every  year,  and  probably  n  15  ? , 
in  1989.  Richard  S.  Swingle,  portfo  L , 
manager  of  the  top-performing  T.  Ro  Its  <a( 
Price  High-Yield  Fund,  projects  a  10%  Jther  x 
10.5%  total  return  in  1989,  quite  a  dj  aanaged 
from  1988's  fat  17.9%  gain.  He  expd  le  or  ta 
long-term  interest  rates  to  climb  one  {  »d  <0  ai 
centage  point  this  year.  That  sho  a  and  t 
translate  into  a  2%-to-2.5%  decline  in  '  fct»  t(1 
portfolio's  value.  But  it's  more  than  0  it  ;  , 
set  by  a  hefty  12.5%  in  yield.  In  contrfcfo^, 
a  one  percentage  point  hike  in  long-ten;,  , 
rates  could  chip  10%  off  the  net  afl  ftectaj 
value  of  a  Treasury  bond  fund,  thoi  Strong 
the  higher  income  would  probably  al  equity' 
the  investor  to  break  even  for  the  yj  ft^ 

Likewise,  high-yield  muni  funds  j  ng.w 
lowering  their  sights  in  1989.  "I  dj  lw 
expect  munis  to  outperform  Treasuril  jtf^' 
says  Anno  Punzak,  portfolio  manage!  fe^ 
the  Fidelity  Aggressive  Tax-Free  Fu! 
another   three-arrow   performer. 
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in  i  ury  bond  priest  ended  the 
about  where  they  started   tftunid 
bonds,  on  the  other  hand,  gained 
t  6  points,  or  $60  per  $1,000  of  (ace 
>  during  the  year.  Strong  investor 
mil  coupled  with  a  scant  supply  of 
issues  pushed  prices  up  and  yields 
l.  But  now  Punzak  says  issuance  Lb 
unding,    and    yields    on    long-term 
at  1%,  are   too   low   to   attract 
i  investor  interest.  Should  you  swap 
funds  for  government  funds?  Ask 
accountant.    After    taxes,    munis 
still  be  the  better  choice. 
tie  school  of  thought  says  that  since 
term   interest  rates   are   so   high, 
ng  but  a  money  market  fund,  which 
•ts  in  Treasury  bills  and  other  short- 
instruments,  makes  sense.  Indeed, 
taxable  money  funds  are  already 
ning   9%,    as    much   as    long-term 
5.  But  the  danger  is  that  both  short 
long  rates  may  fall  sharply  if  the 
my  suddenly  weakens,  and  an  in- 
%r  could  find  that  he  missed  a  gold- 
miportunity  to  lock  in  higher  rates  in 
iM^r-term  funds. 

itfalls.   As    a    practical    matter, 

mutual  funds  are  a  lot  more  spe- 

raitAed    than    they    appear.    The    BW 

the  3   board  breaks  them  into  five  catego- 

irdj  I  But    not    all    funds    within    those 

t   )ings  are  alike.  Even  among  gov- 

,:'.'   ent  bond  funds,  there  are  short-, 

; M  mediate-,   and   long-term   funds.    If 

eti|   -hoose  a  long-term  bond  fund,  and 

,  .1  -st  rates  climb  and  the  net  asset 

igj     slumps,  you'll  hardly  be  able  to 

M   I  the  portfolio  manager. 

us'  i   w  do  you  avoid  the  pitfalls?  One 

<   >d  is  to  take  the  high-yield  road  and 

-;   iat  over  the  long  haul  the  fatter 

|e     ist  payments  will  give  you  superior 

is.  But  there  will  be  periods  when 

funds  lag  behind  the  high-quality 

.  If  interest  rates  drop  and  bond 

rally,  junk  bonds  will  appreciate, 

overnment   funds   will   appreciate 

In  a  recession,  junk  bonds  may 

op  in  price  as  investors,  fearing 

Its,  stage  a  flight  to  quality. 

ther  possible  tack  is  to  stick  with 

anaged  general  bond  funds,  either 

le  or  tax-exempt,  that  are  not  re- 

*d  to  any  one  sector  of  the  bond 

t  and  thus  ran  steer  the  portfolio 

ing   to   changing   conditions.   One 

\<  fund  is  the  Strong  Income  Fund. 

-  ,,,r|    before  the  stock  market  crash,  the 

i^jdfwas  10095  in  short-term  securities. 


si 


sis 


the  crash  portfolio  manager  Rich 
d  Strong,  who  also  runs  a  three  up- 
r  equity  fund,  the  Strong  Total  Re 
r 


iDnd,    switched    so       of   the    assets 
pig  term  Treasuries.  \'<>u  the  fund 

five  year  average  maturity,  and 

l  jrtfolio  is  .W :  high-quality  bonds, 
X  he  rest  junk  The  danger  with  this 
f  fund  is  that  the  manager  maj 

a  had  call.  Hut  would  vou  reallv  do 


CLOSED-END  BOND  FUNDS:  A  GREAT  '88, 
BUT  KEEP  AN  EYE  ON  RATES 


Closed-end  bond  funds  are  itfl]  at 
tract  ing  investors  like  beet  to  po- 
sies— or,  in  all  too  many  ca 
flies  to  Venus'-rlytraps.  Except  for  the 
$21  billion  in  closed-end  bond  funds 
that  went  public  in  1988 — and  swiftly 
declined  in  price — these  funds  outper- 
formed their  mutual-fund  counterparts 
by  a  significant  margin. 

In  the  coming  year,  closed-end  bond 
funds  are  likely  to  continue  to  fasci- 
nate investors.  But  their  riskiness  will 
grow  if  interest  rates  continue  on  the 


THE  TOP  10  SINCE  1986 

Average  annual  return* 
Funds  1986-88 

VESTAUR  SECURITIES  12  94% 

FORT  DEARBORN  INCOME  SECURITIES  1 1  93 

PACIFIC  AMERICAN  INCOME  SHARES  1123 

STATE  MUTUAL  SECURITIES 10.67 

TRANSAMERICA  INCOME  SHARES  9.64 

LINCOLN  NATL  DIRECT  PLACEMENT  9.28 

AMEV  SECURITIES  9.02 

CNA  INCOME  SHARES  8  88 

CONVERTIBLE  HOLDIHGS  INCOME  8  68 

AMERICAN  CAPITAL  BOND  7.57 

OPEN-END  BOND  FUND  AVERAGE"  7.37% 

'Based  on  share  price,  includes  reinvested  dividends  and  capital  gams 
*  "Excludes  municipal  bond  funds 

DATA:  MORNINGSTAR  INC. 
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upswing.  Unlike  mutual  funds,  which 
issue  and  redeem  shares  at  a  price 
based  on  net  asset  value  (NAV),  closed- 
end  funds  issue  stock  only  at  their 
birth.  The  stock  then  trades  in  the  mar- 
kets. Investor  sentiment  can  drive  the 
price  above  or  below  nav.  When  inter- 
est rates  rise,  NAVs  and  sentiment  take 
a  hit — a  double  blow  to  fund  returns. 
muddy  waters.  Overall,  investor  senti- 
ment only  slightly  hampered  closed-end 
funds  in  1988,  as  interest  rates  gained 
ground  and  bond  prices  ebbed.  In  1988 
the  average  gain  in  nav  was  10.7  ro. 
an  av>  gain  of  10.2   . 

according  to  Thomas  J  Herzfeld  Advi- 
sors, a  Florida  brokerage  that  special- 
izes in  trading  closed-end  funds.  Never- 
theless, the  L988  results,  like  the  three- 
year  figures  (table),  exceeded  the 
average  total  returns  realized  by  bond 

mutual     funds.     One     reason     is     that 
:  end  funds,  unlike  mutual  funds, 
don't    have   tO   COUS   With   cash    flowing 
into  and  out  of  their  funds. 


If  you  plan  to  ventun  mud- 

dy   water     of  ,    the 

lOard  00  page  182  is  a  good  place 
rt  It  lists  the  performance  of  the 
40  largest  closed-end  bond  funds  that 
have  full-year  track  records.  As  record- 
ed by  Morningstar  Inc.,  they  showed 
an  average  1988  NAV  gain  of  1 
and  a  share-price  increase  of  11.95%. 
Morningstar  President  Joe  Mansueto 
cautions,  however,  that  the  averages 
are  skewed  by  the  spectacular  gains  of 
the  Kleinwort  Benson  Australian  and 
First  Australia  Prime  In- 
come funds. 

Indeed,  the  Scoreboard 
includes  several  notable 
performers  and  only  a 
handful  of  laggards. 
That's  quite  a  contrast  to 
1987,  when  Morningstar's 
universe  of  large  closed- 
end  bond  funds  showed 
only  four  gainers.  In  1988 
only  2  of  the  40  Score- 
board funds,  American 
Capital  Convertible  and 
Bancroft  Convertible,  re- 
ported losses.  And  23  of 
the  40  beat  the  average 
9.4%  return  realized  by 
open-end  funds.  As  with 
bond  mutual  funds,  those 
investing  in  tax-exempts 
outperformed  their  corpo- 
rate counterparts.  Not  in- 
cluded in  the  Scoreboard 
are  last  year's  newly 
minted  closed-end  bond  funds,  which 
continued  their  longtime  habit  of  drop- 
ping in  value  after  going  public. 

Buyers  of  closed-end  bond  initial 
public  offerings  are  likely  to  lose  out  in 
1989  no  matter  how  interest  rates 
move.  If  rates  rise,  the  prospects 
would  also  be  bleak  for  investors  in 
existing  funds.  Rising  interest  rates 
would  pull  down  NAVs  and  widen  dis- 
counts, 0.2%  for  the  Scoreboard  funds 
at  yearend  1988.  Another  negative  is 
all  those  IPOs.  "The  industry  has  work- 
ing against  it  the  enormous  rise  in  the 
supply  of  closed-end  bond  funds," 
notes  Thomas  J.  Herzfeld,  president  of 
the  brokerage  that  bears  his  name. 
However,  one  advantage  of  the  IPO 
craze  is  that  canny  investors  such  as 
Herzfeld  sell  them  short  Aft.  the  LTO, 
they  frequently  drop  bj  1091  b 
making  LTO  shorting  one  of  the  few 
foolproof  strategies  in  the  closed-end 
fund  game. 

By  Gary  Weist  York 
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FIRST 
THEN. 


FIRST 
NOW. 


In  1 979,  WPBT2/  Miami  broke  new  ground  with 
THE  NIGHTLY  BUSINESS  REPORT,  a  local  pro- 
gram focusing  on  business  and  economic 
developments.  Many  said  it  wouldn't  last, 
They  were  wrong. 
Ten  years  later,.. 
THE  NIGHTLY  BUSINESS  REPORT  is  carried  by 
more  than  270  Public  Television  Stations  and 
is  the  most  watched  daily  business  newscast 
on  the  air. 


THE 


mm* 

RffCRl 


Check  Local  PBS  Listings  for  Broadcast  Time. 


A  Production  of  WPBT2/Miami  in  association  with  Reuters. 

Underwritten  nationally  by  Digital  Equipment  Corporation;  GE  Financial  Services  and  Kidder,  Peabody 

Group  Inc.;  AG.  Edwards,  Inc.  and  Public  Television  Stations  Nationwide. 


HOW  TO 

CHOOSE  A  TAX-FREE 

PORTFOLIO 


STEP  1:  CONSIDER 
YIELD  POTENTIAL.  In  a 

bond  fund,  other  things  being  equal, 
lower  costs  mean  higher  yields.  The 
Vanguard  Municipal  Bond  Fund  has 
virtually  the  lowest  operating  costs 
in  the  industry:  0.29  of  1%*— with 
no  commissions,  no  fees.  Minimum 
investment:  $3,000. 

STEP  2:  CHOOSE  MATURITY  LEVEL. 

The  longer  the  average  maturity 
length  of  the  bonds,  the  higher  the 
market  volatility— and  potential 
returns. 

Vanguard  offers  you  two  short- 
term  portfolios  for  lowest  risk;  two 
intermediate-term  portfolios  for 
higher  yields  with  some  volatility; 
three  long-term  portfolios  for  high- 
est yield  potential. 

STEP  3:  CALL  1-800-662-SHIPfor 

our  free  Tax-Free  Investing  Kit. 

*Lipper  Directors'  Analytical  Data,  Winter  '88 


I  Please  send  me 
the  free  Vanguard 
Tax-Free  Investing 
Information  Kit. 

I  understand  the  Kit 
contains  a  prospectus 
with  more  complete 
information  on  the 
Vanguard  Municipal 
Bond  Fund,  including 
advisory  fees,  distribu- 
tion charges  and  other 
expenses.  I  will  read  it  carefully" 
before  I  invest  or  send  money. 

Vanguard  Municipal  Bond  Fund 

Investor  Information  Department  95 

Valley  Forge,  Pennsylvania  19482 

Name 


Address  . 
City 


State, 


BW-G9-058 


.Zip- 


THrA^UlQUandGROUP 

*^OF  INVESTMENT  GOMRMMIES 


better  moving  your  money  yours 
Whatever  your  preference  in  ! 
funds,  the  BW  Scoreboard  can  help 
choose  the  right  funds  and  keep  tabs 
how  well  those  funds  are  doing.  Th 
bles  are  similar  to  those  used  in  B 
equity  fund  Scoreboard.  But  bond  t 
are  a  different  animal,  so  keep  tl 
things  in  mind: 

Investors  should  be  especially  at 
tive  to  sales  charges,  or  loads.  Total 
turn  for  the  average  bond  fund  was  i 
last  year.  Load  funds  that  charge  Ti 
8.5%  up  front  could  eat  up  almost  a 
year's  earnings.  Many  load  funds  Y 


SOME  FUND  GROUPS  HAD 
DOUBLE-DIGIT  RETURNS 

Total  return* 
Type  of  fund  1988  1986-88** 

CONVERTIBLE  BOND  12.8%  7.3% 

CORPORATE-HIGH-YIELD  12.4  8.9 

MUNICIPAL-HIGH-YIELD  11.5  8.7 

MUNICIPAL-GENERAL  10.8  8.7 

MUNICIPAL-HIGH-QUALITY  10.0  7.7 

CORPORATE-GENERAL  8.8  8.2 

GOVERNMENT-TREASURY       7.7  10.9 

CORPORATE-HIGH-QUALITY   7.5  7  1 

GOVERNMENT-MORTGAGE      7.4  67 

GOVERNMEHT-GENERAL  6  7  6  1 
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INTERNATIONAL  BOND 

5.8 

13.4 

TAXABLE  BOHD  AVERAGE 

8.3 

7.4 

TAX-EXEMPT  AVERAGE 

10.8 

8.5 

ALL  BOHD  FUHDS  AVERAGE 

9.4 

7.9 

SHEARSOH  LEHMAN  INDEX* 

•  7.6' 

8.4 

'Includes  reinvested  dividends  and  capital  gains 
"Annual  average  ***Shearson  Lehman  Hutton 

Government /Corporate  Bond  index 
DATA:  MORNINGSTAR  INC. 
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dropped  charges  to  about  5%,  but  tl  ^ 

still  a  hefty  bite.  For  the  same  rea 

mind  those  expense  ratios:  the  lower 

better.  For  the  most  part,  bond  ft 

have  lower  returns  than  equity  f 

and  so  expenses  weigh  more  heavil;  | 

Remember  the  difference  betweer 
tal  return  and  yield,  especially  w 
scouting  tax-exempt  funds.  Total  re 
includes  capital  gains — whether  or 
the  fund  paid  them  out.  Yield  refers  ht^ 
to  income  earned  by  the  fund's  in  jjTp 
ments.  Look  at  Prudential-Bache's 
nicipal  High-Yield  Fund.  It  amass<  ""Wl 
15.8%  total  return  last  year  but  vie  Hutu. 
just  8.6%.  Only  the  yield  is  tax-exe  Mkktqm j 
Capital  gains,  even  if  they  are  from  ^ 
free  bonds,  are  always  taxable. 

Then  there's  the  risk  of  capital  lfl  ■%' 
when  interest  rates  shoot  up  and  Ifcofu 
value  of  the  bonds  in  the  portfolio  dl  lo^ 
That's  why  it's  smart  to  peruse  the 
Scoreboard  to  find  the  funds  that 
shown  they  deliver  the  best  retun 
the  level  of  risk  you  are  willing  to 
By  Jeffrey  M.  Laderman  in  Xcw 
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MUTUAL  FUND  SCO» 


TO  USE  THE  TABLES 


I  INESS  WEEK  RATING 

•»gs  measure  risk-adjusted  perfor- 
ce. This  shows  how  well  a  fund  per- 
ed  relative  to  other  funds  and  rela- 
to  the  level  of  risk  it  took.  Risk- 
sted  performance  is  determined  by 
acting  a  fund's  risk-of-loss  factor 
below)  from  its  historic  total  return. 
irmance  calculations  are  based  on 
hree-year  time  period  between  Jan. 
?86,  and  Dec.  31,  1988.  For  rating 
oses,  funds  are  divided  into  two 
ps:  municipal  bond  funds  and  all 
■  funds.  Ratings  are  based  on  a  nor- 
statistical  distribution  within  each 
p  and  awarded  as  follows 

Rr  w     Superior  performance 

Very  good  performance 
Above-average  performance 
Average  performance 
Below-average  performance 
Poor  performance 

♦  ♦     Very  poor  performance 


isk-of-loss  factor  is  the  potential  for 
)  money  in  a  fund,  calculated  as 
vs:  The  monthly  Treasury  bill  return 
itracted  from  the  fund's  total  return 
ch  of  the  36  months  in  the  rating 


period.  When  a  fund  has  not  performed 
as  well  as  Treasury  bills,  the  result  is 
negative.  The  sum  of  these  negative 
numbers  is  then  divided  by  the  number 
of  months  in  the  period.  The  result  is  a 
negative  number,  and  the  greater  its 
magnitude,  the  higher  a  shareholder's 
risk  of  loss. 

PERFORMANCE  COMPARISON 
The  tables  provide  performance  data 
over  two  time  periods.  Here  are  equiva- 
lent total  return  figures  for  the  Shearson 
Lehman  Government/Corporate  Bond  In- 
dex during  those  periods: 

1988  +7.6% 

Three-year  average  (1986-88)     +8.4% 

FUND  CATEGORIES 

The    tables    group    funds    in    one    of    six 
categories,   based  on   assets:   Corporate, 
Government,    Municipal,    International, 
Convertible,  and  Closed-end. 
SALES  CHARGE 

The  cost  of  buying  a  fund,  commonly 
called  the  "load."  Most  funds  take  loads 
out  of  initial  investments,  and  for  BW 
rating  purposes  performance  is  reduced 
by  the  amount  of  these  charges.  Loads 
on  withdrawals  can  take  two  forms.  De- 
ferred charges  decrease  over  time,  usual- 
ly ending  after  shares  have  been  owned 
five  years.  Redemption  fees  are  imposed 
whenever  investors  sell  their  shares. 
Funds  with  none  of  these  charges  are 
called  "no-load." 


EXPENSE  RATIO 

Fund  expenses  for  1988  as  a  percentage 
of  average  net  assets.  The  measures  show 
how  much  shareholders  pay  for  fund  man- 
agement. Footnotes  indicate  1 2(b)- 1 
plans,  which  allocate  shareholder  money 
for  distribution  costs. 
TOTAL  RETURN 

A  fund's  net  gain  to  investors,  including 
reinvestment    of    dividends    and    capital 
gains  at  month-end  prices. 
YIELD 

The  income  a  fund  earned  on  its  portfo- 
lio   investments   during    1988,    expressed 
as  a   percentage  of  the  fund's  yearend 
net  asset  value  per  share. 
MATURITY 

The  average  maturity  of  the  securities  in 
a  fund's  portfolio,  weighted  according  to 
the  market  value  of  those  securities. 
TREND 

A  fund's  relative  performance  during  the 
three  12-month  periods  from  Jan.  1, 
1986,  to  Dec.  31,  1988.  The  boxes  read 
from  left  to  right,  and  the  level  of  red  in 
each  box  tells  how  the  fund  performed 
relative  to  other  funds  during  the  period: 
I  for  the  top  quartile;  ■  for  the  sec- 
ond quartile;  H  for  the  third  quartile; 
and  □  for  the  bottom  quartile.  An  emp- 
ty box  indicates  that  a  fund  is  not  rated 
for  that  time  period. 
TELEPHONE  NUMBERS 
The  index  on  page  133  has  telephone 
numbers  for  each  fund  or  fund  group. 


RATING 


SIZE 


FEES 


PERFORMANCE      PORTFOLIO         TREND 


ASSETS 
SMIL. 


%  CHG. 
1987-88 


SALES  EXPENSE 

CHARGE  (%)     RATIO  1%) 


TOTAL  RET.  (%) 


YIELD 


1  YR. 


3YRS. 


MATURITY 
(YEARS) 


3-YEAR 
ANALYSIS 


KE  BOND  HIGH- YIELD 


i  w 
able 


AVC 

> 


122.5 

81.7 

299.0 


6 

1 
-19 


No  load 
4.75 
5.50 


1.17 
1.28f 
1  26t 


8.4 

7.5 
10.2 


70 
6.3 
6.4 


8.8 
13.8 
12.9 


21.0 

9.4 

10.0 


CAM  CAPITAL  CORPORATE  BOND  #    ♦ 

CAN  CAPITAL  HIGH  -YIELD  > 
UN  HIGH-INCOME  TRUST 

0UGHT0N  INCOME  ♦ 

BOND  LONG-TERM  ♦ 


2214 

607.9 

880 

60.4 

66.7 


19 
12 
29 
13 

4 


4.75 

6.75 

4.75 

No  load 

No  load 


0.74 
0.73 
NAt 
1.35f 
0  97 


12.9 
13  2 

87 
7.1 


10.1 
7.5 


87 
83 


10.5 
137 
94 
10.0 
105 


11.8 

11.1 
9.5 
4.2 

11.0 


fTT  CAPITAL  FIXED   INCOME  1419  9  Noload 

VND  Of  AMERICA  AVC  10213  24  4  75 

M COMPANY  MANAGED  INCOME  ♦    ♦  ♦                 64  5  26  Noload 

BUR  HIGH-YIELD  >      >  >                110  8  -17  Noload 

NIGH   YIELD  ♦     ♦  ♦                 274  6  13  500 


100 
058t 
094t 
1.711 

0  95t 


7.7 
10  7 
10  1 

5.0 
16  4 


94 
10  2 

1.3 
116 


89 
9.6 
8.4 
12.4 
118 


5.0 
13.7 
110 
105 

90 


**  Include  deferred  talet  charge,    t  12(b)  1  plan  in  effect     J  Nol  currently  accepting  new  account!  or  depovti     NA 


Not  ovoiloble     N  '  I         Not  meaningful 
DATA;  MOSNINGSTAR  INC 
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RATING 

SIZE 

ASSETS 
$MIL. 

%  CHG. 
1987-88 

FEES 

SALES 
CHARGE  (%) 

EXPENSE 
RATIO  (%) 

PERFORMANCE 

TOTAL  RET.  (%) 

PORTFOLIO         TREND 

I 

YIELD 

MATURITY            3-YEAS 
(YEARS)            ANALYS 

1  YR. 

3YRS. 

/CTCNA  INCOME 

AVG 

218.9 

-8 

5.00 

0.95  f 

9.0 

9.0 

9.0 

i6.o       nil 

m 

CITIBANK  IRA  INCOME 

60.3 

-7 

No  load 

1.08 

4.9 

0.0 

NA              1    1'   111)0 

C0IONIA1  HIGH-YIELD 

♦    ♦ 

463.6 

8 

4.75 

0.96t 

13.0 

10.6 

11.8 

10.0            {■■ 

m 

i 

i 

COLONIAL  INCOME  TRUST 
COLUMBIA  FIXED-INCOME  SECURITIES 

AVG 

160.2 
102.6 

-3 
2 

4.75 
No  load 

0.92f 
0.77 

12.4 

7.5 

8.3 

7.0 

10.5 
8.3 

17.2              Uh| 

L 

9.7              bMl 

Li 

COMPOSITE  INCOME 
COUNSELLORS  FIXED-INCOME 
DEAN  WITTER  HIGH-YIELD 

153.6 

80.2 

2130.6 

11 

115 

18 

4.00 

No  load 

5.50 

1.01T 

0.75 

0.49 

7.1 

8.7 

10.3 

7.8 
8.5 

11.0 
8.9 
1 5.7 

3.6              UL 

BIO 

3.5              I    I    L| 

mm 

12.9              Mdi 

tm\i 

DELAWARE  DELCHESTER  H/Y 1  (a) 

♦    ♦ 

608.7 

41 

6.75 

0.87 

12.9 

11.4 

11.3 

MB 

DELAWARE  DELCHESTER  H/Y  II 

75.1 

2906 

4.75 

1.17t 

13.2 

11.6 

11.2              I    I    1 

p; 

DREYFUS  A  BONDS  PLUS 

AVG 

263.0 

10 

No  load 

0.88 

9.0 

7.4 

8.9 

19.7           bbak 

m 

EATON  VANCE  HIGH-INCOME 

258.8 

19 

6.00** 

2.02t 

16.4 

12.1 

10.5          LIS 

M 

FEDERATED  HIGH-INCOME 

# 

373.8 

9 

4.50 

0.76 

15.1 

9.0 

12.8 

11.8        y-di 

kui 

FIDELITY  FLEXIBLE  BOND 

AVG 

308.0 

-1 

No  load 

0.76 

7.9 

7.1 

9.0 

10.4           UJh^ 

ma 

FIDELITY  HIGH-INCOME 

♦    ♦ 

1689.2 

29 

No  load 

0.88 

12.6 

10.4 

11.7 

io.i         BB| 

ma 

FIDELITY  INTERMEDIATE  BOND 

♦ 

499.7 

36 

No  load 

0.98 

7.1 

7.3 

8.9 

6.6              UriJ 

ma 

FIDELITY  SHORT-TERM  BOHD 

287.6 

17 

No  load 

0.88 

5.7 

8.9 

2.1              I    HL| 

run 

FINANCIAL  BOND  HIGH-YIELD 

♦    ♦    ♦ 

60.5 

61 

No  load 

0.86 

13.4 

10.4 

11.9 

8.8              EflM 

«. 

FIRST  INVESTORS  FUND  FOR  IHCOME 

AVG 

1724.5 

7 

8.50 

1.08t 

15.2 

7.8 

13.8 

io.o       ml 

». 

FIRST  INVESTORS  HIGH-YIELD 

631.2 

181 

7.25 

1.30f 

13.7 

13.0 

10.3              I     I    MJ 

[KM 

FIRST  INVESTORS  SPECIAL  BOHD 
FRANKLIN  AGE  HIGH-INCOME 

♦    ♦    ♦ 

* 

69.6 
2070.5 

57 
29 

7.25 
4.00 

0.86 
0.57 

15.4 
14.1 

12.3 
9.1 

13.2 
13.1 

10.3              I    I    1 

m 

11.0            b-tfl 

IM 

GUARDIAN  BOND 

AVG 

113.9 

10 

No  load 

0.62 

9.7 

7.5 

9.1 

15.9              ^"M 

lid; 

HANCOCK  BOND 

AVG 

1103.7 

1 

8.50 

0.82 

9.8 

8.2 

9.6 

15.3              Ih-InMJ 

Nil 

HANCOCK  HIGH-INCOME  FIXED 

83.9 

76 

4.75 

1.09T 

13.8 

12.1 

9.2              ^Bfl 

m 

HUTTOH  INVESTMENT  BOND  &  INCOME 

o  o 

529.4 

-25 

5.00" 

1.67t 

8.4 

7.9 

10.4 

20.9              ■— k 

ItUJU 

IAI  RESERVE 

70.8 

52 

No  load 

0.80 

6.8 

6.9 

o.4  ,       LB. 

KOMI 

IDS  BOND 

AVG 

1717.2 

-2 

5.00 

0.77f 

10.1 

9.4 

9.3 

134               ■■! 

■OCT- 

IDS  EXTRA  INCOME 

♦ 

1251.8 

18 

5.00 

0.84f 

13.1 

9.9 

11.4 

10.8              ^4 

m 

IDS  SELECTIVE 

AVG 

1070.4 

-5 

5.00 

0.79f 

9.6 

9.3 

8.8 

12.8           HB| 

hi 

IDS  STRATEGY  INCOME 

AVG 

169.9 

16 

5.00** 

1.69t 

9.0 

9.3 

7.4 

8.2              ■■-J 

irk-ik 

INTERMEDIATE  BOND  OF  AMERICA 

79.4 

NM 

4.75 

NAf 

7.4 

8.3              L  I  J| 

L 

INVESTMENT  PORTFOLIOS  HIGH-YIELD 

♦    ♦    ♦ 

626.7 

80 

5.00** 

2.10t 

12.5 

12.3 

11.4 

Bflv 

Nun 

INVESTMENT  QUALITY  INTEREST 

o 

112.6 

-20 

4.75 

1.16f 

6.6 

7.3 

9.4 

4.7              UU| 

nn 

KEMPER  HIGH-YIELD 

♦  ♦  ♦ 

1149.1 

130 

4.50 

0.72 

14.4 

13.8 

12.6 

HBU 

Hon 

KEMPER  INCOME  &  CAPITAL  PRESERV. 
KEYSTONE  AMERICA  HIGH-YIELD  BOHD 

*  ♦ 

321.6 
112.6 

20 
-2 

4.50 
4.00** 

0.69 
1.28f 

10.4 
10.6 

9.3 

10.9 
11.7 

8.6              Ih^H 

iim 

10.0             I    I    Ml 

m 

KEYSTONE  CUSTODIAN  B-l 

o 

424.2 

-16 

4.00** 

1.64f 

6.3 

5.9 

8.5 

12.0              L- '    'l 

inn 

KEYSTONE  CUSTODIAN  B-2 

♦ 

915.6 

10 

4.00** 

1.68t 

10.9 

8.6 

10.2 

15.0              UhA 

EBONDt 

KEYSTO  IE  CUSTODIAN  B-4 

o  o 

1215.6 

3 

4.00** 

1.82t 

11.8 

5.6 

12.8 

10.0             r    ■~4| 

iSlQl 

LUTHERAN  BROTHERHOOD  HIGH-YIELD 

119.1 

114 

5.00 

1.22 

12.3 

11.5 

11.5              I    I    € 

ft 

LUTHERAN  BROTHERHOOD  INCOME 

AVG 

719.7 

4 

5.00 

1.03 

10.9 

7.9 

9.5 

22.7              I    H' 

MACKAY-SHIELDS  HIGH-YIELD  CORP. 

129.4 

44 

5.00** 

2.07t 

16.9 

15.7 

io.5         ml< 

III; 

MASS.  FINANCIAL  BOND 

MASS.  FINANCIAL  HIGH-INCOME  1 

> 

305.1 
863.7 

1 
-12 

7.25 
7.25$ 

0.79 

0.71 

8.3 
12.4 

7.7 
7.5 

9.2 
12.6 

98         U*A 

10.3              LJ*4|k 

ItttB 

MASSMUTUAL  INVEST.  GRADE  BOND  (b) 

102.3 

NM 

4.50  ' 

1.00t 

9.9 

7.3              I    I    If 

"Kill 
BOMnu 

MERRILL  LYNCH  CORP.  HIGH-IHC.  A 

♦  ♦ 

728.8 

-2 

4.00 

0.64 

12.7 

10.1 

12.2 

10.2              iJi» 

MERRILL  LYNCH  CORP.  HIGH-QUAL  A 

AVG 

264.9 

4 

4.00 

0.60 

8.4 

7.6 

9.2 

13.8              ^B|j 

t»nni 

MERRILL  LYNCH  CORP.  INTERM.-TERM 

AVG 

92.5 

-15 

2.00 

0.62 

7.5 

7.4 

8.9 

6.4              ^"ML 

METUFE-STATE  STREET  HIGH-INCOME 

67.6 

107 

4.50 

1.25f 

15.8 

11.8 

10.5                Mr 

*  Includes  redemption  fee.    **  Includes  deferred  soles  charge,    t  1 2(b)- 1  plan  in  effect.    J.  Not  currently  accepting  new  accounts  or  deposit 
(a)  Formerly  Delchestei  Bond  Delchester  1.    (b)  Formerly  MassMutual  Income  Investors. 
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MUTUAL  FUND  SCORE 


7  i 

f     *            A 

MUTUAL 

FUND 

SCOREBOARD 

p 

RATING 

SIZE 

FEES 

PERFORMANCE 

TOTAL  RET.  (•/.) 

PORTFOLIO 

TREND 

•J    <fAK 

.ETS 

SMIL 

v.  CHG. 
1987  88 

SALES 

CMAROf 

■ 

ETIME  HIGH-INCOME 

> 

>       > 

132.4 
847.8 

32 
-3 

6.00'* 
7.25 

2.1  If 
0.89 

122 
7.9 

25 

10.6 
14.6 

96 
10.0 

ULM 

4«ALB0ND 

1  1  u 

41  ICf  R  &  BERMAN  LTD.  MATURITY 

124.4 

32 

No  load 

0.63 

6.7 

7.5 

2.0 

■_ 

4  «CIAND  BONO  INCOME 

AVC 

67.6 

12 

6.50 

1.20t 

7.5 

8.4 

8.2 

5.0 

m^Lm 

flj 

.AS  INCOME 

♦ 

♦ 

78  2 

12 

No  load 

083 

11.6 

8.4 

10.1 

70 

-JrW 

EAST  INVESTORS 

♦ 

♦     ♦ 

408  1 

21 

No  load 

0  75 

14  1 

11  2 

130 

105 

rWB 

■  HEIMER  HIGH- YIELD 

> 
> 

858.6 
4970 
321  0 
252.2 

12 
-24 
-40 
-31 

675 
4.25 
425 
500" 

089 
0.70 
071 
1.95f 

11.9 
8.5 
89 
8.0 

96 

6.7 
7.1 

12.9 

140 

9.0 

7.7 

90 

8.5 

13.6 

20.7 

LH 

m  VEBBER  EIXED  HIGH- YIELD 

W-W 

VEBBER  FIXED  INVEST.  GRADE 
VEBBER  MASTER  INCOME 

M_y 

LL^ 

IX  HIGH- YIELD 
jOW  DURATION 
rOTAL  RETURN 

♦ 

♦ 

156  4 
171.6 
164.2 

8 
96 
42 

4  75 
No  load 
No  load 

076 
0.60 
0.60 

13.6 
8.2 
8.6 

10.2 

11.5 
9.1 
8.3 

105 
3.0 
80 

mM 

i  i  y 

i  i  y 

E  PRICE  HIGH -YIELD 
E  PRICE  NEW  INCOME 

♦     ♦ 

11296 
859.8 

61 
9 

No  load 
No  load 

0.95 
0.80 

17.9 
7.6 

11.9 
7.7 

12.2 
9.7 

10  2 
7.3 

■JHI 

■dBNH 

E  PRICE  SHORT-TERM  BOND 

♦ 

♦ 

264.0 

13 

No  load 

0.94 

5.5 

6.5 

8.3 

25 

~W 

VTIAL-BACHE  HIGH- YIELD 

♦ 

♦ 

2560.1 

20 

5.00*  * 

1.33t 

12.9 

9.3 

10.4 

11.0 

■■■ 

M  HIGH-YIELD  TRUST  1 

♦ 

♦ 

2442.9 

17 

6.75 

0.61 

14.0 

10.7 

13.2 

9.6 

■JHbI 

W  HIGH- YIELD  II 

423.9 

37 

675 

1.12t 

151 

12.8 

9.3 

-MM 

*  INCOME 

AVC 

348.3 

4 

6.75 

0.78 

10.4 

8.2 

10.1 

16.0 

■dMM 

■er  income 

♦ 

244.7 

1 

No  load 

0.94 

9.2 

8.0 

8.9 

8.0 

m«y 

■MAN  HIGH-YIELD  BOND 

♦ 

♦ 

62.3 

-6 

4.75 

1.141 

11.4 

9.8 

11.8 

9.7 

\mMM 

di(ON  LEHMAN  HIGH-INCOME 

561.8 

120 

5.00" 

1.741 

12.5 

11.2 

10.3 

LMM 

■Aon  unman  high- yield 

♦ 

♦ 

523.9 

10 

5.00 

0.73 

11.3 

9.5 

12.6 

10.5 

LH 

JE  HIGH-YIELD  BOND 

102.5 

8 

No  load 

0.91 

11.6 

10.0 

16.3 

LJH 

DE  MANAGED  BONDS 

> 

164.2 

0 

No  load 

073 

7.2 

7.8 

8.4 

13.8 

■L. 

Hi  income 

♦ 

♦     ♦ 

202.6 
102.2 

47 
81 

No  load 
No  load 

1.20 
1.00 

12.4 
10.1 

15.2 

9.8 
8.5 

5.0 
2.0 

■«■ 

Mi  SHORT-TERM  BOND 

1  i  ■ 

■Aon  mckinnon  income 

♦ 

♦ 

571.5 

34 

5.00" 

1.60t 

10.2 

8.4 

10.1 

4.0 

-Mm 

l  BOND 

AVG 

3353 

5 

8.50 

064 

9.0 

9.4 

9.0 

9.4 

yu 

1  HIGH-INCOME 

AVG 

1264.0 

5 

8.50* 

0.76 

11.9 

8.8 

12.8 

10.5 

bM 

Iff  HIGH-INCOME  II 

277.3 

49 

8.50 

0.87 

13.3 

11.6 

10.8 

_Mb1 

Mutual  income 

♦ 

288.2 

13 

No  load 

0.61 

10.0 

87 

9.8 

13.7 

mMm, 

JMNPEN  HIGH-YIELD 

358.2 
58.1 

113 
34 

4.90 
No  load 

1.28T 
0.30 

13.6 
7.4 

11.7 
8.9 

9.4 
9.2 

Lrbbni 

ItRD  BOND  MARKET 

LUJ 

MD  FIXED  INCOME  HIGH- YIELD 

♦    ♦    ♦ 

AVG 

1164.3 
711.8 

29 
21 

No  load 
No  load 

0.41 
0.37 

13.6 
9  7 

10.9 
8.0 

12.1 
95 

10.0 
23.7 

BHI 

If  RD  FIXED  INCOME  INV.  GRADE 

bMM 

*> 

RD  FIXED  INCOME  S/T 

RE  BONDS  PLUS 

RE  INTERMEDIATE-TERM  BOND 

♦ 

♦ 

4983 

67.5 

120.1 

21 

NM 
NM 

No  load 
4.50 
4.50 

0.33 
071 
0.60 

7.0 

7.6 

8  1 
4.7 
5.0 

27 
70 
45 

_Jt- 

d 

1    1    1    1 

s 

1    II    1 

J 

ERNMENT 

3 

4MA  U.  S.  TREASURY 

♦ 

27437 
170  3 
2283 

10 
-28 
212 

No  load 

4.00" 

4.25 

0.81 
1  79t 

not 

7.4 
3  1 
54 

9.5 

90 

10.6 

21.0 
51 
75 

JL 

»# AGE  GOVERNMENT 

iiii 

f  AGE  U  S.  GOVERNMENT  SECS. 

1  1  U 

1  ITED  MATURITY  TREASURY 

739 

7287 

1  75 

0  15t 

65 

9.1 

1  8 

CTC 

■1  BOND  U.  S.  GOVERNMENT 

530  2 

10 

5  50 

1.151 

66 

6.5 

11.0 

7.2 

_■_ 

ME  MORTGAGE  INCOME 

AVG 

6195 

-9 

5.50 

1  111 

86 

77 

112 

50 

— 

if  EN  CAPITAL  FEDERAL  MORT. 

48  1 

-27 

4  75 

1  221 

5  1 

8.8 

3.6 

cm 

II  IN  CAPITAL  GOVERNMENT 

♦ 

♦ 

5238  1 

6.75 

0821 

69 

52 

10.2 

99 

ffij 

m   rr<<                                        ludct  deferred  \a\c\  charge      t    12(b)  1  plan  in  e 

currently  accepting  new  account)  or  depotiti.    NA 

Not  available     NM 

• 

s 

DATA:  MORNINGSTAR  INC 

BUS  119 
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TbMeasure  Our  Success 


The  average  mortgage  we  final 
last  year  was  about  $76,000  for  single- 


$68  billion  in  single-family  and  multi 
family  mortgages^  successful  year  tor 
the  company.  But  for  us,  the  real  success 


tor,  Multiply  By  900,000. 

[i glomes. Bui  nearly  aquarterofthese  F&nnieMaaAsthel  SVs housing 

jfl^  iges  were  for $40000 or less,aboul  partner, we dorft -measure our succes 

l(-pt  takes  for  a  family  with  a  household  just  in  dollars. 

i  m>i  '$l!),()()()iohu\  a  homo.  I  ml  infamies. 


^5^  FannieMae 


i 

i 

i — y>    <+ 

7/ M^rrxt 

— y  j£*l>  .-■¥■  w — ■ — w- 

...y       »J&  / 

Yf 

RATING 

SIZE 

ASSETS 

$MIL. 

%  CHG. 
1987-88 

FEES 

SALES 
CHARGE  (%) 

EXPENSE 
RATIO  (%) 

PERFORMANCE 

TOTAL  RET.  (%) 

PORTFOLIO 

YIELD       MATURITY 
(YEARS) 

TREND 

3-YEA3 
ANALYS 

1  YR. 

3YRS. 

AMERICAN  U.  S.  GOVT.  GUARANTEED 

o 

442.9 

19 

4.75 

0.97f 

6.9 

6.2 

9.9 

14.2 

A 

LM, 

AMEVU.S.  GOVERNMENT 

* 

108.4 

2 

4.50 

0.87 

7.3 

7.7 

9.5 

14.9 

EK 

\ 

AVONDALE  GOVERNMENT 

43.3 

-4 

1.00 

0.53 

5.3 

7.8 

5.1 

EH 

BENHAM  GNMA  INCOME  LONG-TERM 

♦ 

257.3 

4 

No  load 

0.75 

8.3 

7.5 

9.1 

4.3 

LM. 

BIG  E  PATHFINDER  GOVERNMENT  PLUS 

39.2 

NM 

6.25 

0.20t 

9.8 

NA 

i 

BULL  &  BEAR  U.  S.  GOVT.  GUARAN. 
CAPITAL  PRESERVATION  TREASURY 

o  v 

49.4 
66.3 

10 
56 

No  load 
No  load 

1.96t 

0.75 

5.0 
5.2 

5.7 

10.2 
7.6 

12.0 
3.4 

M. 

' 

bU. 

CARDINAL  GOVERNMENT  GUARANTEED 

138.0 

-7 

4.75 

1.27 

7.1 

9.8 

11.0 

D-t 

CARNEGIE  GOVERNMENT  HIGH-YIELD  (c) 
CIGNA  GOVERNMENT  SECURITIES 

AVG 

50.3 
48.4 

-5 
10 

4.50 
5.00 

1.27t 
1.00f 

5.8 
6.4 

6.6 

6.9 
8.7 

5.3 
15.6 

UE 

lll] 

COLONIAL  GOVERNMENT  PLUS 
COLONIAL  U.  S.  GOVERNMENT 
COMMON  SENSE  GOVERNMENT 
COMPOSITE  U.  S.  GOVERNMENT 
CONTINENTAL  U.  S.  GOVERNMENT  PLUS 

2925.1 
56.4 
73.5 
82.8 
86.4 

-20 
39 
11 
-5 
37 

6.75 
4.75 
6.75 
4.00 
5.50** 

0.88t 
0.56f 

1.44 

0.88t 

2.27t 

8.7 
7.1 
5.9 
7.3 
5.8 

8.0 
6.2 

8.2 
10.1 
8.0 
9.5 
9.7 

21.1 

5.6 

15.2 

2.5 

7.5 

■ 

■Mi 

LU 

LLL 

LM 

LM 

CRITERION  U.  S.  GVT.  HIGH-YIELD 
DEAN  WITTER  GOVERNMENT  PLUS 

^> 

1228.9 
2005.3 

-20 
-5 

4.75 
5.00** 

1.08f 
1.50t 

6.2 

6.0 

5.7 

9.6 
7.9 

4.9 
15.7 

LM. 

L1_L 

DEAN  WITTER  U.  S.  GOVERNMENT 

# 

10340.2 

0 

5.00** 

1.21t 

6.7 

6.2 

10.2 

17.6 

_M 

DELAWARE  GOVERNMENT  INCOME  (d) 

AVG 

148.5 

75 

4.75 

1.02t 

6.6 

6.8 

9.2 

23.0 

LM 

DELAWARE  TREASURY  RESERV.  INV. 

♦    ♦    ♦                138.6 

0 

No  load 

0.88t 

6.7 

6.6 

7.6 

16.2 

lm 

DREXEL  SERIES  GOVERNMENT 

o  o 

203.9 

-42 

5.00** 

1.93t 

4.6 

4.1 

7.3 

23.0 

m 

DREYFUS  GNMA 

AVG 

1762.3 

-11 

No  load 

1.01t 

6.4 

6.1 

9.1 

25.2 

LM 

DREYFUS  U.  S.  GOVT.  INTERMEDIATE 

62.0 

52 

No  load 

0.19 

5.7 

9.5 

5.6 

EEX 

EATON  VANCE  GOVERNMENT  OBLIG. 

♦ 

321.7 

-14 

4.75 

1.41| 

7.4 

8.2 

10.2 

18.1 

B-Al 

EQUITEC  SIEBEL  U.  S.  GOVERNMENT 

261.7 

110 

5.00** 

2.04| 

7.7 

9.8 

2.0 

EB 

FIDELITY  GNMA 

AVG 

678.1 

-9 

No  load 

0.87 

7.2 

7.0 

8.5 

24.4 

■M. 

FIDELITY  GOVERNMENT  SECURITIES 
FIDELITY  SHORT-TERM  GOVERNMENT 
FIDELITY  MORTGAGE  SECURITIES 
FINANCIAL  INDEPENDENCE  US  TREAS. 

567.0 

107.5 

442.8 

66.9 

-16 

NM 

-11 

11 

No  load 

No  load 

No  load 

4.00 

0.82 
0.21 
0.90 
1.59t 

6.4 
6.7 

7.2 
6.8 

9.0 
4.8 
8.4 
4.9 

6.2    > 
1.7 
24.8 
0.3 

at 

i  1 1 

^ 

II! 

FIRST  INVESTORS  GOVERNMENT 

3-  o 

252.9 

-29 

7.25 

1.15T 

9.7 

6.6 

9.9 

30.0 

LB 

FIRST  TRUST  U.  S.  GOVERNMENT 
FLAG  TOTAL  RETURN  US  TREASURY 

243.0 
64.6 

-13 
NM 

4.75 
4.50 

0.96t 

1.12t 

7.5 

9.0 
2.8 

25.3 
4.2 

cm 

on 

FRANKLIN  ADJ.-RATE  MORTGAGE 
FRANKLIN  TAX  ADVD  U.  S.  GOVT. 

46.7 
42.9 

211 
356 

4.00 
4.00 

0.28t 
0.15 

8.6 
8.2 

8.2 
10.0 

27.0 
28.5 

rrs 

FRANKLIN  U.  S.  GOVERNMENT 

♦ 

11649.9 

-8 

4.00 

0.53 

7.4 

7.3 

10.2 

27.0 

-Ml 

FREEDOM  GOVERNMENT  PLUS 

153.7 

-11 

3.00** 

1.29t 

7.9 

8.5 

15.0 

■kl 

FUND  FOR  U.  S.  GOVERNMENT 

♦ 

1112.3 

1 

4.50 

0.69t 

7.5 

7.1 

9.5 

24.6 

LM| 

FUND  SOURCE  GOVERNMENT  INCOME  (e) 

o  o 

50.4 

-33 

1.75 

1.45t 

4.4 

3.8 

8.1 

7.1 

LHJ 

GOVERNMENT  INCOME 

1550.0 

-18 

1.75* 

0.62f 

7.2 

9.5 

24.6 

LM 

HANCOCK  HIGH-INCOME  FEDERAL 

83.7 

112 

4.75 

1.25t 

5.5 

10.3 

8.0 

OT 

HANCOCK  U.  S.  GVT.  GUAR.  MORTGAGE 

o  o 

384.7 

-8 

8.50 

0.88 

7.0 

6.8 

9.4 

10.5 

LI 

HANCOCK  U.  S.  GOVERNMENT 

o  o 

192.3 

-5 

8.50 

1.02 

5.7 

6.4 

8.9 

4.5 

»M. 

HIDDEN  STRENGTH  U.  S.  GOVT.  H/ Y 

63.1 

3 

4.75 

2.40t 

6.1 

9.6 

3.0 

QIC 

HOME  INVESTORS  GOVT.  GTD.  INCOME 

o 

169.4 

-10 

5.00" 

1.73t 

7.7 

5.8 

8.6 

9.5 

LI 

HUTTON  GOVERNMENT 

o    > 

2727.0 

-38 

5.00** 

1.S1T 

9.4 

5.3 

8.7 

9.0 

IDS  FEDERAL  INCOME 

♦ 

186.3 

14 

5.00 

o.eot 

8.9 

7.7 

8.1 

7.4 

^r 

INTEGRATED  INCOME  GOVT.  PLUS 

39.7 

14 

4.75 

0.37f 

8.3 

11.0 

18.6 

3 

INVESTMENT  PORTFOLIOS  GOVT.  PLUS 

^> 

6247.3 

1 

5.00" 

1.98t 

4.5 

5.9 

10.6 

6.0 

KEMPER  ENHANCED  GOVT.  INCOME 

72.2 

3 

4.50 

1.51 1 

4.8 

9.9 

7.0 

□: 

*  Includes  redemption  fee     **  Includes  deferred  soles  chorge. 
(c|  Formerly  Carnegie  Government  Intermediate,    (d)  Formerly 

See  page 

t  1 2(b)- 1  plan  in  effect.    $  Not  currently  accepting  new  accounts  or  deposits 
Delaware  Government  U.  S.  Govt,    (e)  Formerly  FS  Government  Securities 
117  for  an  explanation  ol  BW  Rating,  Trend,  and  other  terms 
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MUTUAL  FUND  SCOF 


_ 


V*  it  ilnaton  tlbat 
ilatk  iJona*  ©repfua,  3r. 


8 


l;.i*    romuletro   all   thr   rrqutrrmrnt*   prr»rribr6    in   ttjr  ^Curriculum  tn 

Sris  anti  *cirntr 

an  6  ttjai  in  rrrugnitum  of  thie   artamnirnt  tiff  JFanilru  of  Irtrigh.  Tlnrt>rr«tt£ 

mitb  thr  approbation  ano  ronarni  of  tljr  l$oaro  of  lLru»trr»  ranfrr* 

ttjr  tlrgrft  of 

S.uhflor  of  9rts 

totth  all  thr  rights  ano  pruiiirgrs  prrtanring  to  that  drarrr 

MM  ;it  trt^iyh  Unittrrsihj  ni  tijr  (Citoj  of  (tfrthlrtjnn  and  thr  (CcnnmontDralttj  of  ^mnmiteanta. 


In    krlfair    «f    111.     *.«.!>    .f     «.,,.!,.. 
Pr#aior«il   af   tf>.    Vaarft 
^...rtara    «f    tl)#    Maaro 


Ja    .rH-ll    .1    Hi.    Sa.*ll« 
|>r>aiarat  rf  l». 


•  .tr.lar»    «»    H<    Ja.alla 


IT'S  REMARKABLE  WHAT 

A  MUTUAL  FUND  CAN  ACHIEVE, 
A  FEW  SHARES  AT  A  TIME. 


With  tuition  rising  as  much  as 
(3 ,000  a  vcar,  the  question  of  whether 
your  children  will  be  able  to  go  to 
college  is  more  than  academic. 

It's  economic.  But  a  child  doesn't 
have  to  be  born  wealthy  to  go  to  col- 
lege m  eighteen  years.  A  good  educa- 
tion could  begin  with  a  gift  from  the 
grandparents  at  birth.  Ami  on  birthday  s. 

Intiwr  nuv  he  suh|al  k)  UK  MM  JikJ  tool  Uvrt  14«  3>l 


The  parents,  meanwhile,  can 
take  advantage  ot  our  automatic  sav- 
ings plan bv  having  a  set  amount  de- 
ducted from  their  bank  account  and 
credited  to  their  Dreyfus  Tax  Exempt 
Monev  Market  Fund  account,  for  e\- 
ample,  each  month. 

Free  of  charge 
No  matte,  how  it  is 


E>reyfus 

the  right  fund  at  the  right  time. 


deposited,  money  in  a  fund  like  this  is 
compounding  monthly,  free  of  Federal 
tax.  And  216  months  later  you'll  ex- 
claim. "Mv.  how  it's  grown!" 

For  more  complete  information, 
obtain  a  prospectus  bv  calling  1-800- 
645456Lext  2066. 


Please  read  it  careful l\ 
before  investing 


i y  a    A 
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RATING 

SIZE 

ASSETS 
SMIL. 

%  CHG. 
1987-88 

FEES 

SALES 
CHARGE  (%) 

EXPENSE 
RATIO  (%) 

PERFORMANCE 

TOTAL  RET.  (%) 

PORTFOLIO 

YIELD       MATURITY 
(YEARS) 

TREK  < 

3-YE^ I 
ANALYS 

f 

1  YR. 

3YRS. 

A   KEMPER  U.  S.  GOVERNMENT 
KEYSTONE  AMERICA  GOVERNMENT 

AVG 

4288.1 
64.8 

2 
-9 

4.50 

4.00** 

0.50 
1.30f 

6.4 
4.2 

8.3 

10.5 

8.1 

5.0 
8.0 

HE  m 

I   I   L  ju»f 

KIDDER  PEABODY  GOVERNMENT  INCOME 

o 

116.2 

-19 

5.00** 

0.81 1 

7.1 

5.5 

8.2 

27.7 

I    1    UUP 

LEXINGTON  GNMA  INCOME 

AVG 

97.4 

-9 

No  load 

1.08 

7.0 

6.8 

8.7 

12.0 

K  m 

LIBERTY  MUTUAL  U.  S.  GOVT.  GUAR. 

32.8 

74 

4.00 

0.85 

7.7 

9.3 

5.1 

m 

LORD  ABBETT  U.  S.  GOVERNMENT 

o  ^> 

1008.9 

30 

4.75 

0.89T 

7.8 

8.1 

11.3 

9.8 

IK 

MACKAY-SHIELDS  GOVERNMENT  PUIS 

462.7 

27 

5.00** 

1.93f 

6.4 

11.6 

5.1 

MERRILL  LYNCH  FEDERAL  SECURITIES 

AVG 

3124.9 

-31 

6.25 

0.69| 

7.7 

7.6 

9.4 

6.8 

'Km 

MERRILL  LYNCH  RET.  INCOME 

1808.2 

-5 

4.00** 

1.37f 

7.0 

8.7 

7.0 

□lira 

METUFE-STATE  STREET  GOVT.  INC 

1410.2 

-25 

No  load 

1.04| 

6.5 

9.8 

12.0 

LLldJKKI 

MFS  GOVERNMENT  GUARANTEED 

o 

364.8 

-6 

4.75 

1.35f 

6.4 

5.8 

9.5 

10.6 

LMIlM 

MFS  GOVERNMENT  HIGH-YIELD 
MFS  LIFETIME  GOVT.  IHCOME  PLUS 

1289.1 
3087.7 

13 
79 

4.75 
6.00** 

1.30| 

2.02| 

7.5 
6.2 

8.1 
7.3 

10.0 
8.8 

CLSjKM 

LLL  uiu 

MIDWEST  INCOME  INTERM.  TERM  GOVT. 
MUTUAL  OF  OMAHA  AMERICA 

AVG 
AVG 

48.4 
52.3 

-1 
-1 

2.00 
No  load 

1.04t 
1.03 

4.8 
8.3 

6.1 
6.6 

7.5 
8.7 

4.4 
8.0 

LM  kuu 

LM  urn 

HATIOHAL  FEDERAL 

NEW  ENGLAND  GOVERNMENT 

o  o  o 
o  o 

708.7 
179.1 

-26 

-7 

6.75 
6.50 

0.86 
1.24| 

4.1 
7.7 

2.5 
6.5 

11.1 
7.7 

10.0 
10.0 

LLL  new 

1U1I 

OPPENHEIMERGHMA 

58.7 

2 

4.75 

1.12t 

6.6 

9.1 

4.0 

EM  nun 

OPPENHEIMER  U.  S.  GOVERNMENT 
PAINEWEBBER  FIXED  INCOME  GNMA 

o 

210.8 
1217.2 

11 
-38 

6.75 
4.25 

1.13t 
0.67 

6.0 
7.4 

6.7 
6.3 

8.9 
9.1 

4.0 
11.6 

LM  nun 

LM  ni/Ff 

PILGRIM  GNMA 

PIPER  JAf  FRAY  GOVERNMENT  INCOME 

T.ROWE  PRICE  GNMA 

AVG 

158.6 

59.4 

360.1 

-25 

-19 

8 

4.75 

4.00 

No  load 

0.98t 
1.25t 
0.99 

7.4 
7.1 
5.9 

5.2 
5.8 

9.8 

8.7 

10.1 

11.0 

10.0 

7.9 

Br/it 

1    1    L  WIKI 

LM  mail 

PRINCIPAL  PRES.  GOVERNMENT  PLUS 
PRIHCOR  GOVERMENT  INCOME 

32.7 
56.4 

8 
-9 

4.50 
5.00 

1.20 
0.8  If 

7.3 
8.8 

8.1 
7.1 

8.3 
9.5 

26.0 
25.8 

mi 

LMuim. 

PRUDENTIAL-BACHE  GNMA 
PRUDENTIAL-BACHE  GOVT.  PLUS 
PRUDENTIAL-BACHE  GOVT.  PLUS  II 
PRUDENTIAL-BACHE  GOVT.  IHTERMED. 
PUTNAM  CAPITAL  PRESFRV.  INCOME 

o 

AVG 

236.6 

3914.2 

157.5 

454.9 

60.8 

-10 

7 

-25 

-24 

9 

5.00** 
5.00** 
5.00** 
No  load 
4.75 

1.51 1 

1.35t 
2.01 1 
0.83f 
0.32t 

4.5 
8.1 
6.1 
4.7 
3.4 

5.5 
6.7 

6.6 

8.2 
6.9 
7.3 
10.9 
7.6 

26.9 
19.4  , 
23.3 
10.0 

3.7 

LM  iii 

LM  nhid 

Lk-  ins. 

B*M 

Knuc 

ULi 

BtBl 

PUTNAM  GNMA  PLUS 

1226.9 

-39 

4.75 

0.92t 

5.8 

8.8 

10.0 

as 

"nun 

PUTNAM  HIGH-INCOME  GOVERNMENT 

o  o  o 

8824.7 

-20 

6.75 

0.73  f 

5.1 

5.9 

8.8 

16.2 

—  *• 

PUTNAM  U.  S.  GOVT.  GUARANTEED 

# 

1347.2 

9 

4.75 

0.58 

7.6 

7.7 

10.1 

10.2 

mi/11 

RETIREMENT  PUNNING  BOND 

o  o 

69.9 

-1 

5.00" 

2.31 1 

5.7 

5.4 

10.0 

25.0 

CHm 

RODNEY  SQ.  BENCHMARK  U.  S.  TREAS. 

55.4 

-45 

No  load 

1.20t 

-4.2 

8.2 

25.5 

idhpi 

BCUIFO 

SCUDDERGNMA 

AVG 

248.0 

6 

No  load 

1.04 

6.8 

6.4 

9.2 

10.0 

SELIGMAN  SECURED  MORTGAGE  INCOME 

^> 

56.3 

25 

4.75 

1.05t 

8.8 

7.8 

9.6 

23.1 

^JSIWRI 

SEUGMAN  U.  S.  GOVERNMEHT  GUAR. 

o  o 

106.7 

-14 

4.75 

1.09t 

7.8 

6.8 

8.6 

14.2 

*-yMnii) 

SHEARSON  LEHMAH  IHTERMED.  GOVT. 

AVG 

41.9 

8 

5.00" 

1.80t 

4.5 

5.6 

6.3 

2.3 

[-Jma 

SHEARSON  LEHMAN  LONG-TERM  GOVT. 

O  o 

921.3 

-32 

5.00" 

1.60t 

5.2 

4.6 

8.2 

14.5 

SHEARSON  LEHMAN  MANAGED  GOVT. 

AVG 

735.4 

-31 

5.00 

0.78 

7.2 

6.6 

9.3 

7.8 

SHEARSON  LEHMAN  MORTGAGE  SECS. 

73.2 

23 

5.00" 

1.76t 

6.1 

8.8 

NA 

jzjJUttW 

SMITH  BARNEY  U.  S.  GOVERNMENT 

AVG 

328.4 

-11 

4.00 

0.42 

8.6 

7.3 

9.6 

28.9 

'-^■Nro 

THOMSON  MCKINNON  U.  S.  GOVERNMENT 

o 

675.1 

-11 

5.00" 

1.70T 

6.0 

6.0 

9.2 

4.4 

^^SAOJl. 

TRUSTFUMDS  CASH  +  INTERM.  GOVT. 

100.2 

34 

No  load 

0.45t 

4.8 

7.8 

3.2 

•mi 

TRUSTFUNDS  CASH  +  S/T  GOVT. 

55.3 

-5 

No  load 

0.-45f 

6.1 

8.3 

1.5 

TWENTIETH  CEKTURY  U.  S.  GOVT. 

♦  * 

424.4 

19 

No  load 

1.00 

5.6 

6.4 

8.9 

2.3 

^^^Ul 

U.  S.  GOVERNMENT  HIGH-INCOME 

82.3 

1 

4.50 

1.1 5t 

5.8 

18.5 

um 

UNITED  GOVERNMENT 

o 

122.7 

-16 

4.25 

0.77 

7.3 

6.8 

7.9 

15.4 

■J»KWi 

VALUE  LINE  U.  S.  GOVERNMENT 

♦ 

249.6 

5 

No  load 

0.67 

8.0 

7.4 

8.7 

21.0 

LM» 

Ni 

*  Includes  redemption  fee     **  Includes  deferrec 

sales  charge,    t  12(b)- 1  plan  in  effect,    t  Not 

currently  accept 

ng  new  accounts  or  deposits 

NA  = 

Not  available.    NM  = 

Not  meonin, 

See  page  117  lor  an  explanation  of  BW  Rating,  Trend,  and  ether  terms 
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MUTUAL  FUND  SCORb 


UTUAL  FUND  SCOREBOARD 

RATING 


SIZE 

I  MIL 


%  CHG 
198/88 


SAlt",  Ml" 

CHARGE  (%)     RATIO  1%) 


PERFORMANCE 

TOTAL  RET.  1%) 

I  fk 


PORTFOLIO  TREND 

hud     maturity  i  rtA* 

'flARSI  AN> 


U  S.  GOVERNMENT 
rUARD  FIXED  INCOME  GNMA 
«  UARD  FIXED  INCOME  ST  GOVT. 
«  -HARD  FIXED  INCOME  U.  S.  TREA 
SECURITIES 


■.GOVERNMENT 

NflNIClPA 


3820.3  -21 

1882  2  1 

142.3  16 

1508  106 

789  4 


4.90  068t 

Noload  0  35 

No  load  0.35 

No  load  0.32 

Noload  0  82 


7.6 
88 
5  7 
92 
7.9 


/  i 

I', 


94 
95 
82 
8  5 
79 


233 

86 

28 

295 

185 


NICIPAL 

'  INSURED  II  GENERAL  BOND 
INSURED  II  SHORT-TERM 
I  MUNI  INSURED  NATIONAL 


AVG 
AVG 

o  o  o 


3543 

793 

102.2 


41 
13 

-1 


Noload         0.92 
Noload  127 

400  1.14T 


11.7 

4.0 

13  6 


8.4 
5.0 

4.8 


6.2 
5.0 
7.3 


21.0 

50 

24.0 


:  MUNI  NATIONAL 

!  MUNI  INSURED  CALIFORNIA 
I  CAPITAL  MUNICIPAL  BOND 
I  CAPITAL  T/l  NIGH-YIELD 

I  TAX-EXEMPT  FUND  OF  U 


o  o  o 


71.1 

46.0 
198  6 


34 
62 
20 


214.4  39 

48.9  40 


4.00  0.55T 

4.00  0.35t 

4.75  0.69 

4.75  0.851 

4.75  0.93T 


12.8 
11.7 

14.0 
7.5 
8.4 


74 
7.7 
5.2 


75  280 

6.9  24.0 

7.7  25.3 

9.3  222 

5.9  23.2 


I  CALIFORNIA  T  F  INTERMED  AVG  163.7  17  Noload  0  65  5.9  6.3  6.2  5  2 

I  CALIFORNIA  T/FIONG-TERM  O    O  160.7  2  Noload  0.65  10.5  7.6  7.0  24.5 

II A  TAX-EXEMPT  BONDS  AVG  94  2  9                     4.50  0.77  11.4  9.3  7.1  22  0 

II A  TAX-FREE  INCOME  47.9  72  Noload  0.61  11.9  7.7  24.1 

n   FRESERV   LIMITED-TERM  ♦    ♦  ♦                 145.4  -2                     2.00  0.81  6.8  6.1  5.6  1.0 


fT  FRE5IRV   LONG-TERM  O    O 

MUNKIPAIB0ND  O 
L  CALIFORNIA  TAX-EXEMPT 

TAX-EXEMPT  HIGH- YIELD  ♦ 

.TAX-EXEMPT  INSURED  >    O 


43.1 

243.5 

135.7 

1412.8 

108.2 


-12 

3 
21 
11 


4.50  0.85T 

5.00  0.87t 

4.75  0.36f 

4.75  0.82t 

4.75  0.88t 


10.3 
12.3 
12.0 
10.4 

11.1 


8.1 
10.1 

8.7 
8.5 


6.8  24.0 

7.2  24.0 

7.1  24.6 

79  22.0 

6.8  24.5 


JNKIPALROND  ♦ 

in  TAX-EXEMPT  BOND  ♦ 

-FREE  UMITED   TERM  ♦     ♦ 

OTTER  CA.  TAX-FREE  INCOME  O    O 

t  NEW  TORN  T/F  INCOME  > 


140.8 

94.2 

60.8 

429.5 

128.3 


19 
13 
-19 
18 
14 


2.00*  0.63 

4.00  0.85T 

1.50  0.73 

5.00"  1.25f 

5.00"  1.40T 


9.9 
10.6 

7.3 
11.2 
11.1 


9.1 
9.2 
7.6 
7.9 
8.7 


6.1 
7.2 
6.9 
6.2 
6.4 


19.1 

7.8 

5.3 

22.5 

25.6 


I  TAX-EXEMPT  SECS. 
E  T/F  INCOME  USA  INSURED  (0 
E  T/F  INCOME  USA  SERIES  (0 
-FREE  INCOME  PENNSTIVANIA 
E  EXEMPT  FLEX 


O    O 
AVG 

AVG 


906.1  1 

47.6  10 

427.1  17 

527.0  21 

150.0  21 


400  0.54 

4.75  082 

4.75  0.77 

4.75  0.78 

4.00  0.77 


13.2 
10.5 
14.2 
12.4 
10.3 


9.2 
9.6 
11.0 
9.7 
8.7 


7.5  24.3 

6.9  24.2 

7.4  25.8 

7.2  22.4 

6.9  17.8 


i  CALIFORNIA  T   E  BOND  AVG 

INSURED  TAX-EXEMPT  BOND  AVG 

.  I NTERM  EM  ATE  TAX-EXEMPT  ♦    ♦ 

I  MASSACHUSETTS  TAX-EXEMPT  AVG 
NEW  JERSEY  TAX   EXEMPT 


1281.4  14 

182.2  4 

1048.1  7 

92.8  19 

174  8  16 


Noload  0.71 

Noload  0.90t 

No  load  0.73 

Noload  0.79 

Noload  0.1 5t 


9.6 
10.2 

8.0 
10.5 
12.6 


8.3 
8.2 
8.0 
8.0 


7.3 
6.9 
7.2 
7.0 
7.2 


25.9 
26.1 
8.8 
24.3 
248 


I  US  NEW  YORK  T  E  INSURED 
US  NEW  YORK  T   E  BOND 

I  US  NEW  TORN  T  E  INTERMED. 
US  SHORT   INTERMEDIATE!   E 

I  US  TAX-EXEMPT  BOND 

E  MUTUAL  KENTUCKY  TAX    FREE 

VANCE  CALIFORNIA  MUNICIPAL 

VANCE  NIGH-YIELD  MUNICIPAL 

VANCE  MUNICIPAL  BOND 

I E  BUILDER  TAX   FREE  BOND 

■t  redemption  tr«* 
[  nly  a  DMC  fund 


AVG 


446 

1559  4 

485 

61  4 

33466 


73 

10 

21 

61 

8 


Noload  0.05t 

Noload  0  72 

Noload  0  14t 

No  load  0  00f 

Noload  0.71 


11.3 

10.1 

98 

5.7 

11.5 


79 


88 


6.8 
73 
6.9 
5.9 
7.4 


21.2 

25.0 

9.5 

18 

238 


o  o  o 


643 

214  4 

8680 

632 

620 


3 
11 

6 
22 

17 


Noload 
6  00" 
600" 
475 
4  75 


0.40 
1.97t 
1  93t 
082 
1  34 


104 
89 
10.6 
128 
100 


85 
67 
65 
102 
8.3 


7.2 
70 
79 
73 
60 


18.1 
242 
238 
262 
21  0 


rrm 


EEC 


I 


I  2(b)  1  plon  in  effect     i  No'  currently  accepting  new  accountt  or  depoiitt     NA        Not  ovoiloble     NM         Not  meonincjrur 
17   tor  an  oplooation  oi  BW  Katme.  Trend,  and  ether  term.  DATA    MORNINGSTAR  INC 
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RATING 

SIZE 

ASSETS 
$MIL. 

%  CHG. 
1987-88 

FEES 

SALES 
CHARGE  (%) 

EXPENSE 
RATIO  (%) 

PERFORMANCE 

TOTAL  RET.  (%) 

PORTFOLIO 

YIELD      MATURITY 
(YEARS) 

TRENE. 

3-YfcVU 
ANALY-, 

1 

1  YR. 

3YRS. 

4 

FEDERATED  SHORT-INTERMED.  MUNI. 

♦    ♦ 

255.4 

-14 

No  load 

0.46 

5.6 

5.1 

5.5 

1.6 

LK 

FEDERATED  TAX-FREE  INCOME 

* 

436.4 

18 

4.50 

0.68t 

11.3 

10.2 

7.0 

27.0 

FIDEUTY  AGGRESSIVE  TAX-FREE 

♦    ♦    ♦ 

452.9 

29 

1.00* 

0.74 

13.3 

10.6 

7.9 

22.9 

FIDELITY  CA  TAX-FREE  HIGH- YIELD 

V 

460.9 

20 

No  load 

0.73 

11.8 

8.2 

6.9 

25.4 

HO 

FIDELITY  CA  TAX-FREE  INSURED 

58.2 

7 

No  load 

0.65 

11.6 

6.4 

24.4 

□J 

* 

i 

FIDELITY  CONNECTICUT  TAX-FREE 

80.2 

801 

No  load 

0.43 

10.1 

6.8 

19.7 

of 

FIDELITY  LIMITED-TERM  MUNICIPALS 
FIDEUTY  MASSACHUSETTS  TAX-FREE 

* 

438.7 
602.5 

-4 
12 

No  load 
No  load 

0.68 
0.62 

8.2 
10.7 

8.1 
8.5 

6.5 
7.3 

10.3 
24.1 

EH 

FIDEUTY  MICHIGAN  TAX-FREE 

♦ 

169.2 

32 

No  load 

0.81 

13.0 

9.1 

7.0 

21.6 

FIDEUTY  MINNESOTA  TAX-FREE 

o 

99.0 

25 

No  load 

0.90 

12.6 

8.3 

6.9 

25.0 

FIDEUTY  HI  TAX-FREE  HIGH- YIELD 

95.6 

25 

No  load 

0.00 

7.2 

23.4 

FIDEUTY  HEW  YORK  T/F  HIGH- YIELD 

AVG 

343.7 

8 

No  load 

0.67 

11.9 

8.5 

6.8 

26.7 

FIDEUTY  HEW  YORK  T/F  INSURED 

o 

173.0 

8 

No  load 

0.67 

11.2 

8.2 

6.4 

22.9 

FIDELITY  PA  T/F  HIGH- YIELD 
FIDEUTY  SHORT-TERM  TAX-FREE 

61.6 
76.0 

48 
29 

No  load 
No  load 

0.87 

0.60 

14.3 
4.9 

6.8 
5.5 

23.4 
2.8 

FIDEUTY  STATE  TAX-FREE  OHIO 
FIDEUTY  T/F  HIGH- YIELD  MUHI. 

AVG 

152.3 
1614.7 

31 
3 

No  load 
No  load 

0.79 

0.57 

12.9 
12.2 

8.7 
8.0 

6.9 
7.3 

21.4 
24.7 

FIDEUTY  TAX-FREE  MUNICIPAL 

♦  ♦ 

980.2 

8 

No  load 

0.57 

12.3 

9.8 

7.0 

25.0 

FINANCIAL  TAX-FREE  INCOME 
FIRST  INVESTORS  NEW  YORK  T/F 

AVG 

121.6 
120.5 

18 
16 

No  load 
7.25 

0.77 
1.09t 

15.1 
9.1 

10.5 
7.8 

6.9 
6.0 

26.1 
26.1 

E 

FIRST  INVESTORS  TAX-EXEMPT 

AVG 

966.7 

14 

7.25 

1.09t 

9.9 

8.6 

6.7 

25.4 

B*Mp 

FLAGSHIP  TAX-EXEMPT  KY  TRIPLE 

56.6 

12 

4.20 

0.90t 

13.5 

7.0 

22.0 

oj 

FLAGSHIP  TAX-EXEMPT  Ml  TRIPLE 

AVG 

78.4 

8 

4.20 

0.95t 

12.5 

10.1 

6.9 

22.0 

■u 

FLAGSHIP  TAX-EXEMPT  HC  TRIPLE 

73.3 

11 

4.20 

0.95t 

12.6 

6.7 

24.0 

LJ 

FLAGSHIP  TAX-EXEMPT  OH  DOUBLE 

AVG 

170.3 

14 

4.20 

0.95t 

13.1 

9.2 

6.9 

22.0 

■h-1 

FLAGSHIP  TAX-EXEMPT  TH  DOUBLE 

45.5 

4450 

4.20 

0.85| 

12.6 

7.1 

24.0 

en 

FRANKLIN  CALIFORNIA  INS.  T/F 

o  o  o 

218.3 

5 

4.00 

0.62 

12.1 

8.6 

6.6 

27.0 

FRANKLIN  CALIFORNIA  TAX-FREE 

♦ 

8434.0 

16 

4.00 

0.49 

12.0 

9.0 

7.5 

24.0 

Safe 

FRANKLIN  FEDERAL  T/F  INCOME 

AVG 

3458.1 

33 

4.00 

0.52 

14.2 

9.7 

8.2 

26.0 

■_! 

FRANKLIN  HIGH- YIELD  T/F  IHCOME 

582.4 

754 

4.00 

0.65 

13.9 

9.1 

25.0 

□■ 

FRANKLIN  INSURED  T/F  IHCOME 

^> 

489.2 

71 

4.00 

0.58 

12.8 

9.2 

7.7 

23.0 

KJ 

FRANKLIN  MA  IKS.  T/F  IHCOME 

o  o  o 

107.0 

16 

4.00 

0.72 

12.4 

7.7 

6.8 

25.0 

HJ 

FRAHKLIH  Ml  INS.  T/F  INCOME 

o  o 

360.0 

35 

4.00 

0.68 

12.9 

8.7 

7.2 

22.0 

EJ 

M 
unit  i 
muni 
"trust 

FRANKLIN  MN IHS.  T/F  IHCOME 

o  o 

176.0 

24 

4.00 

0.75 

13.3 

8.8 

7.0 

24.0 

FRAHKLIH  NY  T/F  INCOME 

o 

2664.4 

11 

4.00 

0.51 

12.4 

8.8 

7.7 

27.0 

HJ 

FRAHKLIN  OH  IHS.  T/F  IHCOME 

o  o 

199.3 

11 

.00 

0.76 

13.8 

8.8 

6.6 

23.0 

mJ 

FRAHKUN  PA  T/F  INCOME 

562.4 

1324 

4.00 

0.49 

13.6 

7.6 

25.0 

LLl 

sents 

FRANKUN  PR  T/F  INCOME 

O  Q 

81.0 

38 

4.00 

0.72 

12.2 

3.1 

7.5 

21.0 

yjlportlc 

FREEDOM  MANAGED  TAX-EXEMPT  BOND 

59.7 

497 

3.00** 

0.74t 

13.7 

7.0 

23.8 

□J  youvv 

GENERAL  HY     E  INTERMEDIATE  BOHD  (g) 

♦ 

44.6 

-16 

No  load 

1.10t 

5.9 

7.6 

5.5 

9.5 

■M. 

incom 

HANCOCK  TAX  EX  ^PT  INCOME 

♦ 

361.0 

1 

4.75 

0.82t 

11.4 

10.6 

6.6 

25.9 

■■ 

That's 

HAWAIIAN  TAX-FREE 

AVG 

241.8 

16 

4.00 

0.77 

8.5 

8.3 

7.0 

18.6 

k*Mi 

to  its 

IPS  C  AUFORNIA  TAX-EXEMPT 

63.1 

58 

5.00 

0.75t 

10.6 

6.6 

25.4 

LU 

•First 
dent 
free 
well 

IDS      ;H  YIELD  TAX  EXEMPT 

♦ 

4069.9 

9 

5.00 

0.61 1 

9.9 

9.8 

7.6 

20.5 

■■* 

IDS  IK  s'lRED  TAX-EXEMPT 

55.5 

49 

5.00 

0.70t 

9.7 

6.5 

22.6 

-» 

idsmik:  esca  tax-exempt 

81.7 

64 

5.00 

0.63t 

9.3 

6.8 

22.7 

ECS 

IDS  TAX-LXEMT  BOND 

^> 

927.0 

5 

5.00 

0.61 1 

8.2 

9.2 

7.1 

19.7 

WOk 

'Seco 

« in 

*  Thirc 
diver 

ingb 
your 

INTEGRATE  IMS  (RED  TAX-FREE  S/T 

^> 

110.4 

-3 

4.75 

1.28t 

10.7 

7.4 

6.8 

25.9 

urn 

INVESTMENT  TR.  OF  BOSTON  MA  T/F 

o 

50.8 

-7 

4.25 

1.40t 

9.7 

8.7 

6.6 

15.0 

■m 

KEMPER  CALIFORNIA  T/F  INCOME 

♦ 

415.3 

34 

4.50 

0.63 

7.5 

9.6 

7.0 

15.0 

*  Includes  redemption  fee.    **  Includes  deferred  sales  charge,    t  12(b)- 1  plan  in  effect,    f  Not  currently  accepting  new  accounts  or  deposit 
(g)  Formerly  Dreyfus  Park  Ave.  NY  T/E  Intermediate  Bond. 

See  page  117  for  an  explanation  of  BW  Rating,  Trend,  and  other  terms 
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MUTUAL  FUND  SCORES* 

k*. 

Unit  Investment  Trusts 


"If  you  don't  like  their  tax 
plan,  we'll  show  you 
how  to  write  your  own." 


Reconsider  your  tax  planning  with  a  special 

investment  that  lets  you  enjoy  the  tax-free  advantages 

of  municipal  bonds-and  more! 


The  Municipal  Investment  Trust  Fund  (MITF),  a 
unit  investment  irust  is  simply  a  fixed  portfolio  of 
municipal  bonds.  This  portfolio  is  put  into  a 
"trust"  that's  divided  into  units.  Each  unit  repre- 
sents fractional  ownership  of  all  the  bonds  in  the 
portfolio.  For  the  number  of  units  you  purchase, 
you  will  receive  a  proportionate  share  of  the  net 
income  and  the  value  of  those  bonds. 

That's  basically  how  a  UIT  works.  But  let's  get  on 
to  its  advantages. 

•  First,  the  income  is  federally  tax-free.  And  depen- 
dent upon  where  you  live,  the  income  may  be 
free  of  state  and  local  personal  income  taxes  as 
well.  (Capital  gains  are  subject  to  tax.) 

•  Second,  the  return  is  attractive  when  you  look 
at  investments  of  comparable  quality. 

•  Third,  the  MITF  reduces  your  risk  through 
diversification  and  in  some  cases  the  underly- 
ing bonds  are  insured  for  added  protection  of 
your  principal. 


With  our  Municipal  UITs  you  can  also  benefit  by 
receiving  income  on  a  convenient  monthly  basis. 

Free  prospectuses  with  more  complete  information 
including  charges  and  expenses  are  available. 
Please  read  the  prospectus  carefully  before  you 
invest  or  send  money. 

For  a  free  brochure  about  Unit  Investment  Trusts 

Call  1-800-223-0507,  Ext.  598 

in  New  Jersey  call  1-800-223-0509,  Ext.  598 
or  write:  Unit  Investment  Trusts, 
P.O.  Box  5212,  Clifton,  NJ  07015 

Merrill  Lynch 

Shearson  Lehman  Hutton 
Prudential-Bache  Securities 
Dean  Witter 
PaineWebber         bw2279 


MSffi®sm?\ 


At  the  top  and  bottom  of  the  hour,  timely,  accurate  news. 


Fifteen  minutes  after  and  quarter  to  the  hour, 
financial  advice  for  today's  consumer. 


Ei©! 

Jl 

IhhbihhI 

TWenty  after  and  ten  minutes  to  the  hour, 
action-packed  reports  keep  you  ahead  of  the  game. 


Twenty-five  past  and  five  minutes  to  the  hour, 
trends  and  trendsetters  of  today. .  .and  tomorrow! 
The  first  word,  every  30  minutes,  24  hours  a  day. 
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Mutual  fund  scoreboard 


RATING 


SIZI 

I  Mil 


%  CHG 
1987  N 


SALES  EXf" 

CHARGE  (%)     RATIO!*/.) 


PERFORMANCE 

TOTAL  RET  (V.) 


I    <V 


3YRS 


PORTFOLIO 

<  ■     ■ ,         VAT   JUT  f 

aRS) 


TREND 

)    frA> 

ANA 


II  R  MUNICIPAL  BOND  ♦     ♦ 

II  INI  AMERICA  TAX-FREE  INCOME 

EY  »NI  TAX-EXEMPT  > 

El  INI  TAX-FREE  ♦    ♦ 

II  .ARK  NY  TAX-FREE  INCOME 


1557  4  23 

178.4  -7 

536  3  12 

8999  1 

699  2 


450  051 

400"  1391 

400"  1731 

400"  1  74j 

No  load  1 .25 1 


87 
108 

12.2 
109 
11  2 


10  1 


87 
94 


7.8 
8  7 
6.8 
76 
6.1 


150 
27  0 
22  0 
23.0 
234 


MIDTERM  MUNICIPAL  NATIONAL  ♦     ♦  ♦                172  8  34  2  75  1.161  7  8  7  8  6  6  5  0 

M]  B8ETT  T/F  INCOME  CA  >      >  89.0  24  4  75  0  541  11.3  94  70  263 

HI  BBETTT/F  INCOME  NATIONAL  ♦  284.6  10  4.75  0  62  12.6  10  8  7  0  24  7 

m  BBETTTF  INCOME  NEW  YORK  AVG  139.3  17  4.75  066  12.1  9.9  71  26.2 

HI  IAN  BROTHERHOOD  MUNICIPAL  ♦    ♦  2991  9  5  00  0  95  108  10  7  7.2  25  3 


CLM 


AC  Y-SHIELDS  TAX-FREE  BOND 

U  U  LYNCH  CA  MUNI.  B 

II  LL  LYNCH  MUNI  HIGH-  YLD.  A 

Bl  U  LYNCH  MUNI  INSURED  A 

(R  LL  LYNCH  MUNI  LIMITED  MAT. 

F.R  J.  LYNCH  MUNI  INCOME  MUNI  B 

0|  1  LYNCH  NY  MUNI.  B 

FS  ETIME  MANAGED  MUNICIPAL 

H  4NA6ED  CALIFORNIA  T/E 

FS  .NAGED  HIGH- YIELD  MUNICIPAL 


> 
AVG 


89.2  26 

632.5  4 

1439.3  -5 

1959.6  -2 

472.4  -25 


5.00"  1.57T 

4.00"  1.161 

4.00  0.55 

4.00  052 

0.75  0.42 


9.4 

9.3 

11  7 

10.8 

5.9 


8.3 
9.9 
9.5 
5.5 


7.2  25.0 
64  230 
75  22.2 

7.3  20.5 
5.8  1.0 


AVG 
AVG 


148.4  -16 

633.2  -3 

254.0  35 

57.7  2 

322.7  -7 


2.00"  0.78t 

4.00"  1.171 

6.00"  2.031 

4.75  1.221 

4.751  105 


6.4 

9.9 

12.9 

10.9 

9.1 


8.5 


10.0 
7.6 


6.1 
6.4 
6.1 
6.2 
8.5 


8.7 
24.5 
27.0 
25.3 
19.4 


CCCl 


FS)  iNAGID  MUNI  BOND  MA 

EAGED  MUNI  BOND  MD 
AGED  MUNI  BOND  NC 
AGED  MUNI  BOND  SC 
AGED  MUNI  BOND  VA 

i 


AVG 
AVG 
AVG 

♦ 
AVG 


210.8  -3 

82.5  6 

122.6  16 

43.3  33 

2026  9 


4.75  1.061 

4.75  1.121 

4.75  1.091 

4.75  0.811 

4.75  1.081 


10.4 
10.8 
9.7 
11.1 
11.2 


9.0 
8.9 
8.8 
9.9 
9.1 


6.8 
6.4 
6.6 
6.9 
6.8 


22.9 
24.4 
19.6 
20.9 
23.8 


\NAGED  MUNI  BOND  ♦ 
I  OF  OMAHA  TAX-FREE  INCOME  > 

lAL  TAX-EXEMPT  BONDS  AVG 

ill  WIDE  TAX-FREE 

W  GLAND  TAX-EXEMPT  INCOME  > 


1004.0  7 

324.1  5 

85.0  6 

53.5  31 

131.8  5 


4.75  0.61 

8.00  0.64 

4.50  0.77 

5.00"  0.961 

4.50  0.981 


11.7 
12.3 
11.6 
10.1 
11.5 


10.4 
10.6 
10.2 

9.7 


7.0  22.3 

7.2  23.0 

7.3  10.0 
6.7  19.5 
6.3  20.0 


IN)  RK  MUNI                   .  >  >  ->                229.9  3  Noload  2.101  11.7  6.7  7.2  18.0 

nil  INS.  T/F  BOND  NATIONAL  61.2  65  4.00  0.87  12.8  6.7  26.0 

IV1    MUNICIPAL  BOND  ♦  *t>  993.4  18  4.00  0.64  104  10  4  6.9  230 

J IEIMER  NEW  YORK  TAX-EXEMPT  O  O  O               133.5  56  4.75  0.901  8.7  8.5  7.0  20  0 

I IEIMER  TAX-FREE  BOND  >  >  >                172.0  29  4.75  0.721  9.5  9.4  7.4  20.0 


I  ■  PRICE  T/F  HIGH-YIELD  ♦  ♦  ♦               3124  25  Noload  0.93  11.2  103  7.4  209 

|  PRICE  T  F  INCOME  >  10216  0  Noload  0.66  7.9  7.4  6.8  23  6 

■  PRICE T  F SHORT INTERM.  "#■  ♦  267.2  -3  Noload  0  74  5  0  5.5  5.5  1.7 

|  *AL  PRES.  TAX-EXEMPT  PLUS  >  >  >                  85.4  -20                    4  50  120  6  0  3  3  6.8  17  0 

IrTUL-BACHE  CALIFORNIA  MUNI  >  O  158.6  20                    500"  1111  96  72  63  200 


Ul  TIAL  BflCHE  MUNI  HIGH-YIELD 
Ul  TIAL  BACHI  MUNI  INSURED 
WlTIAL-BACHEMUNIAZ 
IMj  TIAL-BACHE  MUNI  MA 
Ui  TIAL-BACHE  MUNI  Ml 


209.8  77 

183.0  79 

53  8  11 

47  7  22 

42.7  12 


500"  0041 

5  00"  0  051 

5.00"  1.271 

500"  1221 

500"  1371 


15.8 
12  2 
9.6 
10.2 
110 


86  230 

6  6  210 

63  229 
65  250 

64  230 


HORIZON  CALIFORNIA  T/E  >      >                        88.4  3  4.50  1.311  8.6  8  0               6.7  23.0 

EBBERCATE  INCOME  >      >      >                166.3  8  4.25  0.72  10.2  9.8                7.4  22  0 

IBBER  HIGH-YIELD  MUNI  BOND  53.2  17  4.25  0.55  14.5                              8.2  23  0             I    I    ■ 

IN)  EBBER  TAX-EXEMPT  INCOME  >      >                       312  5  -2  4.25  0.75  10.8  9.6               7.3  25  0             HNHNhI 

PRICE  MARYLAND TF  BOND  100  3  84  Noload  0.93  8.9                              6.1  19.8             I    I    U 


nnm 


redemption  fee 


Include*  deterred  tales  charge     I 
S»»  pe>9*   I 


12(b)  1  plan  in  effect.    J  Not  currently  accepting  new  account!  or  deposits 
17  for  an  •■plantation  of  »W  Rotlnq,  Trend,  and  other  terms 


Not  available     nv        r-^ot  meaningful 
DATA:  MORNINGSTAR  INC 
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RATING 

SIZE 

ASSETS 
$MIL 

%  CHG. 
1987-88 

FEES 

SALES 
CHARGE  (%) 

EXPENSE 
RATIO  (%) 

PERFORMANCE 

TOTAL  RET.  (%) 

PORTFOLIO 

YIELD      MATURITY 
(YEARS) 

TRENB 

3-YE/s 

1  YR. 

3YRS. 

ANAlY3fc^7 

PRUDENTIAL-BACHE  MUNI  NJ 

57.0 

61 

5.00** 

0.07f 

5.7 

NA 

lllfff 

A 

PRUDENTIAL-BACHE  MUNI  NY 

o  o 

o 

617.7 

112 

5.00** 

l.lOt 

9.6 

6.8 

6.4 

15.0 

'*""M  IKK  III 

1 

PRUDENTIAL-BACHE  MUNI  NC 

47.1 

23 

5.00** 

1.34t 

10.5 

6.3 

23.1 

*— ■"  IPHTJ 

PRUDENTIAL-BACHE  MUNI  OH 

77.9 

11 

5.00** 

1.24f 

10.7 

6.4 

NA 

□3 

Ml 

PRUDENTIAL-BACHE  MUNI  PA 

70.1 

170 

5.00** 

0.53f 

12.2 

6.7 

22.7 

aa 

in  in 

PRUDENTIAL-BACHE  NATIONAL  MUNI 

9>  O 

1066.2 

1 

5.00** 

1.02f 

10.5 

7.7 

6.7 

24.1 

UJi 

Ml 

PUTNAM  CALIFORNIA  T/E  INCOME 

♦ 

1287.2 

17 

4.75 

0.52 

12.4 

10.1 

7.2 

25.0 

■i 

mill 

PUTNAM  MASSACHUSETTS  T/E  INCOME 

61.4 

32 

2.50** 

1.52t 

10.5 

6.5 

25.6 

'— ■■  mm 

PUTNAM  NEW  YORK  T/E  INCOME 

AVG 

1086.7 

13 

4.75 

0.55 

12.7 

10.3 

7.2 

25.6 

IMP 

i 

PUTNAM  OHIO  T/E  IHCOME 

83.4 

30 

2.50" 

1.51t 

12.4 

6.6 

23.7 

n 

until 

PUTNAM  T/E  INCOME 

AVG 

1097.9 

19 

4.75 

0.51 

13.0 

10.6 

7.1 

27.2 

PUTNAM  T/F  INCOME  HIGH-YIELD 

*    ♦ 

* 

601.8 

7 

5.00** 

1.78t 

11.0 

9.9 

6.7 

24.8 

5*!9|Blffl 

PUTNAM  T/F  INCOME  INSURED 

AVG 

279.3 

5 

5.00" 

1.61t 

11.1 

9.1 

6.0 

29.2 

^**im«j' 

SAFECO  MUNICIPAL  BOND 
SCUDDER  CALIFORNIA  TAX-FREE 

# 

222.1 
166.2 

27 
11 

No  load 
No  load 

0.60 

0.89 

13.9 
11.9 

10.9 
8.6 

7.1 
6.7 

24.0 
23.0 

lii 
IKnA 

■GUI 

Inuiiiii 

■J 

SCUDDER  HIGH-YIELD  TAX-FREE 
SCUDDER  MANAGED  MUNICIPAL  BONDS 
SCUDDER  NEW  YORK  TAX-FREE 

73.5 
631.9 
120.9 

103 
8 
6 

No  load 
No  load 
No  load 

0.40 
0.63 
0.95 

13.5 
12.3 
10.9 

9.8 
7.3 

7.5 
7.0 
6.8 

22.0 
21.0 
25.0 

SCUDDER  TAX-FREE  TARGET  1 990 

♦  ♦ 

# 

99.0 

-21 

No  load 

0.80 

5.1 

7.7 

5.6 

1.7 

l"^fciuiim 

SCUDDER  TAX-FREE  TARGET  1 993 

AVG 

105.3 

-17 

No  load 

0.80 

5.6 

6.3 

5.8 

4.2 

pi 

SELIGMAN  CA  T/E  HIGH-YIELD 
SELIGMAN  CAT/EQUALITY 
SELIGMAN  T/E  COLORADO 

53.6 
59.6 
63.0 

0 

-2 

-16 

4.50 
4.50 
4.75 

0.91 
0.86 
0.88 

13.1 
12.0 
12.7 

10.4 
9.4 

6.9 
6.5 
6.6 

24.6 
26.1 
21.8 

pPRICEI 

kernel 

SELIGMAN  T/E  MARYLAND 

o  o 

46.5 

-4 

4.75 

0.91 

11.2 

7.8 

6.4 

23.9 

^^^Tll/uut 

SELIGMAN  T/E  MASSACHUSETTS 

o 

123.5 

-3 

4.75 

0.84 

11.1 

8.8 

6.9 

21.3 

P 

SELIGMAN  T/E  MICHIGAN 

o 

106.9 

5 

4.75 

0.88 

12.4 

9.8 

6.8 

21.3 

SELIGMAN  T/E  MINNESOTA 

Q 

133.3 

12 

4.75 

0.87 

12.2 

9.1 

6.7 

21.3  , 

^^^"■VitTlR 

SELIGMAN  T/E  MISSOURI 
SELIGMAN  T/E  NATIONAL 

* 

58.3 
136.8 

-1 
1 

4.75 
4.75 

0.86 
0.83 

12.5 
13.9 

10.9 

6.6 
7.0 

20.8 

24.3 

^JltOHVl 

^^^^rii:  U 

SELIGMAN  T/E  NEW  YORK 

o  o 

74.1 

4 

4.75 

0.86 

11.4 

9.0 

6.7 

26.3 

p»mri 

KtOHVi 

Iflttorr 

SELIGMAN  T/E  OHIO 

AVG 

123.6 

5 

4.75 

0.83 

12.4 

9.8 

7.0 

22.1 

SHEARSON  CALIFORNIA  MUNICIPALS 

o 

311.8 

119 

5.00 

0.67 

12.0 

9.0 

7.3 

24.8 

Q-g['"»« 

SHEARSOH  LEHMAN  MANAGED  MUNI. 
SHEARSON  LEHMAN  HEW  YORK  MUNI. 

AVG 

1515.9 
427.5 

166 
114 

5.00 

5.00 

0.57 
0.68 

10.7 
12.1 

8.9 
9.2 

7.7 
7.5 

23.7 
22.2 

qHP'WI 

ill,:. 

SHEARSON  LEHMAN  T/E  INCOME 

# 

486.2 

19 

5.00** 

1.57t 

11.9 

9.5 

6.6 

22.4 

ions 

SMITH  BARNEY  MUNI.  BOND  NATIONAL 

104.5 

26 

4.00 

0.35 

13.3 

7.8 

23.9 

STATE  BOND  TAX-EXEMPT 
STEINROE  HIGH-YIELD  MUNICIPALS 

AVG 

# 

43.8 
243.1 

19 
34 

4.50 
No  load 

0.76 
0.76 

11.0 
13.7 

9.3 
10.4 

7.1 
7.6 

24.7 
18.7 

^^J  [■•«««) 

Jimvisi 

STEINROE  INTERMEDIATE  MUNICIPALS 

# 

91.2 

-5 

No  load 

0.80 

6.1 

6.6 

5.8 

5.0 

r— r^Bj'^lllI 

STEINROE  MANAGED  MUNICIPALS 

♦ 

475.1 

4 

No  load 

0.65 

10.9 

10.7 

6.9 

19.6 

"""Wll 

mil  bo 

TAX-EXEMPT  BOND  FUND  OF  AMERICA 

O 

382.1 

20 

4.75 

0.63t 

9.3 

9.0 

6.8 

23.0 

TAX-FREE  TRUST  OF  ARIZONA 

85.9 

10 

4.00 

0.51 

9.5 

7.0 

17.1 

TAX-FR!  TRUST  OF  OREGON 

104.7 

2 

4.00 

0.80 

8.8 

6.8 

18.5 

THOMSON  MCKINNON  TAX-EXEMPT 

AVG 

64.2 

4 

5.00** 

1.80t 

9.2 

9.1 

5.6 

20.0 

■jr^Bll"-8A( 

UNIFEBS  MUH'CIPAL  INDIANA 

♦    * 

♦ 

213.1 

1949 

No  load 

1.00 

10.3 

9.6 

6.7 

10.4 

"win 

"Willi 

UNITED  MUNICIPAL  BOND 

AVG 

505.9 

18 

4.25  ' 

0.58 

15.0 

11.2 

6.8 

27.8 

UNITED  WiWA iPAL  HIGH-INCOME 

129.6 

63 

4.25 

0.80 

9.4 

8.6 

23.4 

r-3r«"W 

USAA  TAX-EXEMPT  HIGH-YIELD 

♦ 

950.2 

20 

No  load 

0.45 

12.5 

9.1 

7.5 

23.9 

EJ*»*«III 

USAA  TAX  EXEMPT  INTERMEDIATE 

♦     * 

393.4 

23 

No  load 

0.51 

8.7 

7.5 

7.1 

9.4 

^^^tOKV! 

USAA  TAX-EXEMPT  SHORT-TERM 

*    * 

250.7 

11 

No  load 

0.53 

6.1 

5.8 

6.0 

2.2 

»WH¥l 

*  Includes  redemption  fee.    '*  Includes  deferrec 

sales  charge,    f  1 2(b)- 

1  plan  in  effect.    {  Not  currently  accept 

ng  new  accounts  or  deposits.    NA  = 

Not  available.    NM  = 

Not  meoflH 

" 

See  page  1 1 7  fo 

of  BW  Rating,  Trend,  and  other  terms 
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MUTUAL  FUND  SCOREti 

< 

0  ' 

^MUTUAL   1 

FUND 

SCOREBOARD 

p 

RATING 

SIZE 

FEES 

SALES 

FrATl'  1 

PERFORMANCE 

rout  »t t 

1  YR 

PORTFOLIO 

•      MATURITY 

TREND 

3-yi. 

An/.    ■ 

1MB. 

198/  88 

rTER  T/E  INTERMEDIATE   TERM 

♦     ♦ 

583 
2546 

51 
11 

No  load 
No  load 

0  70 
064 

69 
108 

96 
80 

63 
76 

69 

25  0 

■L- 

\U  INET   1  HIGH   YIELD 

— 

M   MPEN  INSURED  TAX    FREE 

AVC 

554  3 

11 

490 

0  89t 

11  5 

67 

asj 

fen 

Uf  MPEN  TAX-FREE  HIGH-INCOME 

♦ 

♦     ♦ 

452  2 

35 

490 

0B4T 

107 

112 

82 

24  0 

IH-M 

m 

m 

RD  CAINS.  LONG-TERM  T/F 

1328 

49 

No  load 

030 

126 

74 

146 

LUi 

iRD  MUNI.  BOND  HIGH-YIELD 

♦ 

♦ 

739  6 

13 

No  load 

029 

139 

104 

74 

12  2 

WLM 

m  iRD  MUNI.  BOND  INS.  1  T 

♦ 

♦ 

8068 

54 

No  load 

029 

128 

102 

72 

18.0 

fc-Ufcl 

<M  iRD  MUNI.  BOND  INTERMEDIATE 

♦ 

♦ 

851.8 

12 

No  load 

0  29 

100 

9  1 

68 

8.8 

■RAW 

m  >RD  MUNI.  BOND  LTD. -TERM 

175  1 

6 

No  load 

0.29 

64 

60 

3.0 

LLU 

m 
m 

RD  MUNI.  BOND  LONG-TERM 

♦ 

5579 

-19 

No  load 

029 

12.3 

9.9 

72 

202 

-fc* 

RD  MUNI.  BOND  SHORT-TERM 

♦     ♦     ♦ 

AVC 

8065 

53.7 

107.9 

285.5 

62  1 

-3 
NM 
40 
42 
17 

No  load 
No  load 
No  load 
No  load 
5.00" 

0.29 
0.29 
0.40 
0.33 
2.42t 

5.6 

12.0 
12.3 
10.9 

57 
76 

5.4 
6.2 
6.9 
7.1 
8.0 

27 
20.0 
14.5 
15.8 
20.1 

LJE 

N<  iRDNJ  INS.  LONG-TERM  T  F 

I  I  I  I 

*MkRD  NY  INS.  LONG-TERM  T/F 

LLW 

*■  iRD  PA  INS.  LONG-TERM  T/F 

J*M 

»l  MUNI  (+)  PLUS 

UaaW 

3rnational 

160.0 

143 

3.00" 

1.82t 

13.0 

7.8 

15.0 

* 

M  GLOBAL  INCOME  PLUS 

_■■ 

* 

ATIONAL  CASH  GLOBAL  CASH 

132  2 

20 

1  25 

1.501 

2.2 

4.2 

6.6 

LBJ 

■\s 

INANCIAL  INTL.  BOND 

# 

♦     ♦ 

1757 

10 

7.25 

1.12 

4.4 

19.1 

102 

1.7 

■LI 

i« 

I  LYNCH  RET.  GLOBAL  BO.  B 

306.3 
1158.7 
407.0 
153.1 
141.2 

-3 

47 

2 

101 
-14 

4.00" 
5.00" 
No  load 
4.75 
5.00" 

1.78t 

1.99f 

1.20 

0.58t 

1.84J 

3.8 
12.2 
-0.8 
14.9 

1.5 

8.0 
12.5 

8.6 
11.7 

5.7 

3.0 
7.2 
4.7 
4.1 
6.4 

ULJ 

INT  EBBER  MASTER  GLOBAL  INCOME 

I  I  M 

Vl 

!  PRICE  INTERNATIONAL  BOND 
1  GLOBAL  GOVERNMENT  INCOME 
VM  LEHMAN  GLOBAL  BOND 

i  m  : 

Tl 

I   I   M 

14 

l_«J 

Avertible 

♦  ♦    ♦ 

♦  ♦    ♦ 

15.6 
77.3 

3423 

-20 

-11 

-2 

4.75 
5.50 
8.50 

2.31f 
1.56f 
0.71 

10.3 
17.0 
16.8 

0.3 
8.5 

4.8 
6.6 
6.7 

19.9 
19  0 
17.7 

SlfVERTIBLE 

LLU 

j|e  CONVERTIBLE 

I    I    M 

AN  CAPITAL  HARBOR 

LLU 

»S  CONVERTIBLE  INCOME 

> 

>  > 

>  > 

21.9 

12.6 

946.0 

15.0 

11 
-23 
-27 
-49 

No  load 
6.00" 
5.00" 
5.00" 

1.20 
2.181 

1.79f 
2.1  Of 

6.2 
7.4 
7.4 
4.8 

5.6 
3.7 

5.7 
4.8 
7.6 
5.1 

14.3 
21.0 
19.0 
21.0 

UJJ 

TOON  SPECIAL  CONVERTIBLE 

LLU 

WITTER  CONVERTIBLE 

-_- 

**  SERIES  CONVERTIBLE 

LLLJ 

Wi  CONVERTIBLE  SECURITIES 

♦ 

♦ 

249.8 

5 

No  load 

0.85 

23.0 

144 

4.9 

13.4 

■_■ 

'Et   CONVERTIBLE  SECS. 

♦ 

>       > 

400 

216.1 

16.5 

3 

18 
-6 

No  load 
7.25 

4.00 

1.78 

106t 

0.25 

15.9 
10.5 
11  3 

4.7 

7.3 

13.3 

7.4 

13.8 
11.8 
19.5 

LL* 

51 

VESTORS  BOND  APPREC. 
N  INVESTORS  CONVERTIBLE 

I  I  ■ 

Si 

I  I  ■ 

In 

E  CONVERTIBLE  INCOME-GR. 

19.6 

5 

5.00 

1  75t 

20.4 

48 

20.0 

ECU 

10 

JED  CONVERTIBLE 

28.2 

-3 

4.75 

1.89t 

12.1 

6.3 

20.0 

LLU 

1  RETT  BOND  DEBENTURE 

AVC 

717.8 

-2 

7.25 

0.65 

13.8 

8.7 

108 

9.9 

ZSM 

U  -SHIELDS  CONVERTIBLE 

28  1 

-10 

500" 

2.60t 

98 

69 

73 

llu 

-M 

t  CONVERTIBLE 

> 

> 

156  1 

-1 

8.50 

0.83 

4.5 

10.6 

5.8 

21.7 

BE] 

M 

TIAL-BACHE  INCOMEVERTIBLE 

> 

> 

467.5 

-0 

5.00" 

2.00t 

121 

10.2 

63 

NA 

LSI 

I  CONVERTIBLE  INCOME-GROWTH   O 

♦     ♦ 

9049 

-13 

8.50 

084 

121 

7.1 

6.7 

21.6 

ES 

VERTIBLE  SECURITIES 

328 

-2 

4.75 

1  70t 

9.4 

53 

11.0 

LLH 

lu 

IN  LEHMAN  CONVERTIBLE 
N  MCKINNON  CONVERTIBLE 
NE  CONVERTIBLE 

♦ 

>       > 

1543 
470 
619 

-12 

0 

-1 

5.00* 

5.00* 

No  load 

1  78f 
200f 
1.06 

14.9 
160 

82 

6  7 
38 
45 

157 

NA 

20.0 

LfaM 

)i 

I  I  I  I 

U 

« 

RD  CONVERTIBLE 

683 

-6 

No  load 

088 

157 

216 

LB 

I 

redumption  tec     **  Includei  deferred  tolet  charge     t  |J(b|  1  plan  in  effect,    t  No 

1  currently  acce 

pling  new  account*  or  depoiltt.    NA 

Not  avo  i  jbir 

Not  meoningtul 

S< 

>•  po.).-    1  17  tar  an  .■  .  p 

■nation  of  DW  ■■tins. 

Trend,  and 

othor  tormt 
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^m 


iTTS 


ACM  GOVERNMENT  INCOME 


AMERICAN  CAPITAL  BOND 
AMERICAN  CAPITAL  CONVERTIBLE 
AMEV  SECURITIES 
BANCROFT  CONVERTIBLE 


Government 

Corporate 

Convertible 

Corporate 

Convertible 


493.4  2.03 

224.3  0.70 

70.3  0.82 

108.7  0.83 

51.0  1.40 


7.1 

12.6 

-0.7 

8.6 

3.5 


5.9 

6.0 
-8.0 

9.3 
-3.9 


12.0  NA 

10.0  14.7 

6.9  19.5 

10.5  14.8 

5.2  NA 


11 
201/8 
21% 
10% 
18% 


CNA  INCOME  SHARES  Corporate  80.4  0.88  12.9  14.3  11.6  NA 

COLONIAL  MUNICIPAL  INCOME  TRUST  Municipal  237  3  0  85  10  2  26.7  8.2  24  8 

CONVERTIBLE  HOLDINGS  CAPITAL  Convertible  245.1  0.81  1.9  9.7  0.0  NA 

CONVERTIBLE  HOLDINGS  INCOME  Convertible  245.1  0.81  18.5  27.6  15.1  NA 

DREYFUS  STRATEGIC  MUNICIPAL  Municipal  456.7  0.69  12.6  27.8  7.3  25.9 


rrm 


ma 


11% 

9% 
4% 

11V2 

10% 


2.4 

9.5 

-50. 

21. 

7.1 


FIRST  AUSTRALIA  PRIME  INCOME  International  916.4  1.00  27.4  34.1  12.1  4.2 

FIRST  BOSTON  IHCOME  Corporate  207.4  0.90  9.3  12.5  10.7  5.5 

FORT  DEARBORN  IHCOME  SECURITIES  Corporate  101.1  0.80  9.5  14.9  9.5  16.0 

GLOBAL  GOVERNMEHT  PLUS  International  468.9  1.64  3.3  3.5  9.9  NA 

GLOBAL  YIELD  International  638.3  1.14  11.1  13.2  8.6  NA 


HEM 


9% 

81/4 

14  V4 

9% 
9% 


-11. 
-4.1 
-4.| 

6.: 


J0HH  HANCOCK  INCOME  SECURITIES  Corporate  143  7  0  71  9.6  13.2  10  1  16  3 

J0HH  HANCOCK  INVESTORS  Corporate  141.8  0.70  9.5  3.9  9.5  16.0 

HIGH-YIELD  IHCOME  Corporate  92.7  1.79  14.8  1.7  13.0  NA 

INA  INVESTMENT  SECURITIES  Corporate  84.1  0.95  8.7  10.7  10.4  14.9 

KLEINWORT  BENSON  AUSTRALIAN  International  69.3  1.48  27.3  41.0  13.4  7.5 


14% 
20% 

9'/4 

17% 
11 


-5.4 


LINCOLN  NATIONAL  CONVERTIBLE  Convertible  91.6  0.96  13.9  6.2  8.3  NA 

LINCOLN  NATIONAL  DIRECT  PLACEM'T  Corporate  65  4  0  91  13.7  14  2  9.7  NA 

MFSGOVERHMEHT  MARKETS  IHCOME  Government  869.3  1.11  11.5  2.2  7.4  NA 

MFS  IHCOME  &  OPPORTUHITY  Corporate  93.6  1.85  13.8  8.2  8.2  NA 

MFSMULTIMARKET  IHCOME  TRUST  Corporate  1087.8  1.12  13.5  11.5  8.3  NA 


12V4 

25% 

10 

10 

10% 


-12.J 

-7.S 

9.S 


MIS  MUNICIPAL  INCOME  TRUST  Municipal  328.1  1.25  13.2  25.9  6.4  NA 

MONTGOMERY  STREET  INCOME  SEC.  Corporate  145.8  0.86  8.8  5.5  9.9  9.5 

MUNI  INSURED  Municipal  74.3  0.76  11.8  6.2  6.7  NA 

MUTUAL  OF  OMAHA  IHTEREST  SHARES  Corporate  92.2  0.85  15.7  7.1  11.6  NA 

NUVEEN  CA  MUNICIPAL  VALUE  Municipal  176.7  0.96  8.6  1.2  6.6  26.0 


CLM 


10 

18V2 

10% 

14 

10 


7.( 
-Oi 


NUVEEN  MUNICIPAL  VALUE  Municipal  1559.1  0.93  11.4  27.5  7.1  27.0 

NUVEEN  NY  MUNICIPAL  VALUE  Municipal  109.9  1.01  9.5  11.1  6.7  29.0 

PACIFIC  AMERICAN  IHCOME  SHARES  Corporate  101.7  0.91  10.9  11.6  9.9  NA 

PUTNAM  HIGH-INCOME  C0NV.&  BOND  Convertible  105.6  0.85  8.9  14.6  11.0  NA 

PUTNAM  MASTER  INCOME  U.  S.  GOVT.  Government  508.4  0.85  1.4  1.4  10.9  NA 


U^M 


mm 


10 
10% 

15 
8% 
9% 


STATE  MUTUAL  SECURITIES  Corporate  89.5  0.81  9.1  8.5  10.3  13.7 

TCW  CONVERTIBLE  SECURITIES  Convertible  167.8  0.94  13.6  27.7  8.1  NA 

TRANSAMERICA  IHCOME  SHARES  Corporate  117.1  0.67  12.7  0.5  10.5  NA 

USLIFE  INCOME  Corporate  51.4  1.35  13.1  10.7  10.5  NA 

VESTAUR  SECURITIES  Corporate  85.0  1.00  9.2  12.2  9.9  20.1 


10% 

7% 

22 

9 

12% 


ipC 


Not  available. 


See  page  117  for  a  description  of  terms  not  defined  below 


DATA:  MORNINGST/ 


HOW  TO  USE  THIS  TABLE 


Closed-encl  funds  are  publicly  traded 
companies  that  own  a  portfolio  of  invest- 
ment securif;es.  The  price  of  a  fund's 
shares  depends  on  two  variables:  the 
underlying  va  >e  of  its  portfolio  of  securi- 
ties and  the  level  of  demand  for  the 
fund's  shares.  Some  of  the  column  head- 
ings in  this  table  reflect  the  special  char- 
acteristics of  closed-end  funds. 


NET  ASSET  VALUE 

The  market  value  of  a  closed-end  fund's 
assets    expressed    in    per-share    terms    is 
called   net  asset  value.   This  term   is  ab- 
breviated NAV. 
CURRENT  RESULTS 

The  first  column  is  the  total  return  a  fund 
earned  on  its  invested  assets  or  NAV. 
The  second  column  is  the  total  return  an 
investor  would  have  earned  by  owning 
the  fund's  shares. 


SHARE  PRICE 

The  final  column  in  the  table  shows 
relationship  between  a  fund's  share 
and  its  net  asset  value  per  share.  Fo^ 
40    funds    in    the    table    this   figure 
median   discount   of   0.2%    below 
Note,  however  that  in  the  current 
16  of  the  funds  are  trading  at  preri 
above  NAV.  Closed-end  equity  func 
contrast,  almost  always  trade  at  reU 
ly  deep  discounts  from  NAV. 
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" 

11    II   VII 

HI      C  ii  ij  n 

Ci"  AD  F  RO 

i   A   D 

aft. 

mu  i  vj 

III  >/ FUND  GROUP 

III    rV 

TELEPHONE 

f    WW    V 

9  V  W  K  E  D  \J 

FUND/FUND  GROUP 

1  A  K  i# 

TELEPHONE 

TOIL  ' 

INS ' 

. 

(800) 

"a 

AT  Group 

253-22/7           MA 

800  2'ji 

International  Cash  Global  Cash 

232  3310 

CA 

B1844C  MM 

d<  itage  Government 

243-8115          MA 

9858 

Investment  Portfolios 

see  Kemper  Group 

d\  itage  U.  S.  Government  Sees. 

443-2683          CA 

800  443  2683 

Investment  Quality  Interest 

see  Criterion  Group 

IM  dvisers  Group 

2310803           TX 

713626-1919 

Investment  Tr.  of  Boston  MA  T/F 

888-4823 

MA 

617578-1388 

lit  ce  Capital  Group 

227-4618           NJ 

201  319-4000 

Kemper  Group 

621  1048 

IL 

312781  1121 

m  ican  Capital  Group 

421  5666           TX 

713  993-0500 

Keystone  Group 

343-2898 

MA 

617  338-3400 

m<  ican  Funds  Group 

421-9900          CA 

714  671-7000 

Kidder  Peabody  Government  Income 

— 

NY 

212  510-5552 

Ml   U.  S.  Government 

872-2638          MN 

612  738-4000 

Landmark  NY  Tax-Free  Income 

223-4447 

MA 

212  564-3456 

«a  lale  Government 

—                 TX 

817  761-3777 

Lexington  GNMA  Income 

526-0057 

NJ 

201  845-7300 

«o  oughton  Income 

366-0444           NY 

914  333-5200 

Liberty  Mutual  U.  S.  Govt  Guar. 

872-5426 

MA 

617  722-6050 

ib  >n  Bond  Long-Term 

422-2766         MO 

816471-5200 

Limited  Term  Municipal  National 

847-0200 

NM 

505  984-0200 

■r  tt  Capital  Fixed-Income 

543-0863          OH 

513  621-0066 

Lord  Abbett  Group 

874-3733 

NY 

212  848-1800 

■n im  Group 

227-8380          CA 

415  858-3600 

Lutheran  Brotherhood  Group 

328-4552 

MN 

612  339-8091 

g   Pathfinder  Government  Plus 

348-4471            NY 

716  846-7900 

Mackay-Shields  Group 

522-4202 

NY 

617  328-5000 

jm-und  of  America 

see  American  Funds  Group 

Mass.  Financial  Services  Group 

343-2829 

MA 

617  954-5000 

>S'  i  Company  Managed  Income 

225-5267          MA 

800  225-5267 

MassMutual  Investment  Grade  Bond 

343-1714 

MA 

800  343-1714 

ill  Bear  Group 

847-4200           NY 

212363-1100 

Merrill  Lynch  Group 

637-3863 

NJ 

609  282-2800 

ill  os  Convertible  Income 

323-9943             IL 

312571-7115 

Met  life-State  Street  Group 

882-0052 

MA 

617  348-2000 

illrnia  Tax-Exempt  Bonds 

see  National  Securities  Group 

MFS  Group 

see  Mass.  Financial  Services 

ili'  rnia  Tax-Free  Income 

826-8166          CA 

415  398-2727 

Midwest  Income  Interm.  Term  Govt 

543-8721 

OH 

513  629-2050 

lit  -t  Group 

368-2748          DC 

301  951-4820 

Mutual  of  Omaha  Group 

228-9596 

NE 

402  397-8555 

id-  1  Preservation  Treasury 

see  Benham  Group 

National  Securities  Group 

356-5535 

NY 

212  661-3000 

ir«  lal  Government  Guaranteed 

848-7734          OH 

614  464-6852 

Nationwide  Tax-Free 

848-0920 

OH 

614  249-4080 

in  gie  Government  High-Yield 

321-2322          OH 

800  321-2322 

Neuberger  &  Berman  Ltd.  Maturity 

877-9700 

NY 

800  877-9700 

Gl  Group 

562-4462          MA 

413  784-0100 

New  England  Group 

343-7104 

MA 

800  343-7104 

tit  ik  IRA  Income 

522-5212          NY 

212  736-8990 

New  York  Muni 

227-1549 

NY 

212  608-6864 

ilqal  Group 

248-2828          MA 

617  426-3750 

Nicholas  Income 

— 

Wl 

414  272-6133 

ilujbia  Group 

547-1037          OR 

503  222-3600 

Northeast  Investors 

225-6704 

MA 

617  523-3588 

•m  on  Sense  Government 

888-3863          GA 

800  888-3863 

Nuveen  Group 

621-7227 

IL 

312  917-7844 

>m|isite  Group 

544-6093         WA 

509  624-4118 

Oppenheimer  Group 

525-7048 

CO 

303  671-3200 

>n»  ental  U.  S.  Government  Plus 

626-3863          NY 

212  309-8400 

Pacific  Horizon  California  T/E 

332-3863 

NY 

800  332-3863 

ui  ellors  Fixed-Income 

888-6878          NY 

212  878-0600 

PaineWebber  Group 

544-9300 

MA 

800  544-9300 

iU  on  Group 

999-3863           TX 

713  751-2400 

Phoenix  Group 

243-1574 

CT 

203  278-8050 

iL  ix-Free  Limited-Term 

see  Drexel  Burnham  Lambert 

Pilgrim  GNMA 

334-3444 

CA 

213  551-0833 

aaVitter  Group 

221-2685          NY 

212  938-4554 

PIMIT  Group 

443-6915 

CA 

800  443-6915 

Iai  ire  Group 

523-4640          PA 

215  988-1333 

Piper  Jaff  ray  Government  Income 

333-6000 

MN 

612  342-6418 

ul   Exempt  Flex 

553-2143          MN 

612  341-8674 

Price  (T.  Rowe)  Group 

'  638-5660 

MD 

301  547-2308 

ex  Burnham  Lambert  Group 

272-2700          NY 

212  232-2888 

Principal  Preservation  Group 

826-4600 

Wl 

414  334-5521 

ey 

s  Group 

645-6561           NY 

718  895-1206 

Princor  Goverment  Income 

247-4123 

IA 

515  247-6833 

p» 

Mutual  Kentucky  Tax-Free 

—                 KY 

606  254-7741 

Prudential-Bache  Group 

225-1852 

NY 

800  225-1852 

to 

lance  Group 

225-6265          MA 

617  482-8260 

Putnam  Group 

225-1581 

MA 

617  292-1000 

'P 

Builder  Tax-Free  Bond 

845-8406          MA 

800  845-8406 

Retirement  Planning  Bond 

545-2098 

NM 

505  983-4335 

ui 

:  Siebel  U.  S.  Government 

826-7194          CA 

415  430-9900 

RNC  Convertible  Securities 

225-9655 

CA 

800  223-6483 

d« 

ted  Group 

245-2423           PA 

412  288-1900 

Rodney  Sq.  Benchmark  U.  S.  Treas. 

225-5084 

DE 

800  225-5084 

1*1 

f  Group 

544-6666          MA 

617  523-1919 

SAFECO  Municipal  Bond 

426-6730 

WA 

206  545-5530 

JM 

iai  Programs  Group 

525-8085          CO 

303  779-1233 

Scudder  Group 

225-2470 

MA 

617  4394640 

iai 

iai  Independence  US  Treas. 

543-0407          OH 

513  629-2050 

Seligman  Group 

221-2450 

NY 

212  488-0200 

St 

vestors  Group 

423-4026           NY 

212  208-6000 

Shearson  Group 

451-2010 

NY 

212  528-2744 

St 

ust  U.  S.  Government 

621-4770            IL 

312  559-3000 

Smith  Barney  Group 

544-7835 

NY 

212  698-5349 

g 

tal  Return  US  Treasury 

638-2596          MD 

301  727-1700 

State  Bond  Tax-Exempt 

328-4735 

MN 

507  354-2144 

'91 

p  Group 

227-4648          OH 

513  461-0332 

SteinRoe  Group 

338-2550 

IL 

800  338-2550 

ml 

n  Group 

342-5236          CA 

415  570-3000 

Strong  Group 

368-3863 

Wl 

414  359-1400 

-~»e< 

m  Capital  Group 

225-6258          MA 

617  523-3170 

Tax-Exempt  Bond  Fund  of  America 

see  American  Funds  Group 

mi 

r  U.  S.  Government 

356-2805           PA 

800  288-6300 

Tax-Free  Trust  (Aquila)  Group 

437-1020 

NY 

212  697-6666 

m 

>urce  Government  Income 

845-8406           NY 

212  309-8400 

Thomson  McKinnon  Group 

628-1237 

NY 

212  482-5894 

m 

1  NY  T/E  Intermediate  Bond 

see  Dreyfus  Group 

TrustFunds  Group 

345-1151 

PA 

215  254-1754 

ve 

ment  Income 

245-2423          PA 

412288-1900 

Twentieth  Century  U.  S.  Govt. 

345-2021 

MO 

816  531-5575 

ar 

in  Bond 

221-3253          NY 

212  598-8259 

U.  S.  Government  High-Income 

232-3863 

NY 

212  667-7587 

nc 

k (John)  Group 

225-5291          MA 

617  375-1760 

Unified  Municipal  Indiana 

862-7283 

IN 

317  634-3300 

m 

in  Tax-Free 

228-4227           NY 

212  697-6666 

United  Group 

360-5465 

MO 

816  283-4122 

m 

e  Convertible  Income-Gr. 

—                 FL 

813  573-8143 

USAA  Group 

531-8000 

TX 

512  498-8000 

id. 

Strength  U.  S.  Govt.  H/Y 

334-4437           NY 

212  956-7030 

UST  Master  T/E  Intermediate-Term 

233-1136 

MA 

617451-1912 

MM 

ivestors  Govt.  Gtd.  Income 

see  Integrated  Group 

Value  Line  Group 

223-0818 

NY 

212  687-3965 

etc 

E.  F.  Group 

-                *IY 

212  633-7537 

Van  Kampen  Merritt  Group 

225-2222 

IL 

312  719-6000 

R. 

trve 

MN 

612  371  2884 

Vanguard  Group 

662-7447 

PA 

215  648-6000 

C 

up 

MN 

612  372-3733 

Venture  Muni  ( ♦ )  Plus 

5452098 

NM 

505  983-4335 

•9 

od  Group 

858-8850          NY 

212  353-7125 

Westcore  Group 

— 

CO 

303  623-2577 

•r 

diate  Bond  of  America 

see  American  Funds  Group 

WPG  Government  Securities 

223-3332 

NY 

.?  12  908-9582 

BU:                                                  7.198-133 

ersonai  business 
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Planning 


EARLY  RETIREMENT: 
IT  PAYS  TO  P1AN  EARLY 


Your  company  has  just 
announced  a  generous 
package  if  you  retire 
before  age  65.  Younger  col- 
leagues are  happily  cleaning 
out  their  desks,  then  heading 
off  to  travel,  run  a  country 
inn,  or  just  savor  the  luxury 
of  answering  to  no  one  but 
themselves.  Suddenly  you're 
aware  of  the  grow- 
ing trend  toward 
early  retirement. 

In  fact,  only  54% 
of  men  aged  60  to  64 
are  still  on  the  job. 
Among  women,  the 
figure  is  just  one- 
third.  Looking  from 
another  perspective, 
William  Arnone,  a 
retirement  planning 
executive  at  Buck 
Consultants  in  New 
York,  says  the  aver- 
age man  retires  to- 
day at  61,  down 
from  65  in  the  1970s. 
big  EGG.  If  you're  in- 
terested in  getting 
out  of  the  fast  lane, 
you'll  obviously  need 
a  nest  egg  large 
enough  to  let  you 
pay  your  way  over 
the  remaining  years. 
And  as  people  live 
longer,  inflation 
grows  in  importance: 
Even  if  it  doesn't  av- 
erage more  than  4% 
a  year,  an  extra  de- 
cade of  retirement 
living  will  slash  your 
purchasing  power 
roughly  in  half. 

So  don't  rush  to  write  your 
letter  of  resignation.  There 
are  plenty  of  calculations  to 
make  first.  For  example,  leav- 
ing the  company  early  means 
getting  a  reduced  pension, 
and  over  20  or  30  years  even  a 
small  reduction  can  have 
huge   financial   significance. 


Also,  retire  at  55  or  60,  and 
you  have  a  fair  wait — to  62  at 
the  earliest — to  collect  Social 
Security's  modest  sum,  about 
$10,000  a  year. 

A  thorough  "capital  suffi- 
ciency" analysis  is  vital,  says 
Hal  Cohen,  director  of  finan- 
cial counseling  at  Deloitte 
Haskins    &   Sells   in   Morris- 


the  rates  go  up  once  again. 
Before  doing  anything  else, 
get  clear  on  how  early  retire- 
ment will  affect  pension  pay- 
ments due  under  your  compa- 
ny's basic  retirement  plan. 
Generally,  payments  get 
trimmed  by  1%  or  2%  for  each 
year  that  precedes  the  normal 
retirement   point.    Depart   at 


* 


HOW  SWEET  IS  IT? 


If  you're  over  50  with  10  or  more  years  of  service,  a  package  for  early  retirees  might  offer.. 


Time  added  to  age  for  pension  computations 


5  years 


Cash-separation  payment 


4  weeks  per  each  year  employed 


Extra  annual  payment  until  Social  Security  starts 


20%  of  base  salary 


Health  Insurance 


Continues  to  age  65 


DATA:  DRAKE  BEAM  MORIN  INC. 


town,  N.  J.  Cohen  generally 
figures  that  the  living  ex- 
penses of  his  upscale  clients 
drop  only  157"  to  25%  after 
they  retire.  And  it's  also  un- 
wise to  assume  that  your  tax 
burden  will  plummet  once  you 
quit  work.  Chances  are  that 
you'll  be  in  the  28%  or  33% 
bracket — or  a  higher  one,  if 


60,  say,  and  your  monthly 
pension  check  may  be  as 
much  as  10%  smaller  than  if 
you  retire  at  65. 

The  cost  of  health  insur- 
ance should  also  be  factored 
into  your  decisions.  Leaving  a 
company's  group  plan  can 
mean  paying  premiums  for 
yourself  until  you  qualify  for 


'II  to 
has ! 
prodi 


all 


medicare  at  65.  For  a  raai 
couple,  that  can  run  $3,000 
$4,000  a  year.  By  law,  yo 
employer  must  let  you  cont 
ue  the  company's   insuranprf 
for  18  months,  with  you  fo  ' 
ing  the  cost.  A  company  < 
ger  to  trim  its  ranks  may  d  in  t 
fer  a  longer  span,  perhaps ) 
65,  and  pick  up  some  or  all 
the  expense 

To  coax  you  to 
tire,  a  genero  tee 
package  will  hatl 
other  lures  to 
into  your  calc; 
tions  (table).  If] 
example,  you  arflpvau 
and  have  20  yes  ar 
with  the  compai )' ivitlii 
the  plan  might  a  s  in  | 
five  years  to  ea  s  have 
number:  Your  reti  easier 
ment  benefits  i  since  n 
figured'  as  if  J  led  in 
were  63  and  b  's  still 
worked  25  years,  the  spr 
if  the  company's  I  like  a 
sic  plan  calls  for  h  tire), 
pension  reducondrlu 
for  each  year  uM  iiry,  a 
60  or  62,  yoinofasi, 
safe — there's  no  Ith  fa 
duction.  And  w  chimne 
severance  of,  9  finished 
four  weeks'  pay  fhtiveij 
each  year  of  servi ,  your 
you  would  collect  am  rhI 
extra  20  weeks  y  of  f 
the  additional  I  a jr.f 
years.  Additional |inr 
some  companies 
offer  an  am 
"bridge"  paym 
usually  one-fifl 
your  present  salary — un 
cial  Security  kicks  in  at  a: 
or  65. 

What    size    egg    will 
need?    Buck's   Arnone 
an   example:   A   50-ye 
male  aims  to  retire  at  a; 
He  figures  he'll  need 
a  year  in  today's  doll 
top  of  his  $30,000  pensio 
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PERSONAL  BU 


mg    to    the    act  mines,    his 

Dtpectancy  is  about  70. 
bo  provide  ■  lafety  mar 

he  assumes  he  will  live  to 
liven  the  experts'  work 
sinuate  ill'  I  annual  in 
n,  he'll  need  tO  draw 
burger  amounts  of  actual 
h    war    For  exam 

istea.l  of  today's  $50,000, 

Med  $74,000  in  his  first 
Of    retirement,   $133,000 

and  $197,300  in  his  86th 

k'll  have  no  trouble  if  he 
I  has  $856,000  invested 
producing  a  modest 
pretax  return,  or 
after  taxes 
rate  of  return  can  be 
c|d  in  right  now  sim- 
jjiy  buying  a  30-year  Trea- 
•ulbond.  Despite  the  larger 
if  il  withdrawals,  the  lump 
in  continues  to  grow  and 
ueletiree  can  live  off  inter- 
itllone  until  age  65.   Past 


a.  * 


tjjt 

ill  ra 


that  point,  the  nest  egg  be- 
gins shrinking  until  it  disap- 
pears completely  at  age  85. 
But  what  if  the  same  man  de- 
cides he'd  like  to  retire  in  five 
years,  at  55?  It's  possible,  if 


In-  ha  right   now  of 

$1.07  million 

\   percentage  poinl   i 

|mt  year  m  intere  I  earnings 

may  not  seern  like  a  big  deal, 
but  over  80  yean  it  can  make 
a  major  difference    For  exam 

pie,  that  same  50-year-old  who 
wants  to  retire  at  56  would 
need  about  $70,000  less  in  sav- 
ings if  his  money  was  earning 

instead  of  just  W    On 

the  other  hand,  working  an 
extra  two  or  three  years  to 
save  an  additional  $100,000 
could,  at  97'  interest,  produce 

an    extra    $746,000    over 

those  three  decades. 

what  if.  No  plans  are  com- 
0.     plete    without    checking 

how  early  retirement 
might  affect  your  eventual 
Social  Security  payments.  The 
size  of  your  monthly  benefit 
(the  present  maximum  is 
about  $890  for  a  single  per- 
son) is  calculated  by  averag- 


omc  80  ears  oi 

earnings  throughool  your  a 
reer.  Taking  early  retirement 
might  lower  your  average, 
trimming  those  monthly 
cheeks.  To  find  out  more,  call 
800  887-2000  and  give  your 

name,  addre  ,  and  age  to  B 
recorded  announcement 
You'll  get  a  form  to  -end  the 
Social  Security  office  re. 
ing  an  estimate  of  your  bene- 
fits as  of  age  65.  If  you  hope 
to  collect  at  62,  reduce  the 
amount  by  20 

Even  if  retirement  seems 
far  off,  it  doesn't  hurt  to 
make  some  "what-if '  calcula- 
tions. Most  employer  sweeten- 
ers aimed  at  trimming  ranks 
are  offered  for  just  a  short 
time — a  month  or  two.  And 
trying  to  decide  quickly 
whether  to  stop  working  for 
good  can  keep  you  awake 
long  after  you  retire  for  the 
night.  Don  Dunn 


h,   the   romance   of  a 
crackling   tire:   It's  al- 
nways  about  this  time 
)t   lar  that  the  house  seems 
nj/  without  it.  Happily,  ad- 
irjs   in   prefabricated   fire- 
have  made  filling  that 
isier    than    ever   to    do. 
>4  ime  many  units  can  be 
;  pi  led  in  a  matter  of  days, 
Mie  s  still  time  to  do  it  be- 
r  he  spring  thaw. 
I   ike    a    traditional    open- 
jjs'H  i   fireplace,   whose   fire- 
ff./x  nd  chimney  are  made  of 
earSi  iry,   a   prefab  one  con- 
i   »t  )f  a  steel  firebox,  usual- 
th   glass   doors,   with  a 
;..ei chimney    attached,    [f   it 
(finished  off  with  facings 
jhtweight  manufactured 


Home 


YOU  GOTTA  HAVE  HEARTH? 

TRY  A  PREFAB  FIREPLACE 


■ 


your    house    shouldn't 
,  reinforcing.  And  the 
,  ,r  y   of   facing   styles   can 
a  prefab  unit  look  like 
■n  hearth  fireplace. 

FEELING.  The    big   tech- 

cal    news    in    prefabs    is 

clearance"    units    whose 

itck.  and  sides  slay  eonl, 

ng  them   to  sit   against 

iiul    of    wall.    However, 

Vail  should  be  an  interior 

el  hese  fireplaces  are  insu- 

e|  igainst  getting  hot,  but 

•J  draw     more     efficiently 
•  >  thej   don't  have  to  light 
1(1  outside  temperatures. 
II  rtical    folks,   of  course, 
n|  i  fireplace  thai  provides 


DUDEK  WITH  HIS  "TESS":  INSTALLING  IT  TOOK  JUST  THREE  DATS 


significant  warmth.  With 
I  heir  airtight  glass  doors,  pre- 
fabs tend  to  burn  more  effi- 
ciently than  traditional  open- 
hearth  fireplaces.  Hut  "glass 
doors  alone  don't  make  for  en- 
ergy efficiency,"  says  Steven 
Mavigho,  contributing  editor 
of  Woodheat  magazine  \ 
truly  efficient  fireplace  con- 
tains a  circulation  system  that 
makes  it  function  more  like  a 
WOOd  stove    One  sophisticated 


model.    Ruegg's    Heatflame, 

traps  the  heated  air  in  a  se- 
ries of  baffled  heat  chambers, 
then  blows  it  into  the  room. 
The  system  also  includes 
pipes  to  draw  outside  air.  This 
sort  of  combustion  feature  is 
often  important  in  modern 
houses,  whose  airtightness 
can  cause  a  lire  to  smoke. 

1'nfab  fireplaces  can't  com 
pletel)     replicate    the    open 

hearth  look:  The  edges  of  the 


steel  firebox  show,  unless  it  is 
made  partly  of  brick  or  stone. 
One  model  that  comes  re- 
markably close  to  the  real 
thing  is  made  by  Thermal  En- 
ergy Storage  Systems,  whose 
firebox  is  completely  made 
out  of  precut  masonry  blocks. 
As  the  name  implies,  TESS  spe- 
cializes in  fireplaces  that  "re 
main  warm  for  24  hours  after 
the  fire's  gone  out,"  says  Chi- 
cago attorney  Michael  Dudek, 
who  built  his  fireplace  in  a  40- 
day  "family  venture."  Actual- 
ly, installing  the  TESS  unit 
took  a  mere  three  days;  the 
other  37  were  spent  in  cutting 
his  own  limestone  blocks  for 
the  facing. 

From  a  resale  viewpoint, 
adding  a  fireplace  is  one  of 
the  smartest  moves  you  can 
make,  returning  100^  of  in- 
vestment, according  to  Re- 
modeling magazine.  Most  ba- 
sic models  go  for  about 
$2,500,  but  installing  a  system 
like  Ruegg's  or  an  run 

$6,000 — or  much  more.  James 
Pappas,  an  investment  man 
ager  in  Redding,  Conn.. 
worked  with  a  mason  to  erect 
a  23-foot  high,  freestanding 
TESS  fireplace  of  gray  field- 
stone  The  tots  (18,000 
But,  Bays  Pappas,  "the  fire- 
place is  the  one  thing  in  my 
that's  never  going  to  be 
changed."                  Tn§ 


I  i 
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BEING  AN  ARB 
WITHOUT  TURNING  PRO 


etting  on  a  stock  with 
'the  expectation  that  a 
takeover  bid  will  boost  its 
price  is  chancy.  That's  why- 
it's  called  "risk  arbitrage." 
Most  people  in  the  business 
are  experts — brokerage 
firms  trading  for  their  house 
accounts  and  arbitrage  funds 
backed  by  wealthy  investors. 

But  individual  investors 
are  venturing  into  risk  arbi- 
trage. The  lure  is  the  block- 
buster profit  in  big  deals, 
such  as  the  leveraged  buyout 
of  RJR  Nabisco.  An  investor 
who  bought  RJR  stock  last 
October,  when  management 
announced  it  was  consider- 
ing a  $75-a-share  bid,  could 
have  cashed  out  at  just  over 
$100  this  month  by  tendering 
to  the  high  bidder,  Kohlberg 
Kravis  Roberts. 

For  those  brave  enough  to 


Analysts  may  tell 

you  what  they  think 

a  target  is  worth 


take  the  plunge,  there  are  a 
few  basic  rules,  says  Charles 
Lemonides,  an  arbitrage  ana- 
lyst at  Gruntal  &  Co. 

First,  buy  stock  of  compa- 
nies where  bids  have  already 
been  announced  and  avoid 
"predeals,"  or  companies 
that  are  only  rumored  to  be 
takeover  candidates.  While 
the  rewards  of  buying  a 
stock  before  a  bid  is  an- 
nounced are  greater,  the  risk 
is  that  the  bid  may  never  ma- 
terialize. 

On  average,  stocks  do  rise 
above  the  initial  bid.  On  an 
annualized  basis,  this  differ- 
ence between  the  price  of  a 
stock  after  a  bid  has  been 
made  and  the  company's 
eventual  takeover  price  runs 
at  about  30%.  With  RJR,  the 
payback  was  much  higher: 
Investors  had  a  $25  gain  on 


the  $75-per-share  price  over 
a  four-month  period,  yielding 
an  annualized  profit  of  100%, 
or  a  190%  gain  for  those  who 
put  up  only  half  the  price  by 
buying  on  margin. 
chicken  tender.  Naturally, 
you'll  try  to  buy  only  solid 
deals  that  analysts  think 
stand  a  good  chance  of  being 
completed.  Arbs  spend  hours 
calculating  asset  values  and 
total  cash  generated  from 
operations  before  determin- 
ing what  a  company  is 
worth.  Valuation  may  be  be- 
yond the  range  of  many  in- 
vestors, but  Wall  Street  ana- 
lysts are  quick  to  generate 
their  own  estimates.  Your 
broker  may  be  able  to  pass 
them  on  to  you. 

Here's  a  run  through  one 
of  Lemonides'  current  picks, 
Church's  Fried  Chicken.  In 
October,  A.  Copeland  Enter- 
prises made  a  tender  offer  of 
$8  per  share  for  Church's. 
The  offer  appears  to  be  fully 
financed,  Church's  legal  de- 
fenses are  limited,  and  its 
board  of  directors  has  said 
that  selling  the  company 
would  benefit  shareholders, 
so  Lemonides  gives  it  a  75% 
chance  of  being  completed 
by  April. 

Based  on  other  recent  fast- 
food  transactions,  Lemonides 
predicts  that  Copeland  ulti- 
mately will  bid  from  $10.25 
to  $10.75  a  share.  The  down- 
side? If  the  deal  falls  apart, 
he  says,  about  the  worst  that 
may  happen  is  that  Church's 
could  drop  to  $7. 

Professional  arbitrageurs 
are  the  first  to  admit  that 
theirs  is  a  subjective  disci- 
pline. A  lot  can  go  wrong: 
Deals  can  run  into  regula- 
tory and  financing  hurdles, 
or  a  sudden  shift  in  the  over- 
all market  can  send  takeover 
stocks  plummeting.  Still, 
only  20%  of  announced  deals 
fall  through — not  bad,  unless 
your  stock  is  one  of  the 
20%.  Leah  Nathans 


'WET  SOCKS"  LOOK  SNAZZY— AND  THEY'RE  COMFY  AT  HOME,  TOO 


What's  In 


WHEN  YOUR  FEET  ARE  SPENDINI 
THE  DAY  UNDERWATER 


These  days  you  can  find 
athletic  shoes  for  any- 
thing from  wrestling  to 
golf — there  are  even  golf 
shoes  for  toddlers.  But  water- 
sport  enthusiasts  seeking 
traction  and  protection  from 
rocks  and  reefs  have  had  few 
options:  Rubber  sandals  flip 
off  and  float  away,  fishing 
waders  are  too  cumbersome, 
and  tennis  shoes  get  soggy. 

Now  several  shoe  compa- 
nies have  taken  a  cue  from 
wet-suit  makers,  whose  flexi- 
ble neoprene  and  rubber 
boots  have  protected  and  in- 
sulated divers'  feet  for  years. 
Called  wet  socks,  the  new 
footwear  comes  in  snazzy  col- 
ors and  low-cut  styles  de- 
signed to  take  you  both  to  the 
beach  and  into  the  surf. 
rubber  SOLE.  Just  try,  for  ex- 
ample, to  launch  a  canoe  from 
shore  without  getting  your 
shoes  soaked  or  having  to 
wade  barefoot  over  rocks. 
This  looks  like  a  job  for  Ree- 
bok's $24.95  Kahunas  model. 
Kahunas  combine  neoprene 
and  nylon  uppers  with  a  rub- 
ber sole.  They'll  take  you  out 
to  the  canoe  easily — then 
drain  water  through  the  mesh 
so  that  you  don't  have  to  take 
them  off  and  dry  them. 

Rival  Nike  sells  a  low-cut 
Aqua  Sock  model.  At  $25.95, 
it  fits  more  snugly  and  has  a 
"mini-lug"  sole  providing  a 
steady  grip  on  slippery  sur- 
faces.   In    water,    the    sole 


wraps  around  your  foot, 
lowing  for  fancy  foot? 
needed  for  activities  such! 
water  aerobics.  By  sumi 
Nike  will  introduce  a  rug 
$50  Aqua  Boot  designed] 
cold  water. 

You  don't  have  to  be 
water  sports  to  apprecj 
wet  socks.  Some  people 
them   in   the   shower   at 
gym,  or  even  just  around  | 
house  as  a  comfortable 
per.  Joan  O'C.  Hamm 


Worth  Noting 


■  BAUBLE  BLANKET.  BecaU 

standard   homeowners' 
cies  insure  all  your  jewe 
only  up  to  $1,000,  big-tic 
items  often  require  a  se 
rate  itemized  "floater." 
what   if   you    have    sev«| 
pieces  whose  collective  wo 
is  well  into  four  figures?! 
stead  of  insuring  each  sq 
rately,  it  might  be  more 
nomical    to    increase 
homeowners'   blanket  it 
ance  to,  say,  $5,000.  Sp 
"all-risk  coverage,"  wt 
protects  against  damage 
loss  as  well  as  theft. 

■  DIAL-A-DOCTOR.    Finding 

physician  to  give  a  se 
opinion    can    be    a    deli^ 
matter.  The  National  Se 
Opinion  Program  will 
you    to    board-qualified 
geons  (800  522-0036,  or 
631-1220  in  New  York). 
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Subscribe  now! 


BusinessWeek 
Mutual  Fund  Scoreboard 

Quarterly  Version  and  now  a  NEW  monthly  Version 


Compare  over 
1,400  Mutual  Funds 
in  Seconds 
on  your  PC! 


Every  month  The  Business  Week  Mutual  Fund  Scoreboard  brings 
you  comprehensive  information  on  over  1 ,400  fixed  income  and 
equity  mutual  funds  listed  on  NASDAQ.  Over  25  key  measures 
are  provided  for  each  fund —  including  all  the  performance,  risk, 
and  portfolio  data  you  need  to  make  better  investment  decisions. 
Plus,  you'll  have  the  exclusive  Business  Week  Raring  to  help  in 
your  fund  evaluations,  and  the  phone  numbers  of  every  fund 
listed. 

Special  Features 

U  Supports  multiple  search  and  sort  criteria  on  over 
25  information  fields . 
K  Fast  searches  and  lookups. 
U  Analyze,  search,  total,  average,  rank  and  print, 
customize  the  information  and  output  to  suit  your  needs. 
U  Data  transports  easily  to  Lotus  1-2-3,  ASCII  files  and 
other  popular  software. 

■  Available  monthly  or  quarterly  for  fixed  income 

funds,  equity  funds,  or  all  funds. 

U  System  requirements:  IBM  or  compatible  PC. 

\  vailable  Sow  —  The  new  monthly  edition  of 
The  Business  Week  Mutual  Fund  Scoreboard. 

NEW  Monthly  Subscription  (12  editions  per  year) 
Fixed  Income  &  Equity  (complete  version) 
Equity  only 
Fixed  Income  only 

Quarterly  Subscription  (4  editions  per  year) 
Fixed  Income  A  Equity  (complete  version) 
Equity  only 
Fixed  Income  onl\ 

Special  Trial  Offer  for  new  monthly  subscribers  — 
Call  now  and  find  out  how  you  can  get  the  Just  month 

of  your  12  month  subscription  to  the  Business  u  eek 
Mutual  fund  Scoreboard  fn  i 

Business  H 
1221  \vemteef  the  Americas      36  Floor,  Ne*  York  VI  I 
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LEAVING 
YOUR  JOB? 

You  will  have  only  60  days  to 
reinvest  the  money  you  receive 
from  your  pension  or  profit- 
sharing  plan— or  have  it  taxed 
as  ordinary  income. 

Vanguard's  free  Retirement 
Plan  Kit  answers  important 
questions  you  may  have  about 
how  to  keep  those  retirement 
savings  tax-deferred. 

Is  rolling  the  money  over 
into  an  IRA  the  best  way  to 
avoid  taxes?  What  are  the 
alternatives?  What's  an  IRA 
conduit? 

Vanguard  can  give  you  answers. 

For  a  Free  Retirement  Plan  Kit 

Call  1  800  662  SHIP. 

For  more  complete  information,  includ- 
ing advisory  fees,  charges  and  expenses, 
call  for  a  free  prospectus  and  Retirement 
Plan  Kit.  Read  it  carefully  before  you 
invest  or  send  money. 

THEVaiwuaitlGROUP 

*^OF  INVESTMEW  COMPANIES 


50,000  Better 
Ways  to  Travel 


\ 


Unravel  Travel 

The  Multinational  Executive  Travel 
Companion  offers  at  least  50  thousand 
facts  to  help  make  your  business  or  social 
trip  more  productive  .  .  .  easier  .  .  .  and 
more  rewarding. 

The  only  guide  of  its  kind.  Covers  147  cit- 
ies in  depth.  Latest  information  on  more 
than  160  countries.  Used  by  thousands. 

Ask  about  our  20th  Anniversary  Edi- 
tion. More  complete  than  ever.  Special  dis- 
counts on  corporate,  quantity  orders. 
Single  copyS60US.  Overseas  S80. 
Includes  delivery.  All  major  credit  cards. 

Call  or  write: 
Multinational  Executive  Travel  Com- 
panion, 207  Atlantic  St.,  Stamford,  CT 
06901    U.S.A.      A23     (203)  324-6439. 
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Index  to  Companies 

This  index  gives  the  starting  page  for  a  story  or  fea- 
ture with  a  significant  reference  to  a  company.  Most 
subsidiaries  are  indexed  under  their  own  names. 
Companies  listed  only  in  tables  are  not  included. 


Adler  &  Shaykin  75 
ADVO-System  106 
Aeration  Industries 

International  96 
Airbus  Industrie  89 
Ambrose  94 
American  Barrlck 

Resources    105 
American  Capital 

Convertible    115 
American  Express    109 
American  Savings  & 

Loan    104 
Ameritech   36 
Anamartic  70 
Apollo  Computer   108 
Archer  Daniels  Midland  54 
Ardent  Computer  40 
Ashland  Oil   42 
AT&T  36,46,51 
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Bancroft  Convertible  115 
Battalia  &  Associates  10 
Bell  Federal  Savings  & 

Loan    104 
Berkshire  Hathaway  20 
Best  Products  75 
Blaw-Knox  Construction 

Equipment  94 
Bolt  Beranek  & 

Newman  70 
Bridgestone  78 
Brookhurst  Partners  41 
Brown  (Alex.)  &  Sons  42 


Caesar's  World   80 
Calvetti  (James  C.) 

Meats   113 
Castblast  70 
Chair  Design    1 13 
Chemical  New  York  51 
Chesebrough-Pond   46 
Chevron   54 
Chicago  Sun-Times  75 
Chrysler  56,83,86 
Church's  Fried  Chicken    136 
Cindarn  Plastics    1 13 
Circus  Circus  Enterprises  80 
Citibank  75 
Compaq  Computer  41 
Consolidated 

Freightways  46 
Copeland  (A.) 

Enterprises    136 
Crown  Cork  &  Seal  20 
Cybex  94 
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Data  General   75 

Dauphin  International  Trade 

Center  94 
Delta  Group    10 
Design  Form    113 
Diamond-Star  Motors   56 


Digital  Equipment  40,  108, 

109 
Drexel  Burnham 

Lambert    114 


E-ll  Holdings  46 
Eastman  Kodak.  54 
Elizabeth  Arden   46 
Emery  Air  Freight  46 
Environmental  Control 

Group  94 
Epson  America    109 
Equitable  Life  Insurance  75 
Ernst  &  Whinney   54 
Eurotunnel   56 


Faberge  46 

Fidelity  Aggressive  Tax-Free 

Fund   114 
Fidelity  Magellan  Fund  20 
Fireman's  Fund   38 
Firestone  Tire  &  Rubber  78 
First  Australia  Prime 

Income    115 
First  National  Bank  of 

Chicago  75 
Florida  Federal    104 
Ford  Motor  42,  54,  86 
Fujitsu  70 
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GEICO  38 
General  Electric  94 
General  Motors  42,  78,  86 
Gibbons,  Green,  van 

Amerongen   98 
Golden  Nugget  80 
Goldman  Sachs  98 
Goodyear  Tire  & 

Rubber  78 
Grease  Monkey 

International  42 
GTE  46 
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Hones  20 
Hanna  Car  Wash 

International  94 
Herzfeld  (Thomas  J.) 

Advisors    115 
Hewlett-Packard    108 
Homestake  Mining   43 
Honda  42,78 
Hyundai   56,  109 


IBM  41,  108,  109 

Inacomp  Computer 

Centers  41 
Intel  40 


Jiffy  Lube  International  42 
Johnson  &  Johnson  54 
Joy  Technologies  75 

K 


K  mart   106 
Kenny,  Kindler,  Hunt  & 
Howe    10 


Kleinwort  Benson    115 
Knoedler(M.)  83 
Kohlberg  Kravis 

Roberts  46,98,  102,  136 
Kraft  98 
Kubota  40 


Lazard  Freres  98 

Leach    113 

Lone  Star  Lubrication  42 

Lucky-Goldstar  41 

Lumex   95 

Lunney  Hadden    13 
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Marvin  Windows  94 
Matsushita  Electric 

Industrial  94,  109 
Mazda  Motor  42,  56 
Mentor  Graphics    108 
Mercator  54 
Mesa  Limited 

Partnership  43 
Mexicana  de  Valores  e 

Inversiones  61 
Michelin  78 
Microsoft  46 
MIPS  Computer 

Systems  40 
Mitsubishi  56 
Mitsui  Homes  94 
Molex  94 

Montgomery  Ward  42 
Morgan  Stanley  98 
Motorola  40 
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National  County  Mutual 

Fire  Insurance  38 
NEC  40 

Newmark  &  Lewis  41 
Nike    136 
Nippon  Telegraph  & 

Telephone  55 
Nissan  Motor  42 
North  American  Philips  41 
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Operadora  de  Bolsa   61 
OSI  Industries    113 


Pacific  Telesis  Group  51 
Pall  94 

Paramount  Pictures  98 
Parks  Sausage    113 
Penney  (J.  C.)   109 
Pennzoil  42 
Philip  Morris   98 
Power  Securities  46 
Prudential  PLC   56 
Prudential-Bache  Municipal 
High-Yield  Fund    114 


Quaker  State  Minit- 
Lube  42 


Reebok    136 

Revlon  75 

RJR  Nabisco   10,46, 

98,  136 
RKO/Six  Flags 

Entertainment   106 
Ruegg    135 
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Reavis  &  McGrath  75 
Recruit  Cosmos  55 


Salomon  98,  102,10 
Samsung   41 
Sandoz  65 
Santa  Cruz  Operation 
Sears  42,94 
Sequent  Computer 

Systems  94 
Shearson  Lehman 

Hutton  42,98 
Sheller-Globe  98 
Siemens    10,40,94,1 
Sinclair  Research  70 
Sony   108 
Sotheby's  83 
SpeeDee  Oil  Changel 

Tune-Up  42 
Stanley  Herz    10 
State  Farm  Mutual 

Automobile  Insuram 
Stratford  94 
Strong  Income  Fund 
Strong  Total  Return 

Fund    114 
Sumitomo  Electric 

Industries  40 
Summit  Health    106     ' 
Sun  Microsystems 

108 
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T.  Rowe  Price  High- 
Fund    1,14 

Tandy   109 

Tektronix  94 

Teledyne    10 

Telephone 
Entertainment   46 

Texas  Instruments  II 

Thermal  Energy  Stoi 
Systems    135 

Toshiba  70 

Travelers  38 
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U.  S.  Bancorp  94 
U.  S.  Sprint  46 
Unilever   46 
Union  Carbide  40 
United  Bank  of  Den> 
United  Savings   1 
United  Technologies 
United 

Telecommunicate 
Upjohn    109 
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Wal-Mart  Stores    10*ft' 
Weston    106 
Wherehouse 
Entertainment   75 


Zenith  Data  Systen 
Zenith  Electronics 
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h  iNURV 
^Bto  o  round  of  gloom/  via 
rfVnflation  tears  ore  once 
|S>oming  large  in  many  in 
r^B  minds.  Concern  about  ns 
is  hot  pushed  long  term 
rales  up,  but  so  far  the  in 
haven't  been  enough  to 

dollar  from  falling  sharp 
the  latest  gloom  isn't  uni 
/all  Street's  recent  de- 
ime  on  relatively  light 
And  the  price  of  gold, 
litionally  rises  as  mfla 
mount,  has  been  falling 
lore,  none  of  BW's  tech- 
icators  currently  shows  a 
reading. 


iTir 


52-week  change 
+  13.5% 


1-week  change 
-1.5% 


52-week  change 
-5.4% 


1 160  70  I 

1 -week  change  52  «ee 

-2.3%  -0.8% 


~\ 


1  week  change 
-1.3% 


JHlv^W 


rocKS 


latest 


\  change 

Week  52-week 


FUNDAMENTALS 


Latest 


Week 


>NES  INDUSTRIALS  2303.9 

rlPANIES  (Russell  1000)  155.5 

COMPANIES  (Russell  2000)  155.6 

APANIES  (Russell  3000)  167.0 

STOCKS  latest 


-1.7 
-1.5 
-0.9 
-1.5 


15.1 
13.5 
19.5 
14.0 


%  change  (local  currency) 
Week  52-week 


90-DAY  TREASURY  BILL  "YIELD 
30-YEAR  TREASURY  BOND  YIELD 
S&P  500  DIVIDEND  YIELD 
S&P  500  PRICE/EARNINGS  RATIO 

TECHNICAL  INDICATORS 


(FINANCIAL  TIMES  100)  2047.5  -2.3  17.1 

(NIKKEI  INDEX)  32,149.5  0.3  31.6 

M0  (TSE  COMPOSITE)  3609.9  -2.3  15.3 


5.7  \ 

8.5% 

3.3% 

15.1 

teocliag 

S&P  500  26-week  moving  average  276.1  274.8  Positive 

Stocks  above  26-week  moving  overage  63  5 ' -.  69.0%  Neutral 

Speculative  sentiment:  Put/call  rotio  0.30  0.24  Neutral 

Insider  sentiment:  Vickers  sell/buy  ratio  1.01  1.00  Positive 
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BRIDGE  INFORMATION  SYSTEMS  INC. 


Ul  WEEK   LEADERS 
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47.8 
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NEWMONT  MINING 


M  FACTURED  HOUSING 
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SKYLINE 
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%  change 
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Weakest  stock  in  group 
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>  AND  MOTELS 
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PRIME  MOTOR  INNS 


FEDERAL  EXPRESS 


HASBRO 


FLEMING 


H    SON  AGGRESSIVE  GROWTH 
6     LL  <tCl  GLOBAL  CANADIAN 
sluJfY  SELECT  BROADCASTING 

■4  total  return   

:a  aann 

OiUBIA  SPECIAL 

NlttTED  EQUITY  AGGRESSIVE  GROWTH 


9.4 
8.9 
8.8 


DREYFUS  CAPITAL  VALUE 
FLEX-FUND  RETIREMENT  GROWTH 
FAIRFIELD 

52-week  total  return 


-1.5 
-1.1 
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48.6 
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STRATEGIC  INVESTMENTS  -29.1 

UNITED  SERVICES  GOLD  SHARES  -20.2 

STEADMAN  0CEAN0GRAPHIC  TECHNOLOGY  -19. 
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DATA  RESOURCES  INC 
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Foreign  stocks 

$13,388 
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.  S.  stocks 

$11,542 
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Money  market  fund 

$10,441 

.   0   16 


Treasurj  bonds 

$10,089 
2  50 


Gold 

$8,*S» 
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A  BETTER  REMEDY 
THAN  PROTECTIONISM 


Protectionism  is  on  the  rise  around  the  world.  It  seems 
inevitable  in  the  U.  S.  unless  drastic  measures  are 
taken  to  bring  trade  into  better  balance.  Hopes  are 
fading  that  a  de  facto  currency  devaluation,  in  the  form  of  a 
cheaper  dollar,  would  close  the  chronic  U.  S.  trade  deficit, 
still  running  at  a  $130  billion  annual  rate.  The  U.  S.  export 
surge  appears  to  be  petering  out  after  two  boom  years, 
while  the  thirst  of  American  industry  and  consumers  for 
foreign  products  seems  unslakable  (page  86).  The  result 
almost  certainly  will  be  an  erosion  of  traditional  U.  S.  sup- 
port for  freer  trade  as  a  means  of  spurring  global  economic 
growth.  Now  some  trade  experts,  arguing  that  the  benefits 
to  the  U.  S.  from  such  "market-opening"  policies  are  limited, 
advocate  unabashed  protection  of  home  industries.  What 
they  are  offering  is  illusory:  a  treatment  of  symptoms  in- 
stead of  a  cure. 

Foreign  trade  is  driven  by  the  productivity  and  competi- 
tiveness of  the  entire  economy.  To  shift  from  trade  deficit  to 
surplus,  the  U.  S.  must  produce  better  goods  and  consume 
less.  Tax  policies  must  encourage  savings  by  shifting  more 
of  the  burden  onto  consumption — using  a  gasoline  tax,  and 
possibly  a  value-added  tax  on  internal  sales  that  can  be 
rebated  on  exports.  Encouragement  of  productive  invest- 
ment must  be  a  top  priority  for  both  the  executive  and 
legislative  branches.  Washington  must  reallocate  some  of  its 
massive  outlays  on  research  and  development,  now  spent 
almost  entirely  on  military  projects,  to  the  development  of 
commercial  products.  And  the  Administration  must  resist 
any  pressures  from  Europe  and  Japan  to  establish  an  artifi- 
cial level  for  the  dollar. 

In  the  short  term,  these  measures  will  slow  the  rise  of  the 
American  standard  of  living  by  shifting  resources  from  con- 
sumption to  investment  and  exports.  There  is  no  other 
choice,  however,  if  the  U.  S.  is  to  stop  consuming  more  than 
it  produces  and  to  start  paying  its  way.  The  future  payoff:  a 
more  competitive  society  and  faster  economic  growth. 


HOW  CONGRESS  CAN  EARN 
A  MERIT  RAISE 


The  most  striking  aspect  of  the  pell-mell  retreat  of 
Congress  from  its  50%  pay  raise,  voted  down  in  the 
House  last  week,  was  the  furious  reaction  of  average 
Americans  to  the  idea.  It  has  been  a  long  time  since  Joe 
Sixpack  recoiled  so  violently  from  a  public  event,  but  in  this 
case  the  target  of  the  public  ire  was  a  Congress  widely 
believed  to  he  inept  and  ineffective. 

The  notion  of  a  huge  raise  for  legislators  from  the  present 
$89,50C  a  year  produced  such  vociferous  complaints  that  in 
the  end  the  baby  was  thrown  out  with  the  bathwater:  Feder- 
al judges  and  senior  civil  servants  lost  their  recommended 
.")()'■'   pay  raises,  too. 


A  main  irritant  of  the  proposal  was  its  timing,  coming 
it  did  just  as  Congress  and  the  new  Bush  Administration 
scratching  through  the  budget,  looking  to  cut  every  sp 
dime.  But  the  clincher  was  the  widely  held  view  of  Congr 
as  a  collection  of  incompetent  windbags  who  aren't  earn 
the  salaries  they're  paid  now,  never  mind  a  50%  raise.  In 
resulting  fire  storm,  congressional  votes  for  the  raise  mel 
away  like  a  lobbyist's  snow  job. 

Surely,  the  thing  for  Congress  to  do  now  is  to  come 
from  behind  the  Quadrennial  Pay  Commission  that  it  est 
lished  in  1967  to  take  the  heat  for  the  raises  it  wantef 
award  itself.  It  should  promptly  enact  the  badly  needed, ; 
amply  earned,  50%  pay  hikes  at  maximum  levels  for  ser 
civil  servants  and  federal  judges.  It  should  also  abolish 
insidious  practice  of  charging  "honorariums"  for  perse 
appearances,  frequently  with  lobbyists.  The  standard  fe< 
$2,000.  Then  it  can  turn  to  the  question  of  its  own  p 
placing  it  in  the  context  of  some  measurable  performai 
One  suggestion  is  to  link  any  hike  for  Congress  to  its  abi 
to  meet  the  Gramm-Rudman  Act's  mandatory  budget  c 
three  years  running.  Normally,  that  sort  of  mechani 
approach  wouldn't  appeal  to  us.  But  under  the  circi 
stances,  it's  mighty  tempting. 


TAX  BREAKS  WON'T  PUT 
PLANTS  IN  THE  INNER  CIT 


If  President  Bush  has  his  way,  the  federal  governm 
may  finally  get  into  the  enterprise  zone  business.  C 
gressional  champions  of  the  concept  in  both  parties, 
eluding  Jack  Kemp,  the  new  Housing  &  Urban  Developra 
Secretary,  have  tried  for  years  to  push  legislation  t 
would  provide  tax  breaks  for  companies  that  move 
designated  urban  areas.  The  goal  is  to  use  such  benefit* 
credits  for  capital  investments  and  for  hiring  additic 
workers  to  revive  blighted  inner-city  neighborhoods.  In 
ory,  all  of  this  could  be  done  through  the  tax  code  witi 
setting  up  a  gargantuan  new  federal  bureaucracy  to  co| 
the  program. 

Three  dozen  states  already  have  tried  this,  however, 
by  most  accounts,  the  efforts  have  been  flops  (page 
There's  a  simple  reason:  Paltry  tax  breaks  rarely 
where  a  company  builds  a  plant.  The  labor  force,  acc< 
markets,  crime  rates,  and  the  local  infrastructure  play 
larger  role  in  such  decisions. 

If  the  federal  government  weighed  in  on  enterprise 
the  tax  benefits  would  be  larger  than  those  offered 
states  simply  because  federal  tax  rates  are  higher.  Bu 
would  not  turn  a  well-intentioned  idea  into  a  succi 
program. 

To  lure  companies  back  into  the  inner  cities,  educ 
must  be  improved,  roads  must  be  rebuilt,  and  the 
wave  must  be  halted.  If  the  federal  government  wail 
reinvigorate  our  blighted  inner  cities,  it  should  gi\ 
money  to  state  and  local  governments  that  have  the 
sibility  to  address  these  issues.  An  urban  renaissanc 
quires  an  attack  on  the  fundamental  problems — not 
tinkering. 
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